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Abstract: Companies that engage in tax aggressiveness (TAG) are considered socially irresponsible and 
problematic from the perspective of tax authorities. This study examines the impact of TAG on audit 
report timeliness and the role of corporate governance using ownership structure and audit committee 
on the relationship between TAG and audit report timeliness. We use the tax planning prediction model 
to uncover TAG. The data for our sample is obtained from the manufacturing companies listed on the 
Indonesia Stock Exchange and was obtained using the purposive sampling method. Using multiple 
linear regression analysis, we discover a positive relationship between TAG and audit report timeliness. 
However, we also find that corporate governance mechanisms affect this positive relationship 
through ownership structure and audit committee competence. Our findings suggest that the delay of 
independent auditors due to audit processes may expose the activities of TAG’s clients, which may have 
economic consequences for tax authorities, companies, and other stakeholders.
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INTRODUCTION

A firm that engages in tax avoidance is regarded as socially unacceptable and could be legally problematic 
(Zeng, 2019; Supriati & Anggraini, 2021). Tax avoidance is a tax planning strategy to avoid paying taxes, while 
tax aggressiveness (hereafter TAG) is a more extreme tax avoidance with a level of uncertainty in the results 
associated with reductions in taxes (Higgins et al., 2015). Previous studies found that TAG positively affects 
financial reporting aggressiveness (Herusetya & Stefani, 2020; Frank et al., 2009; Kamila, 2014). TAG is an act 
of tax avoidance or reducing taxes that must be paid legally under the applicable tax regulations (Frank et al., 
2009). This relationship arises because of differences between financial reporting standards and tax laws and 
regulations, thus enabling companies to report higher income in their financial statements than those reported 
to tax authorities. Frank et al. (2009) concluded that the more aggressive a firm performs its financial statements, 
the more aggressive its tax reporting will be. In addition, companies that engage in aggressive tax activities are 
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more likely to adjust and misstated financial statements by manipulating their taxes, such as valuation reserve 
accounts, contingent tax reserves, and estimates of taxes to be paid (Goh et al., 2013; Frank et al., 2009). 
Firms engaging in tax shelter practices engage in aggressive financial reporting by manipulating earnings and 
concealing company-specific information through tax planning (Kim et al., 2011; Frank et al., 2009).

These previous findings concluded that companies that carry out aggressive financial reporting show 
that the management has manipulated the financial statements (Herusetya & Stefani, 2020; Kamila, 2014;  
Frank et al., 2009). Manipulation by managers in the aggressiveness of financial reporting can be in the form 
of earnings management because “tax avoidance and managerial diversion can be complimentary” (Kim et al., 
2011). Management engages in earnings management within the framework of selected accounting policies to 
achieve certain goals, such as earnings targets (Scott, 2009). Examples of earnings management can be done 
by shifting costs and income for a certain period, changing the accounting method used, and taking advantage 
of opportunities to make accounting estimates (Dwiharyadi, 2017).

Management may be involved in the aggressiveness of financial reporting if there is no effective internal 
control because internal control may prevent financial statement misstatements, including aggressive tax 
reporting. Prior research found that the effectiveness of internal control negatively affects tax avoidance 
(e.g., Bimo et al., 2019). In other words, weak internal control can increase both financial reporting and tax 
reporting aggressiveness. Furthermore, studies have found that weak internal control can lead to delays in audit 
reporting, i.e., the total number of days from the first day after the balance sheet date to the audit report date  
(Ettredge et al., 2006; Mitra et al., 2015). The argument is that auditors who conduct financial statement audits 
require more procedures to detect firm activities, including TAG, which results in a longer audit time and may 
cause delays in audit reporting. In addition, managers who hide complex and unclear tax avoidance activities 
will make it increasingly difficult for auditors to reveal accounting irregularities attached to these tax avoidance 
activities (Goh et al., 2013; Kim et al., 2011).

