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This study aims to determine the effect of sales growth on tax compliance in terms of different aspects,
namely, companies with government ownership. The presence of an external auditor becomes a moderating
variable that will strengthen or weaken the effect of sales growth on tax compliance. The sample uses data
from the World Bank Enterprise Surveys conducted by the World Bank in 2006-2018 in as many as 74
countries with 335 companies. This research is processed and analyzed using Ordered Logistic Regression
(OLR). The results show that sales growth does not affect corporate tax compliance with government
ownership. External auditors strengthen the influence of sales growth on tax compliance. This study
complements and expands the literature on tax compliance on government ownership and has a broad
scope using cross-country analysis.
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INTRODUCTION

Developing countries have economic growth and development challenges, along with social service
needs (e.g., the provision of essential services such as water, energy, and affordable housing). So to answer
the challenges and needs of these countries, among others, is establishing a State-Owned Enterprise or SOE
(Botlhale, 2020). According to the OECD (2016), the definition of SOE is based on the entity company's
form, commercial orientation, and the level of state ownership and control. SOE is a corporate entity
recognized by national law as a company, and the state exercises ownership.

In Indonesia, the provisions for state ownership of companies or SOEs are contained in Article 1 (1) of
Law Number 19 of 2003. As of March 2021, the number of SOEs in Indonesia is 116 companies (Regulation
of the Minister of SOEs, 2021), with capitalization from the State Revenue and Expenditure Budget,
capitalization of reserve funds, or other sources. Ownership of state-owned companies in other countries,
such as in China, according to Song et al. (2015) that state ownership of companies refers to shares invested
and controlled by the central government, local governments, or various entities such as the Ministry of
Finance, the center of the State-Owned Assets Supervision and Administration Commission, the State-
Owned Asset Management Agency, regional finance bureaus and legal entities that owned by SOEs.
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Furthermore, according to Botlhale (2020), companies with government or SOE are financed by the
tax authorities. So taxes are important in the development of state-owned enterprises in each country. Taxes
are a manifestation of a country's obligations and the role of taxpayers to directly and jointly carry out tax
obligations that are useful for the common goal of a country, namely state financing and national
development.

Taxation is the main source of income for most countries. Efficient tax administration and strategies
are used to minimize loss of revenue, as such losses can lead to ongoing budget deficits. Non-compliance
with tax provisions is a global phenomenon. The causes of tax non-compliance raise significant cases for
governments and tax agencies worldwide (Samsudin et al., 2016). OECD data (2021) reveals that from
2000-2020 the average tax revenue in the world is 32.9% to 33.5%. This shows that the level of tax revenue
is still low and tends to be less compliant with taxes due to the low target achievement. In achieving the
targets set, it is important to have a tax-compliant attitude. However, in terms of taxpayers, in this study,
state-owned companies, tax compliance is a cost that must be paid which can reduce company profits. So
this can cause one of the factors that state-owned companies are less compliant with taxes.

Non-compliance among taxpayers is a universal problem common in tax administration in developing
and developed countries (Olayinka et al., 2018). Non-compliance in paying taxes to state-owned companies
occurs in several countries, one of which is Indonesia. In 2016 there were 20 SOEs that had not fulfilled
their obligation to pay Value Added Tax (VAT) of IDR 910.6 billion (Business Financial, 2017). Some of
the efforts made by the tax authorities to improve tax compliance are making policies regarding tax
collection rules, tax amnesty, increasing organizational effectiveness, and improving information systems
to make tax collection easier.

Taxpayers must own a tax compliance attitude in fulfilling tax obligations. Tax compliance is a concept
related to a person's willingness to act in accordance with statutory regulations and tax administration
without concluding enforcement actions (James & Alley, 2009). According to Farouq (2018), taxpayer
compliance is one of the keys to the government's success in collecting tax revenues with a series of
regulations, procedures, and good administrative services. In SOE companies, there are two interests
between the government as the executor and the interests of the government as the owner of the company.
The government, as the executor, should increase state revenue in the company's performance, and the
investment in the company must provide benefits. Zuna (2001) states that SOEs are primarily characterized
by independent judicial status, having their control or supervisory body, holding responsibility for their
economic resources, and closely observing the laws governing private companies. The government is
increasingly considering SOEs' compliance with taxes because it is a legal effort to take advantage of SOEs
without conflicting with non-government shareholders (Suhardianto & Nurjanah, 2021).

