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Corporate tax avoidance: Is South African society
negatively affected by chartered accountant CEQs?

Corporate tax avoidance can impede governments’ spending towards social and economic initiatives that
can increase infrastructure development, economic growth, and equality, and reduce poverty. Yet, why
some companies avoid more tax than others is not adequately understood, and, in particular, research
regarding the influence of CEO-characteristics on tax avoidance, is lacking. This study is an empirical
investigation into the influence of a CEQ’s tax knowledge and tax awareness, construed as a ‘CEQ effect’,
on corporate tax avoidance, using data from the 112 largest listed companies on the Johannesburg
Securities Exchange between 2004 and 2018. We found that the CEO effect, not measured before, does
not have an observable influence on the level of corporate tax avoidance. This finding assuages possible
concerns that chartered accountants, and particularly chartered accountants in the top leadership
positions in large companies, are more shareholder oriented, to the detriment of the interests of society,
as suggested in the literature.

Significance:

Our findings suggest less influence of the CEQ, as an upper-echelon member, on companies’ behaviour, such
as corporate tax avoidance, than other published studies have found. Moreover, the findings indicate that
the tax knowledge and awareness construed as a CEO effect, does not influence corporate tax avoidance.
In the main, the results provide little support for claims made by the South African Institute of Chartered
Accountants, the chartered accountant’s regulatory body, that chartered accountants can help companies
to avoid tax to increase profits. This may sway society’s view of the chartered accountant and their role in
the South African economy.

Introduction

An advert by the South African Institute of Chartered Accountants (SAICA), states that “the goal of a [chartered
accountant] is to help businesses to profit from their extensive tax experience...to minimise the influence of tax
on their profitability”!. Corporate tax avoidance enriches shareholders, but it harms governments and society
when less funding is available for social causes. Despite much research on the topic, it is still unclear why some
companies avoid more tax than others. Chief executive officer (CEQ) characteristics have previously been offered
as possible ‘determinants’ of tax avoidance. However, CEO tax knowledge and awareness, construed as a specific
CEO characteristic, has not been explored in quantitative corporate tax avoidance literature.

The chartered accountant (CA) professional qualification is one of the most popular career choices for thousands
of ambitious school leavers in South Africa, because the CA designation has become synonymous with prospects
of extraordinary income-earning potential and societal status.? A 4-year university programme equips prospective
CAs with integrated knowledge about the intricacies and relationships between taxation, accounting, corporate
finance, and auditing, after which they start a 3-year internship at a SAICA-accredited firm. This is where their
integrated skill sets are further developed before they can register as CAs. Many CAs later become CEQs of large,
listed companies, which means that their power and ability extend beyond those of the ‘average’ CA. The CAs’
integrated skill sets make them uniquely equipped to exploit corporate tax avoidance at the companies they lead.
This argument is aligned with the claim in the SAICA advert. Furthermore, Terblanche® claims that the average
CA is shareholder-oriented, which stems from the university curriculum, making them ignorant of social needs.
There are arguments to the contrary. For example, CAs’ training also exposes them to the increasing importance of
social responsibility, and, for example, the King report, which advocates for ‘responsible’ tax behaviour.* Therefore,
SAICA's advert highlights a contention which we investigated empirically in this paper.

Many company characteristics have been explored in quantitative research as determinants of tax avoidance.
Variation in corporate social responsibility performance®, debt levels, growth, profitability, company size, industry,
and corporate governance®, have all been considered, but the results are often inconclusive or contrary to theoretical
expectations. Variation in the characteristics of corporate leadership is also sometimes investigated, described in
the literature as ‘CEO effects’. One study found that a CEQ’s educational background was not associated with
tax avoidance, although personal idiosyncrasies were. However, the authors of that study did not specifically
investigate a CEQ’s tax knowledge and tax awareness, because they argue that it is not measurable, and that
CEOs are rarely tax experts.” Recent literature reviews still call for more research on the impact of CEO skills and
knowledge on corporate tax avoidance®®, which is where our study makes its main contribution. A unique feature
of the South African corporate landscape is that 30% of CEOs are CAs', which we use as a proxy for a CEQ’s
tax knowledge and awareness. Our study is conceptualised from upper echelon theory and shareholder value
maximisation theory, which postulate that the influence of top leadership permeates corporate behaviour and the
company, perceived as a shareholder value maximising entity under control of the CEO, respectively.

We used data from the largest listed companies in South Africa, which we analysed statistically to determine
the relationship between effective tax rates, our proxy for tax avoidance, and a CEQ’s tax knowledge. In contrast
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with @ more general and exploratory earlier study on South African
corporate effective tax rates', in this study, we explored specific aspects
regarding the relationship between CEQ characteristics and corporate tax
avoidance, as the following section explains as the gap where we make
our contribution.