Our study investigates the effect of corporate governance mechanisms on the association between TAG 
and audit report lag. Corporate governance theory emphasizes that there are conflicts of interest between 
agents and principals, with agents seeking to maximize private benefits at the expense of the principal (Jensen 
& Meckling, 1978). Effective corporate governance can reduce agency costs. Therefore, corporate governance 
mechanisms regulate the stakeholders (employees, suppliers, investors, and other interested parties) associated 
with the company. Each corporate entity has various governance mechanisms1. Herusetya (2017), for example, 
found that the moderating role of the board of commissioners and audit committees weakens the positive 
association of the likelihood to meet the earnings benchmarks and the audit report timeliness. In contrast,  
Goh et al. (2013) found that external supervision (proxied by institutional ownership and analyst following) that 
is less effective makes it increasingly difficult for the auditor to disclose accounting irregularities related to TAG 
and can cause the resignation of auditors. In sum, an effective corporate governance mechanism can reduce 
agency costs arising from TAG and aggressive financial reporting because it affects the performance of the 
auditors so that it directly results in lower auditor reporting delays and vice versa.

The presence of an ownership structure serves as a supervisory function toward management’s actions. 
According to Chen et al. (2010), the ownership structure regulates the company’s operations which can help 
avoid TAG because if the authorities know the action, the entity can be subject to fines for such actions. Thus, 

1	 Our study is limited to the moderating role of certain governance mechanisms, i.e., ownership structures and audit committees. 
Another study, for example Herusetya (2017) use the moderating role of governance in the form the BOC and the AC on the 
relationship on the likelihood to attain earnings benchmarks and the delay of audit report.
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there is a possibility that the ownership structure has a moderating effect on the relationship between TAG and 
audit report timeliness. In addition, the audit committee in the corporate governance structure is considered 
a group whose function is to supervise the process of financial statements reporting (Dwiharyadi, 2017). Audit 
committees who have competency in accounting and finance can understand the complexities of accounting 
and financial reports. 

Our study is urged and important for several reasons. First of all, Indonesia’s low tax ratio and tax compliance 
can be reflected in the number of days required by the auditor in conducting a financial statement audit, as 
measured by the audit report timeliness2. In addition, delays in submitting audited financial statements can 
cause economic consequences to the capital market players, e.g., sanctions in suspending stock transactions 
on the stock exchange floor. As far as the author’s knowledge, very few studies examine TAG in the form of 
tax avoidance at an extreme level using tax shelters (Herusetya & Stefani, 2020) on the audit report timeliness. 
Second, our study uses the moderating role of corporate governance as an internal monitoring mechanism 
that can weaken the relationship between TAG and audit report timeliness. If this mechanism is effective, the 
involvement of corporate governance through the ownership structure and audit committee can help lower 
agency costs associated with aggressive tax and financial reporting, as seen by the audit reporting time delay.

With TAG activities containing earnings management, the auditor requires higher audit efforts to carry 
out the financial statement audit process to minimize audit risk. Higher audit efforts are needed because the 
greater the TAG, the higher the level of aggressiveness of the financial statements, affecting the reliability of 
financial reporting. In addition, auditors need to verify the existence of TAG and earnings management. Thus, 
independent auditors who conduct audits require more complex audit techniques, more thorough observations, 
special audit processes, documentation, and consulting with tax experts. 

Previous studies have found that audit quality negatively correlates with TAG (e.g., Richardson et al., 2013; 
Kanagaretnam et al., 2016). In addition, this relatively large number of audit procedures can slow down the 
audit process of the client’s financial statements, which can indirectly affect the audit report lag. Therefore, 
based on the above arguments, we conclude that the greater the possibility of the TAG, the longer the audit 
completion time required by the auditor (audit report lag). 

Previous studies found evidence that governance mechanisms through the proportion of the board of 
commissioners and audit committees negatively affect tax avoidance or TAG (Sandy & Lukviarman, 2015; 
Richardson et al., 2013). Furthermore, Kusumawati & Hermawan (2013) found that the audit committee’s 
effectiveness negatively affects accounting fraud. This condition can happen because the proportion of boards 
of commissioners and audit committees that work effectively can increase the company’s management 
oversight.

Companies with foreign ownership have better performance so that the published financial statements 
will be more reliable (Chen et al., 2010). In addition, the study of Richardson et al. (2013) found the moderating 
role of the corporate governance mechanism through the proportion of independent directors to the board, 
the application of risk management, and effective internal control to reduce TAG. Thus, TAG activities that have 
the potential results for delays in audited financial statements can be minimized because the audit efforts of 
independent auditors are reduced. Based on the arguments above, we assume that if the companies have 
effective corporate governance mechanisms (e.g., through the audit committee and ownership structure), 
these mechanisms weaken the positive relationship between TAG and audit report lag. 