Research on tax compliance in state-owned companies in Indonesia has been studied by Kuntari et al.
(2020) but using an individual research object, namely the PT Telkomsel Central Java staff. The results of
this study show that knowledge of taxation, socialization of taxation, tax sanctions, and tax authorities
simultaneously affect taxpayer compliance by 64%. The results of research by Lois et al. (2019) show that
the majority of respondents (48%) of taxpayers in Greece show a level of tax compliance at an adequate or
high level.

Some researchers argue that a factor that can affect taxes is sales growth (Kim & Im, 2016; Oktamawati,
2017; Prawati & Hutagalung, 2020). Increased sales growth will affect increasing profits and the higher the
tax burden that must be paid. However, in state-owned enterprises, state-owned enterprises can receive
favorable tax treatment because of their status and thus do not perceive taxes as a major obstacle to business.
Moreover, state-owned companies may not be driven by profit maximization, so taxes will not be as
important for doing business as private companies (Alm & McClellan, 2012). According to (Dewinta &
Setiawan, 2016), sales growth is the company's ability to increase its sales from time to time. The higher
the sales growth rate of a company, it will have the more direct impact on company profits and taxes. The
greater sales growth, in general, is also followed by greater profit growth and taxes that must be paid.
Mahanani et al. (2017) studied research on sales growth and taxes, with the results of sales growth research
having a significant influence on the existence of tax avoidance.
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External auditors play a role in ensuring that regulations (in the event of accounting policies) have been
implemented and contribute to the improvement of Corporate Governance (Ojo, 2011); in this case, the
external auditor has the responsibility to help the government increase tax revenues. Tax audits carried out
by external auditors have increased tax payment compliance, which is the research result of Saputro (2017).

Previous research on tax compliance tends to focus on a sample of individuals and companies listed on
the stock exchanges of each country, so this study wants to examine government-owned companies in
countries that are respondents to World Bank data. This study complements existing research by testing the
existence of an external auditor that will weaken or strengthen the effect of sales growth on tax compliance,
and due to the inconsistency of the results of previous studies, an external auditor is added as a moderating
variable. The research questions are: 1.) Does sales growth affect tax compliance? 2.) Does the presence of
external auditors strengthen or weaken the influence of sales growth on tax compliance?

Theoretically, this study expands the literature on tax compliance on government ownership. In this
case, this research has a broad scope using cross-country analysis. Practically, this research can be used as
a consideration for the government in improving tax compliance that has been running. In addition, this
research can also provide practical insight to the government and tax policymakers in understanding tax
compliance behavior in SOE companies which can be the basis for establishing an adequate and effective
tax system to maximize tax revenue for companies in SOE.

LITERATURE REVIEW

Tax Compliance

There is no standard definition of tax compliance (Fischer, Wartick, & Mark, 1992), while according
to (Schmolders, 1959), (Hasseldine & Bebbington, 1991) theory of tax compliance is based on economic
and social psychology. Tax compliance is the extent to which a taxpayer complies with tax regulations. In
line with Braithwaite (2003) tax compliance is the behavior or actions of individuals to meet or fail to meet
tax compliance standards. Mas’ud et al. (2014) revealed that there are two types of tax compliance: prudent
compliance and administrative compliance. Wise compliance is when the taxpayer complies with the tax
laws regulated in the relevant regulations, while administrative compliance is filling out the tax return form
accurately. According to Dittenhofer (2001) because government resources come from the public in the
form of taxes, the government is subject to media scrutiny and public interest groups. This can force state-
owned companies to comply with government regulations, one of which is tax compliance. This study uses
an indicator of the frequency companies receives calls from tax office officials; if they often get a summons
from tax office officials, they are considered non-compliant with taxes.

The Effect of Sales Growth on Tax Compliance

Sales growth is the company's ability to increase its sales from time to time. The higher the sales growth
rate of a company, it will directly impact company profits and taxes (Dewinta & Setiawan, 2016). Diharja
& Rossieta (2014) argue that the advantage of state-owned companies is the ease of obtaining projects run
by the government for the state, for example, in the infrastructure sector. Another advantage of SOEs is the
existence of government ownership through special treatment such as simplified regulations, bailouts,
facilitated access to resources, loan terms, and favorable trade, thus potentially improving company
performance. Improved company performance is expected to increase sales growth.

This is in line with Alm & McClellan (2012), who argue that state-owned companies do not face the
same profit motive as privately owned companies and therefore do not face the same incentives for tax
avoidance. In addition, as state property, the interests of these companies align with those of the
government, and these interests may not include lower income due to tax non-compliance. So SOE
companies tend to comply with taxes because there is no profit motive, and the rules run by SOE companies
must be in line with government regulations such as tax rules. Research conducted by Laksono (2021) states
that sales growth positively affects tax compliance.

H1: Sales growth positively affects tax compliance in government-owned companies.
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The Effect of Sales Growth on Tax Compliance Moderated by External Auditor

Transparency at the level of audits conducted by the company is part of compliance to determine
whether the stated results are the same as the actual results. Audits provide a mechanism for reviewing a
company's books to ensure that stated performance matches actual performance. This assumes that investors
trust the auditors. In SOEs, this also assumes that investors trust the audit function of the audit firm over
the audit function of other parts of the government (Sokol, 2009).

The external auditor is described as a mechanism that provides the reliability of accounts in both public
and private organizations and serves as a guarantee for interested parties regarding correct information
about the efficacy and efficiency in managing organizational resources (Mzenzi & Gaspar, 2015). The
external auditor has an important role in a market-based economy. In the modern economy, information
and obligations have taken on a larger role in society. As a result, external auditing of a company's financial
statements is an important service to investors, creditors, and other participants in economic exchanges.
External auditors play a role in ensuring that regulations (in the event of accounting policies) have been
implemented and contribute to improving Corporate Governance (Ojo, 2011); in this case, external auditors
in state-owned companies have a responsibility to help the government increase tax revenues. Kovermann
& Velte (2019) states that external auditors can evaluate the recognition, measurement, and disclosure of
tax-related items (such as tax expense and deferred tax) in financial statements.

The research results of Saputro (2017) state that the behavior of taxpayers when tax audits are carried
out by external auditors has increased tax payment compliance. In SOE companies, it is also proven in the
research of (Iswari et al., 2019) that agencies within state-owned companies function as government agents
in managing and supervising corporate governance, including in the field of taxation. Both sides have
supported government programs, including increasing state tax revenues.

In state-owned companies, the presence of an external auditor can strengthen the reliability of financial
statements so that it is expected that the sales growth reported in the financial statements follows the actual
results, and the reported tax is also in accordance with the profit from sales growth. Based on this, external
auditors are expected to strengthen sales growth and tax compliance in state-owned companies.

H2: External auditors strengthen the effect of sales growth on tax compliance in government-owned
companies.

MATERIALS AND METHODS

This research is an empirical study on the analysis of the effect of sales growth on tax compliance with
external auditors as a moderating variable in the countries that are respondents to the World Bank data. The
type of data used is secondary data taken from World Bank data.

The population in this study are companies listed in the World Bank data from the World Bank
Enterprise Surveys conducted by the World Bank in 2006-2018. This data covers a wide range of issues,
including regulations and taxes. The objects of this survey are all companies from various industries
consisting of the manufacturing sector; construction; service; transportation, storage, communication, and
others. Furthermore, the World Bank produces sample frames from various sources, such as country
statistical offices and other government agencies such as tax authorities or business licenses. In some cases,
company lists are obtained from business associations or marketing databases (Damayanti & Supramono,
2019).

The population of this study was 95 countries with samples using purposive sampling, namely with the
criteria of companies with government ownership of more than 50%, having tax audit frequency data and
sales growth, and having information on the existence of external auditors, so that a sample of 74 countries
with a total of 335 companies obtained with government ownership.