2	 Audit report timeliness in this study is used interchangeably with the terminology of audit delay or audit report lag.
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METHODS

We use a purposive sampling method to get our sample from the listed companies in the Indonesia Stock 
Exchange for 2012 to 2017. Financial data are taken by non-probabilistic method from the audited financial 
statements. We selected a sample from manufacturing companies and obtained 144 companies with 594 firm-
year observations as our final sample. Table 1 shows the description of the sample selection. Table 2 reports the 
details of sample composition based on the sub-industry in the manufacturing industry.

Table 1 Sample Description

Description Total 

Total number of firms in the manufacturing industry at Indonesia Stock Exchange  144

Less:

Number of firms publish the financial statements using foreign currencies in US Dollar (31)

Missing financial data or incomplete data (14)

Total sample in number of firms 99

Number of observations during 2012 – 2017 (in firm-years) 594

     
Table 2 Detail Composition of the Sample

No. Sub-Industry Number of Observation (Firms) Population (Firms) Percentage (%)

1 Cement 5 5 3,47

2 Ceramics, Glass, Porcelain 6 6 4,17

3 Metal and Allied Products 11 16 11,11

4 Chemicals 6 10 6,94

5 Plastics & Packaging 9 12 8,33

6 Animal Feed 4 4 2,78

7 Wood Industries 1 2 1,39

8 Pulp & Paper 5 9 6,25

Total Basic Industry and Chemicals 47 64 44,44

1 Food and Beverages 13 14 9,72

2 Tobacco Manufacturers 3 4 2,78

3 Pharmaceuticals 9 11 7,64

4 Cosmetics and Household 5 6 4,17

5 Hauseware 2 3 2,08

Total Consumer Goods Industry 32 38 26,39

1 Mechinery and Heavy Equipment 0 2 1,39

2 Automotive and Components 9 13 9,03

3 Textile and Garment 4 18 12,5

4 Footware 3 2 1,39

5 Cable 5 6 4,17

6 Electronics 0 1 0,69

Total Miscellaneous Industry 20 42 29,17

Total 99 144 100
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We develop our empirical model to test the H1 hypothesis and use the audit report timeliness, ARL (Ln), 
as our dependent variable. The study uses the TAG (TAXAGGR) as our main predictor following the tax shelter 
prediction model from Wilson (2009). To test hypothesis H1, we use the main model as follows:

ARL(Ln)it 	 =	β0 + β1TAXAGGRit + β2 ROAit +β3 ∆ROAit + β4 SIZEit + β5 LEVit + β6 GROWTHit + β7 AGEit + β8 DMLOSSit 

		  + β9 DMGCOt–1 + β10 DACit + εit 			   (Model 1)

Where ARL(Ln) is the natural logarithm of the number of days from the first day after the date of the 
statement of financial position, i.e., January 1 to the date of the audit report, and TAXAGGR is the natural 
logarithm of the number of days from the first day after the date of the statement of financial position, i.e., 
January 1 to the date of the audit report. In order to support our H1 hypothesis, we expect that the coefficient of 
β1 from TAG (TAXAGGR) is positive and significant. We include variables controls in Model 1 that might affect the 
dependent variable, audit report timeliness, ARL(Ln) such as ROA, ΔROA, SIZE, LEV, GROWTH, AGE, DMLOSS, 
DMGCO, DAC. Please see the variable definitions in Appendix A for detail. 

While to test the H2 hypothesis, we use the following model:

ARL(Ln)it  	 =	β0 + β1TAXAGGRit + β2TAXAGGR*BOCit + β3TAXAGGR*PROPit + β4TAXAGGR*DMFORit  

		  + β5TAXAGGR*KAit + β6 ROAit + β7 ∆ROAit + β8 SIZEit + β9 LEVit + β10 GROWTHit + β11 AGEit 

		  + β12 DMLOSSit + β13 DMGCOt-1 + β14 DACit + εit		 (Model 2)

Following Utama et al. (2010), the ownership structure is measured by: (i) board of commissioners’ share 
ownership, (ii) largest shareholder ownership in percentage, and (iii) foreign investor’s share ownership. 
Therefore, we expect that the interaction variables of TAXAGGR*BOC, TAXAGGR*PROP, TAXAGGR*DMFOR, 
and TAXAGGR*KA are all negative and significant to meet the H2 hypothesis. Variable definitions of Model 2 are 
also defined in Appendix A.