Variable Measurement

This research has a dependent variable, independent variable, and moderating variable. The dependent
variable in this study is tax compliance in government-owned companies in the countries that are
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respondents to the World Bank data, which is measured using an ordinal scale. At the same time, the
independent variable contained in this study is sales growth. The moderating variable in this study is the
external auditor.

Tax compliance was measured using the question: "Over the past year, how many times was this
company inspected by a tax official or asked to meet with a tax official?" The Organization for Economic
Co-operation and Development (2014) reveals that companies that are audited more often by tax officials
are more likely to have tax-related problems. In addition, Kirchler et al. (2008) and Mebratu (2016) also
suggest that a tax audit is a means to ensure tax compliance. Thus, a tax audit is an appropriate proxy for
tax compliance.

The independent variable in this study is sales growth as measured by the question: "In fiscal year, what
was this establishment's total annual sales for all products and services?" On the moderating variable, the
external auditor is measured by the question, "In fiscal year, did this establishment have its annual financial
statements checked and certified by an external auditor?"

The control variable used in this study is the company's age because (Kirchler, 1999) shows that mature
companies show greater tax compliance than new companies. The effectiveness of law enforcement also
has a significant effect on tax compliance (Wilhelm, 2002). In countries with effective law enforcement,
taxpayers tend to comply with tax regulations. The effectiveness of law enforcement is measured by using
respondents' perceptions of the fairness of the legal system as well as by the level of corruption. The
Corruption Perception Index (CPI) published by Transparency International is used as a country-level proxy
for the level of corruption. The measurement of this research variable is in table 1 as follows.

TABLE 1
VARIABLE MEASUREMENT

Variable Measurement
Tax Compliance | Over the past year, the number of times the company was inspected by a tax official
or asked to meet with a tax official. This variable is measured by three categories of
answers, namely 1 = no compliance (if the company is audited by the tax officer for
more than 30 days), 2 = partial compliance (if the company is audited by the tax
officer for less than 30 days) and 3 = full compliance (if the company has never been
checked by a tax officer).
Sales Growth Real annual sales growth is measured as the percentage change in sales between the
last completed fiscal year and the previous period.
1 d2' —n3' 100
£ @z +n3y2 100
t is the number of years between the current period and the previous period, and d2’
and n3’ are the deflated values of the variables d2 and n3.
External Auditor | The company has reviewed and approved its annual financial statements by external
auditors for the fiscal year. This variable is measured by a dummy variable, if an
external auditor audits the financial statements, it will be assigned a number 1, but if
the financial statements have not been audited by an external auditor, it will be
assigned a number 0.
Company Age Company age in 2021.
Perception of Taxpayers’ perception that the government system is fair. There are four categories
Legal Certainty | of answers, namely, 1 = strongly disagree, 2 = tend to disagree, 3 = tend to agree, and
4 = strongly agree.
Corruption Corruption Perception Index (CPl) score was published by Transparency
Level International.
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Data Collection and Analysis Technique

The source of data used in this study is secondary data. Data were collected from World Bank data and
processed using data according to the needs of this research variable.

The data collected was descriptive statistics and analysis using Ordered Logistic Regression (OLR).
Descriptive statistics are needed to identify the sample and obtain an additional analysis of the research
results. The analytical method used is to use OLR to test hypotheses 1 and 2 in the entire sample of this
study. OLR is a regression model used to test the effect of the independent variable on the dependent
variable, where the dependent variable is a variable with an ordinal scale. In this study, the dependent
variable, namely tax compliance, was measured using three categories: full compliance, partially compliant,
and non-compliant; therefore, it is feasible to use OLR as an analytical tool. The structural equation model
used in this study is:

TAXi = B0 + BIGROWTHi + B2AGE + B3PER + B4COR + ¢ (1)
TAXi = B0 + BIGROWTHi + B2AUD; + B3GROWTH x AUDy. + B4AGE + BSPER + B6COR +&  (2)

where: TAX : Tax Compliance
GROWTH : Sales Growth
AUD : External Auditor
AGE : Company Age
PER: Perception of Legal Certainty
COR : Corruption Level

OLR does not require some classical assumption tests, namely normality test, heteroscedasticity test,
multicollinearity test, autocorrelation test, linearity test, univariate and multivariate outlier tests such as
linear regression using parametric data. For the robustness test, this study also uses linear regression to test
hypothesis 1 and hypothesis 2. This study uses a significance of 5% (0.05). If the p-value < a, then
hypothesis 1 is accepted. In hypothesis 2, if the test resulting from the interaction of sales growth and
external auditors on tax compliance is a negative value, then the external auditor's moderating variable
weakens the influence of the sales growth variable with the tax compliance variable, and vice versa.