TAG (TAXAGGR) in this study was measured using the tax shelter prediction score (SHELTER), which was 
developed by Wilson (2009) and has been used by previous researchers (Kim et al., 2011). Measurements using 
the tax shelter in Equation (1) are as follows:

SHELTERit	=	–4.86 + 5.20 * BTDit  + 4.08 * DACit – 1.41 * LEVit  + 0.76 * SIZEit

		  + 3.51 * ROAit + 1.72 * FOREIGN_INCOMEit + 2.43 * R&Dit                      (Eq. 1)

After obtaining the estimated value of SHELTER from Equation (1), then to find the value of TAXAGGR, the 
estimated value of SHELTER is ranked first based on the company-year data, then converted into deciles within 
the range 0.00- 1.00 based on the ranking. Thus, the decile value of SHELTER will be the value of TAXAGGR. 
Please see Appendix A for variable definitions in Equation (1).

The absolute discretionary accrual variable (DAC) in this study was measured using the performance-
adjusted modified Jones model in Equation (2), which was used by Rego & Wilson (2012) as follows:

TACCRit = β0 + β1  1/ATit + β2SSAit + β3SPPENTit + β4ROAit +  εit                                    (Eq. 2)

We can calculate the discretionary accrual (DAC) from the above Equation by deducting the actual accruals 
and the estimated value of non-discretionary accruals. All variable definitions are defined in Appendix A. 

RESULTS AND DISCUSSION

Table 3 shows the results of descriptive statistics. Based on Table 3, the average number of days of audit 
report timeliness (ARL(Days), audit report lag in days) is 79 less than 90 days. Based on the Financial Services 
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Authority of Indonesia (OJK) Regulation No 44, article 7 of 2016, the maximum day to submit audited financial 
statements3 is 90 days. Table 3 also shows the shortest and the longest length of time is 22 days and 276 days, 
respectively. The number of observations exceeding 90 days is 30 firm-year observations (untabulated), or 5 
percent of the 594 firm-years observations. The ARL(Ln) variable has a mean, minimum, and maximum of 11.44, 
0.10, and 20.64, respectively. The ARL(Ln) variable has a mean, median, minimum, and maximum of 4.33, 4.39, 
3.09, and 5.62, respectively. 

Table 3 Descriptive Statistics

Variables Mean Median Minimum Maximum Std. Deviation

ARL(Days) 79.31 81 22 276 24.32

ARL(Ln) 4.33 4.39 3.09 5.62 1.68

SHELTER 7.55 7.69 2.53 12.38 1.74

TAXAGGR 0.57 0.58 0.14 1.00 0.14

BOC 0.04 0.00 0.00 9.00 0.38

PROP 0.56 0.53 0.00 0.99 0.22

DMFOR 0.45 0.00 0.00 1.00 0.49

KA 0.80 1.00 0.00 1.00 0.40

ROA 0.06 0.05 -0.21 0.36 0.10

ΔROA 0.20 -0.10 -215.97 408.52 19.32

ASSETS (in mio IDR) 7,997,199 1,340,862 36,412 295,646,000 2,660,007

SIZE 14.32 14.11 10.50 19.50 1.62

LEV 0.48 0.47 0.04 1.36 0.26

GROWTH 0.08 0.07 -1.00 2.82 0.28

AGE 19.82 21.00 0.00 36.00 7.38

DMLOSS 0.21 0.00 0.00 1.00 0.41

DMGCO 0.02 0.00 0.00 1.00 0.15

DAC 0.07 0.05 0.00 0.75 0.07

Notes: n= 594. Variable definitions are presented in Appendix A.

The main variable of concern, namely TAXAGGR, has a mean and median value of 0.57 and 0.58, with the 
minimum and maximum are 0.14 and 1.00, respectively, while the estimated value of SHELTER based on the 
Wilson equation (2009) has a mean, median, minimum, and maximum of 7.55, 7.69, 2.53, and 12.58, respectively. 
Ownership structure variables consist of BOC, PROP, DMFOR have mean/proportion of 4.09 percent, 0.56, and 
0.45, respectively, while the competence of the audit committee (KA) has a proportion of 0.80 on a scale of 1.00. 

3	 OJK Regulation (POJK) Number 44 article 7 (2) of 2016 and the previous regulation “Decision of the Chairman of the Capital Market 
Supervisory Agency No KEP-346/BL/2011” states that annual financial statements must be submitted to the Financial Services 
Authority no later than 90 (ninety) days from the end of the financial year (Financial Services Authority, 2016). The deadline for 
submitting the 2020 annual financial statements has been extended by two months in regards of the COVID-19 pandemic “Financial 
Services Authority Letter Number S-92/D.04/2020 dated March 18, 2020.”
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We treat all continuous variables in Models 1 and 2 with winzorization procedures using two standard deviations 
from the mean to avoid data outliers so that all data are distributed within the range of 95 percent of the overall 
data distribution. Our preliminary tests for Models 1 and 2 do not find any heteroscedasticity problems. 

Table 4 presents the correlation matrix. The results of the correlation analysis between the main variable, 
TAG (TAXAGGR), and the length of audit time, ARL(Ln), have a negative correlation (-0.13) and significant at p 
< 0.01, different from our early prediction. There is no indication of multicollinearity problems in the correlation 
analysis. Also, based on the variance inflation factor (VIF) test, all independent variables have a VIF mean of 1.57 
for Model 1 and 1.54 for Model 2, indicating no multicollinearity problem. Please see Tables 5 and 6 for details of 
VIF and Tolerance values.

Table 4 Correlation Matrix

Variables ARL(Ln) TAXAGGR BOC PROP DMFOR KA ROA ΔROA

ARL(Ln) 1.00              

TAXAGGR -0.15*** 1.00            

BOC 0.04 -0.01 1.00          

PROP -0.20*** 0.09** -0.04 1.00        

DMFOR 0.05 0.01 0.03 0.08** 1.00      

KA -0.03 -0.09** 0.03 -0.14*** -0.02 1.00    

ROA -0.20*** 0.43*** -0.05 0.23*** 0.07* -0.21*** 1.00  

DROA 0.01 -0.00 -0.00 -0.07* -0.02 -0.00 0.04 1.00

Notes: ***,**,** refer to significant levels at 0.01, 0.05, and 0.10. All variable definitions are presented in Appendix A.

Table 4 Correlation Matrix (continued)

Variables SIZE LEV GROWTH AGE DMLOSS DMGCO DAC

SIZE 1.00            

LEV -0.00 1.00          

GROWTH 0.26*** 0.01 1.00        

AGE 0.13*** -0.07 0.08** 1.00      

DMLOSS -0.10** 0.38*** -0.06 -0.08** 1.00    

DMGCO -0.05 0.32*** -0.02 -0.02 0.28*** 1.00  

DAC 0.01 0.02 0.05 0.08* 0.01 0.05 1.00

 Notes: ***,**,** refer to significant levels at 0.01, 0.05, and 0.10. All variable definitions are presented in Appendix A.

The results of the H1 hypothesis testing are shown in Table 5. Before testing the H1 hypothesis, we performed 
the preliminary tests covering the normality, multicollinearity, heteroscedasticity, and model specification tests. 
Preliminary test results show that the research model is free from these problems. For example, model 1, in  , 
has an F-value of 7.14, significant at the p < 0.001 level, with an R-squared value of 10.44 percent and an adjusted 
R-squared of 8.99 percent. 
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Table 5 Regression Result of H1 Hypothesis

Model 1

ARL(Ln)it  = β0 + β1TAXAGGRit + β2 ROAit + β3 DROAit + β4 SIZEit + β5 LEVit 

                      + β6 GROWTHit + β7 AGEit + β8 DMLOSSit + β9 DMGCOt-1 + β10 DACit + εit  

Independent variable
Dependent variable: ARL(Ln)

Pred. Coef. t-stat Sig. VIF TOL

Constant ? 13.636*** 21.26 0.000    

TAXAGGR +  1.256* 1.85 0.065 2.65 0.378

ROA -  -2.206*** -3.17 0.002 1.86 0.537

ΔROA -  0.001 0.16 0.875 1.01 0.989

SIZE -  -0.251*** -4.78 0.000 2.24 0.446

LEV +  0.428* 1.87 0.062 1.32 0.760

GROWTH -  -0.089 -0.49 0.624 1.10 0.911

AGE -  0.028** 2.24 0.025 1.18 0.847

DMLOSS +  0.517** 2.43 0.015 1.64 0.611

DMGCO +  0.200 0.53 0.595 1.16 0.865

DAC + -0.732 -0.98 0.328 1.01 0.986

Number of observations 594

R-Squared (%)       10.44    

Adj. R-Squared (%)       8.99    

F-value       7.14    

Sig.       <0.001    

Notes: Coefficient value and t-statistics are shown with robust standard errors clustered at the company level. ***, **,* 
refer to significant levels at 0.01, 0.05, and 0.10, respectively, at the two-tailed test (one-tailed if predicted). All variable 
definitions are presented in Appendix A.