RESULTS

Descriptive Statistics

The results of descriptive statistical data processing in table 2 reveal that the level of tax compliance in
government-owned companies with full compliance is 5 companies, partially compliant are 329 companies,
and those that are not compliant are 1 company with 335 data processed. Table 2 also explains that there
are 124 companies with low sales growth, 81 with medium sales growth, and 130 with high sales growth.
In the external audio variable, 67 companies do not have external auditors, and 268 companies have external
auditors.

TABLE 2
DESCRIPTIVE STATISTICS

Tax Compliance

Variable No Compliant Partially Compliant Fully Compliant Total

Sales Growth
Low 0 120 4 124
Medium 0 80 1 81
High 1 129 0 130
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Tax Compliance

Variable No Compliant Partially Compliant Fully Compliant Total
External Auditor 1 66 0 67
No 0 263 5 268
Yes
Total 1 329 5 335

Notes: Low sales growth: < US$100,000,000; medium: US$100,001-1,000,000,000; height: > US$1,000,000,001

Simultaneous Test, Model Fit, and Coefficient of Determination

Table 3 shows the data processing results; it is known that the Chi-Square value is 19.573 and the sig
value is 0.002 < 0.05, which means at the 95% confidence level, it can be concluded that the model with
independent variables is better than without independent variables. Table 3 also shows the Chi-Square
Pearson value of 179.168 and deviance of 45.994 with a sig value of both 1.000 > 0.05, which means that
at the 95% confidence level, it can be concluded that the regression model used matches the observation
data.

Furthermore, data processing results show that the R-Square approach with various methods is known
to have the largest Nagelkerke value with a value of 0.319 or 31.9%. It can be concluded that the
independent variable used in the model affects the dependent variable by 31.9%, and the remaining 68.1%
is influenced by other variables outside the research model.

TABLE 3
MODEL FITTING INFORMATION, GOODNESS-OF-FIT, AND PSEUDO R-SQUARE
Chi-Square Sig. R-Square
Model Fitting Information 19.573 0.002
Goodness-of-Fit
Pearson 179.168 1.000
Deviance 45.994 1.000
Pseudo R-Square
Cox and Snell 0.057
Nagelkerke 0.319
McFadden 0.299

Source: data processing output with SPSS, 2022.

Correlation Test

Based on the Spearman correlation table (see table 4), the sales growth variable has a weak correlation
with the tax compliance variable. Still, it is significant, while the external auditor variable is not
significantly correlated. The control variables of firm age and CPI scores show no significant correlation,
while perceptions of legal certainty have a weak but significant correlation. Table 4 also shows that there
is no high correlation coefficient, which indicates that there is no multicollinearity problem. Thus, all
variables can be tested using ordinal logit analysis.
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TABLE 4
SPEARMAN CORRELATION

Variable (1) (2) (3) (4) (5) (6)
Tax Compliance 1.000
Sales Growth -0.108" 1.000
0.048
External Auditor 0.100 0.065 1.000
0.066 0.239
Age 0.046 0.021 0.104 1.000
0.404 0.696 0.056
Perception of Legal Certainty ~ -0.126" 0.188™ -0.031 -0.055 1.000
0.021 0.001 0.567 0.315
Corruption Level -0.077 -0.177" 0.178™ 0.065 -0.071 1.000
0.158 0.001 0.001 0.235 0.196

Source: data processing output with SPSS, 2022. *p < 0.05; **p < 0.01

Partial Test and Moderation Test

The regression test results using Ordered Logistic Regression (OLR) show that the sales growth
variable has no effect on corporate tax compliance, as evidenced by the value of sig. of 0.128 > 0.05, so H1
is rejected. The regression test results on the moderating variable also using Ordered Logistic Regression
(OLR) show that the moderating variable, namely the presence of an external auditor strengthens the effect
of sales growth on corporate tax compliance, as evidenced by a sig value of 0.081 < 0.10 so that H2 is
accepted.