The TAXAGGR variable (b1) has a coefficient of 1.26, significant at the 0.10 level (t-test = 1.85, p < 0.065) with 
the two-tailed test, or it is significant at the 0.05 level using the one-tailed test following the direction of the 
H1 hypothesis. The hypothesis result of this test finds evidence that TAG (TAXAGGR) has a positive effect on 
audit report lag (ARL(Ln)), consistent with our initial prediction of the hypothesis. These findings interpret that 
the TAG activities cause the auditors to require higher audit efforts in the financial statement audit to detect 
irregularities related to extreme tax avoidance that caused the auditors to take extra time, as reflected in the 
audit report lag. Thus, the H1 hypothesis is supported. 

The results of this study are in line with studies conducted by Frank et al. (2009) and Herusetya & Stefani 
(2020),  which  found  a  positive  relationship  between the aggressiveness of financial reporting and tax 
reporting, and vice versa. Management can perform earnings management related to TAG, e.g., managers 
can use various accounts to exercise TAG in carrying out valuation reserve accounts, contingent tax reserves, 
and estimates of taxes to be paid (Goh et al., 2013). In addition, managers who hide complex and unclear tax 
avoidance activities will make it increasingly difficult for auditors to reveal accounting irregularities attached 
to these tax avoidance activities. However, several previous studies found that audit quality negatively affects 
TAG activities (e.g., Kanagaretnam et al., 2016). Auditors with a high reputation can increase the credibility of 
financial statements by producing higher quality financial reports, which can impede management actions in 
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TAG. In other words, TAG increases audit risk for auditors, so auditors with high audit quality will maintain their 
reputation (Kanagaretnam et al., 2016; Richardson et al., 2013), thus requiring more time in gathering audit 
evidence and audit efforts.     

We performed additional tests by separating the sample into sub-samples with the number of days of 
audit report timeliness, ARL(Days) up to 90 days (n= 564), and the number of days ARL(Days) exceeding 90 
days (n=30). Additional test results (untabulated) with a sub-sample of days up to 90 days found evidence 
that TAG positively affects the audit report timeliness at a significance level of 0.01 (t-test=2.54, p=0.011). 
In comparison, testing with a sub-sample of the number of days exceeding 90 days found no evidence  
(t-test= -1.66, p= 0.113) (Untabulated). This additional test confirms that the number of days exceeding 90 days 
in the audit report timeliness is not automatically relevant to TAG. An alternative explanation for this is the 
possibility that the composition of non-Big Four auditors still dominate the Big Four auditors in our sample. 
However, consistent with our main results, the length of the audit report timeliness days of up to 90 days is 
positively associated with TAG at an extreme level using Wilson’s tax shelter prediction model. The interpretation 
in these results is consistent with our understanding that due to the aggressive tax firms, the auditor needs 
more time to scrutinize these activities than non-tax aggressive firms. Auditors are not only accountable for 
producing timely and high-quality audit reports but also for their social responsibilities and professional ethics 
(Zeng, 2019; Hermawan et al., 2021).                                   

Several control variables have associations with audit report lag. The variables ROA and SIZE have negative 
and significant associations at 0.01 for ARL, respectively. Companies with better performance and larger sizes 
have a better reputation, integrity, and internal control, making it easier for external auditors to carry out the audit 
process and reduce audit risk. The variables LEV, AGE, and LOSS have positive and significant associations with 
ARL at the levels of 0.10, 0.05, and 0.05, respectively, indicating that entities with high borrowing rates, incurring 
losses, and a longer age tends to have auditors with longer working hours that increase the audit report lag.

The results of the H2 hypothesis testing are presented in Table 6. The regression results from Model 2 show 
that the regression model has an F-value of 7.90, significant at 0.01 (p<0.001), and has an R-squared of 12.83 
percent and adjusted R-squared of 10.72 percent. Furthermore, the regression model shows that the moderating 
role of the corporate governance mechanism is represented by the interaction variables TAXAGGR*BOC, 
TAXAGGR*PROP, TAXAGGR*DFOR, and TAXAGGR*KA4 .