TABLE 5
PARTIAL TEST AND MODERATION TEST
Variabel Partial Test Moderation Test (MRA)
Wald Sig. Wald Sig.

Sales growth 2.311 0.128 5.057 0.025
Moderating (interaction of sales growth and 3.054 0.081*
external auditor)

Control variable:

Age 2.909 0.088 2.672 0.102
Perception of legal certainty 2.843 0.092 2.769 0.096
Corruption level 3.131 0.077 4.976 0.026

Source: data processing output with SPSS, 2022. *p < 0.01
DISCUSSION

This study examines the effect of sales growth on tax compliance. It examines the effect of the presence
of external auditors strengthening or weakening sales growth on tax compliance using 355 sample
companies in 74 countries from the World Bank Company Survey. The results of data processing in this
study indicate that sales growth does not affect tax compliance in government-owned companies, as
evidenced by the sig value of 0.128 > p-value 0.05. Based on data processing results, higher sales growth
does not affect companies with government ownership to carry out tax compliance. This study's results
differ from research conducted by Laksono (2021), which states that sales growth has a positive effect on
tax compliance. In companies with government ownership, it is possible that increased company profits do
not accompany increased sales because of the high burden the company bears on government ownership.
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The size of the profit will affect the payment of taxes, while the high or low sales growth will not affect the
level of profit so that it will not affect the size of the tax that must be paid. It can be concluded that sales
growth does not affect tax compliance in companies with government ownership. This is in line with
Yustrianthe & Fatniasih's (2021) research, which states that sales growth does not affect tax compliance as
measured by tax avoidance.

The second hypothesis, based on data processing results, is accepted; namely, the external auditor
variable strengthen the effect of sales growth on tax compliance in government-owned companies. The
results of this study are in line with the research of Saputro (2017), which states that the behavior of
taxpayers when external auditors carry out tax audits has increased tax payment compliance. This can be
caused by external auditors in companies with government ownership, to ensure that regulations (in the
event of accounting policies) have been implemented and contribute to the improvement of Corporate
Governance (Ojo, 2011); in this case, external auditors in state-owned companies have a responsibility to
help the government increase tax revenues. Kovermann & Velte (2019) states that external auditors can
evaluate the recognition, measurement, and disclosure of tax-related items (such as tax expense and
deferred tax) in financial statements.

CONCLUSIONS

Based on the results of the research that has been carried out, it can be concluded that the research
results are not following hypotheses 1; namely, the sales growth variable does not have a positive influence
on tax compliance in government-owned companies, while hypothesis 2 is in accordance with the results
of the study that the moderating variable; namely external presence, strengthens the influence of sales
growth on tax compliance in SOE companies.

Previous research on tax compliance tends to focus on services from the tax authorities, tax agency
regulations, and taxpayer literacy (Bone et al., 2022; Sebayang & Lubis, 2022; Dewi & Pravitasari, 2022;
Ratnawati & Rizkyana, 2022), while the sample in the previous study used a sample of individuals and
companies listed on the stock exchanges of each country (Kuntari et al., 2020). So this study complements
and expands the literature on tax compliance in SOE companies and has a broad scope using cross-country
analysis with 74 countries. Based on the conclusions of the research on theoretical implications, applied
implications are developed, which are expected to contribute to policymakers, especially in companies with
government ownership and tax actors as stakeholders in the formation of tax regulations. This research is
expected to be used as a consideration for the government in improving tax compliance that has been
running, such as supervising companies under government ownership.

The limitation of this study is the existence of an external auditor is not known whether the external
auditor is an obligation that exists in the company under government ownership or is allowed to be an
option in the presence of an external auditor. So it is hoped that further research can find out whether the
existence of an external is an obligation and whether it has an effect on tax compliance.
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