From Table 6, the coefficient of the interaction variable TAXAGGR*BOC (b2) is 0.18, positive and significant 
at 0.01 (p<0.01) in contrast with our early prediction; then for TAXAGGR*PROP has a coefficient b3 of -1.79, 
negative and significant at the level of 0.01 (p<0.01), consistent with our prediction; while the TAXAGGR*DMFOR 
coefficient (b4) is not significant at 0.10; and finally, the TAXAGGR*KA coefficient (b5) is negative and significant 
at 0.05 (-0.62, p=0.029), consistent with our early prediction. In addition, several control variables in the Model 
2 regression results are consistent with the regression results in the previous model.

The hypothesis results of the moderating role of this regression model show that share ownership of 
the members of the board of commissioners has a moderating role that strengthens the positive relationship 
between TAG and audit report lag (TAXAGGR*BOC coefficient is positive and significant), in contrast to the 
expectations of our study. Our finding contrasts with Richardson et al. (2013), for example, who found the 
moderating role of the corporate governance mechanism through the proportion of independent directors 
that could reduce TAG. As an alternative to these results, we presume that the percentage share of ownership 
of the board of commissioner members also reflects a vested interest in aggressive tax avoidance activities. 

4	  Model 2 does not include the BOC, PROP, DMFOR, and KA variables but only the interaction variables due to the multicollinearity 
problems that arise with these four interaction variables. We cannot do the centering procedures on these variables because they 
are discrete variables.
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Table 6 Regression Result of H2 Hypothesis

Model 2

ARL(Ln)it   =  β0 + β1TAXAGGRit + β2TAXAGGR*BOCit + β3TAXAGGR*PROPit 

                        + β4TAXAGGR*DMFORit + β5TAXAGGR*KAit + β6 ROAit + β7 DROAit

                        + β8 SIZEit + β9 LEVit + β10 GROWTHit + β11 AGEit + β12 DMLOSSit 

                        + β13 DMGCOt-1 + β14 DACit + εit                                                                    

Independent variable
Dependent variable: ARL(Ln)

Pred. Coef. t-stat Sig. VIF TOL

Constant  ? 13.432*** 20.08 0.000    

TAXAGGR + 2.624*** 3.42 0.001 3.82 0.262

TAXAGGR*BOC - 0.178*** 4.29 0.000 1.01 0.989

TAXAGGR*PROP - -1.792*** -3.78 0.000 1.57 0.638

TAXAGGR*DMFOR - -0.093 -0.45 0.656 1.15 0.871

TAXAGGR*KA - -0.625** -2.19 0.029 1.25 0.802

ROA -  -1.801** -2.34 0.020 2.12 0.472

ΔROA - -0.000 -0.17 0.865 1.02 0.984

SIZE -  -0.231*** -4.08 0.000 2.69 0.372

LEV +  0.423* 1.85 0.064 1.33 0.749

GROWTH -  -0.106 -0.59 0.557 1.11 0.903

AGE -  0.028** 2.20 0.028 1.27 0.786

DMLOSS +  0.554*** 2.55 0.011 1.67 0.598

DMGCO +  0.175 0.45 0.654 1.16 0.859

DAC + -0.827 -1.10 0.272 1.02 0.981

Number of observations 594

R-Squared (%)       12.83    

Adj. R-Squared (%)       10.72    

F-value       7.90    

Sig.       <0.001    

Notes: Coefficient value and t-statistics are shown with robust standard errors clustered at the company level. ***, **,* 
refer to significant levels at 0.01, 0.05, and 0.10, respectively, at the two-tailed test (one-tailed if predicted). All variable 
definitions are presented in Appendix A.

Next, our study found that corporate governance mechanisms have a role in reducing agency costs 
through the monitoring function of the largest share ownership and the expertise of audit committee members 
in finance and accounting, which weaken the positive relationship between TAG activities and audit efforts 
measured by audit report lag. These results are consistent with the prior findings (e.g., Richardson et al., 2013; 
Sandy & Lukviarman, 2015). 
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In sum, our study finds some evidence that corporate governance mechanisms through the largest share 
ownership structure and audit committee competence can weaken the positive relationship between extreme 
tax avoidance activities and audit report lag. The outcomes of this study suggest that the corporate governance 
mechanism can help minimize agency costs, which helps the auditor easier in auditing the financial statements 
and ensuring that the auditor publishes the audit report on time.

CONCLUSION

This study finds evidence that TAG positively affects the audit report timeliness. These results indicate that 
accounting irregularities and earnings management are inherent in the TAG activities, as found in the previous 
studies (e.g., Frank et al., 2009; Herusetya & Stefani, 2020; Kamila, 2014; Kim et al., 2011). The existence of TAG, 
especially in extreme levels, furthermore, affects the auditors’ performance in conducting financial statements 
audit so that auditors need longer time in the audit process reflected in the audit report timeliness or audit 
report lag. Our study also finds evidence, as predicted, that corporate governance mechanisms can moderate 
the positive relationship between TAG and audit report timeliness. Thus, the largest shareholding ownership and 
the accounting and financial expertise of the audit committee weaken this relationship, resulting in decreasing 
the audit report lag. Nevertheless, our study also finds that the board of commissioners’ share ownership has 
a role that strengthens the relationship between the TAG and audit report timeliness. This study has important 
implications for auditors, investors, tax authorities, and other stakeholders regarding the importance of audit 
quality and corporate governance mechanisms to disclose and detect tax reporting and aggressive financial 
reporting. The findings of this study imply that the corporate governance mechanism can assist the auditors in 
minimizing agency costs, hence assisting the auditors in auditing the financial statements and guaranteeing the 
auditors deliver the audit report on time. Therefore, our results can have economic consequences to the tax 
authorities, other stakeholders and affect the auditors’ performance in the timeliness of audit reports. Although 
Wilson (2009)’s tax shelter prediction model is rarely used in Indonesia, this study has limitations, including 
measuring the TAG only from the tax planning measurements at the most extreme level. Future studies can use 
various other measures of tax planning levels, from the lowest to the most extreme (e.g., using cash effective 
tax rate, BTD, permanent BTD, to tax shelter).
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Appendix A. Variable Definitions

Model 1 and 2

ARL(Ln) = Natural logarithm of the number of days from the first day after the date of the statement of financial 
position, i.e., January 1 to the date of the audit report

TAXAGGR = TAG is measured using the tax shelter prediction model (SHELTER) from Wilson (2009) as follows:
SHELTERit = - 4.86 + 5.20*BTDit  + 4.08*DACit – 1.41*LEVit  + 0.76*SIZEit + 3.51*ROAit + 1.72*FOREIGN_
INCOMEit + 2.43*R&Dit  (Eq. 1)                    

ROA = Return on assets

ΔROA = Change in return on assets

SIZE = Natural logarithm of total assets

LEV = Total debt divided by total assets

GROWTH = One year sales growth rate, (sales t – sales t-1)/sales t-1

AGE = Number of years since the IPO

DMLOSS = Dummy variable, equals 1 if the company report net loss in year t; 0 if otherwise

DMGCO = Dummy variable, equals 1 if the company receive going concern opinion in year t; and 0 otherwise

DAC = Absolute discretionary accruals. We follow Rego & Wilson (2012) using the performance-adjusted 
modified Jones model as follows:
TACCRit = β0 + β1  1/ATit + β2SSAit + β3SPPENTit + β4ROAit +  εit (Eq. 2)

BOC = Share ownership of the member of the board of commissioners in percentage

PROP = The largest shareholding ownership in percentage

DMFOR = Dummy variable, equals 1 if there is share ownership of foreign investors; 0 otherwise

KA = Audit committee competence, dummy variable, equals 1 if audit committee has competence in 
accounting and finance; 0 otherwise

Equation (1)

BTD = Income before tax – taxable income, scaled by lag total assets

DAC = Absolute discretionary accruals using the performance-adjusted modified Jones model

LEV = Long-term debt divided by total assets

SIZE = Natural logarithm of total assets

ROA = Return on assets

FOREIGN_
INCOME

= Dummy variable, given a score of 1, if the company has foreign income; and 0 otherwise

R&D = Research and development expense, scaled by lag total assets
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Equation (2)

TACCR = Net income – operating cash flow, scaled by lag total assets 

AT = Total assets

SSA = Change in Sales – Change in Account Receivable, scaled by lag total assets

SPPENT = Property, plant, and equipment- net amount, scaled by lag total assets

ROA = Return on assets

i,t = Subscripts for identification firm i, and year t