Literature review and development of
hypotheses

Quantitative research about corporate tax avoidance usually investigates
the influence of corporate characteristics as ‘determinants’ of effective
tax rates, as proxy for corporate tax avoidance. This proxy, although
widely used in the literature as reported in the table below, is not
perfect, nor does it differentiate between corporate tax avoidance and
tax evasion, the latter being illegal. Table 1 summarises some of the
corporate determinants investigated in the past. This table shows the
mixed and inconclusive results pertaining to many cases.

Table1:  Company  characteristics

determinants of tax avoidance

previously investigated as

Characteristic Coefficient sign

Intensity of the use of fixed Dyreng et al.? (+)

assets +  Markle and Shackelford's (-)*

Corporate social *  Lanis and Richardson" (+)*

responsibility . Davis et al.'® (-)*

. Davis et al." (-)
Intensity of the use of

. 12 (J\*
tangible assets e el ()

»  Lanis and Richardson™ (+) *
e Davisetal.™ (-)*
*  Lanis and Richardson™ (+)*
Leverage (debt levels) +  Dyrengetal?(-) *
e Guptaand Newberry™ (-)*
»  Markle and Shackelford® (-) *

. Davis et al.’ (-)

Growth
. Lanis and Richardson™ (+)
e Davisetal.” (+)
Profitability . Lanis and Richardson™ (+) *
. Gupta and Newberry'® (+)*
e Davisetal”™ (-)*
*  Dyrengetal.’? (+) * (For domestic
companies)
Size +  Lanis and Richardson (+)
e Rego" (+)*
. Gupta and Newberry'® (©)
. Kim and Limpaphayom'® (-)*
. Davis et al.™ (Firm fixed effects used)
e Dyreng et al.” (Firm fixed effects used)
Industry

. Lanis and Richardson'

. Markle and Shackelford'

Coefficient sign (+ or -) indicated in brackets; *indicates coefficient significance;
~ indicates mixed results overall
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Beyond the influence of the corporate characteristics depicted above,
the influence of various CEQ characteristics on corporate tax avoidance
has also been investigated. Olsen and Stekelberg' investigated the
relationship between a CEQ’s personality and corporate tax avoidance,
and found that companies with CEOs with narcissistic personalities
are associated with more tax avoidance. Another study found that CEO
compensation was not associated with corporate tax avoidance®, while
another?' found a positive association. The CEQ’s background matters:
CEOs with a military background are associated with less corporate
tax avoidance.? Dyreng et al.” traced a specific person’s trajectory as
a CEO between different companies and report that similar corporate
tax avoidance patterns follow the move. In addition, De Klerk and Mey?
found that companies with a CA appointed as CEO, are associated
with less earnings management, possibly suggesting that CAs are less
aggressive in this regard.

We argue that a person with a combination of tax-related knowledge
and in a position of absolute power, will have the propensity to effect tax
avoidance at the company they lead. This is the basis of our hypotheses
that there will be greater tax avoidance, on average, at those South
African companies where CEOs are CAs. This is referred to as the
‘CACEO effect’ in this article.

Hypothesis |

H,; The CACEQ effect between companies has no association with
corporate tax avoidance.

H_: The CACEQ effect between companies will be associated with more
corporate tax avoidance.

Hypothesis Il

H,; The CACEQ within company effect has no association with corporate
tax avoidance.

H_: The CACEQ within company effect is associated with more corporate
tax avoidance.

Hypothesis | focuses on the cross-sectional CACEO effect, while
Hypothesis Il focuses on the CACEOQ effect within individual companies
as measured over the 15 years when chartered accountant CEOs were
replaced by non-chartered accountant CEQs or vice versa.

Data and methodology

The data in our sample were obtained from all companies listed on the
Johannesburg Securities Exchange (JSE) with a market capitalisation
exceeding ZAR4 billion on 31 December 2014. We excluded Real Estate
Investment Trusts because they are subject to different tax regimes.
Contrary to the approach in many papers, we retained banks and financial
institutions in our sample, regardless of the fact that their business
models are unique, because research suggests the important role
that these companies play as facilitators of corporate tax avoidance.?*
Data were collected for the period from 2005 to 2018. A longer time
series in the panel helps to allow for more variation in our variable of
interest: whether a CEQ is a CA or not. Financial data were obtained from
Bloomberg, while SAICA's website was used to check whether CEQs are
CAs. We did not identify chief financial officers (CFOs) who are CAs,
because most CFOs of listed companies are CAs, which provides no
variation that is necessary for regression techniques.

We limited our analysis to the larger companies listed on the JSE
because we are interested in the tax behaviour of large companies. This
resulted in 112 companies, from which we excluded 12 companies due
to missing data, resulting in 100 companies.

We tested our hypotheses using multivariate regressions to determine
the association between corporate tax avoidance and the CA status of
the CEO whilst controlling for other variables. We performed pooled,
fixed-effect, cross-sectional and quantile regressions. In the following
sections we describe our variables, starting with the regressand, then
the regressor, and, finally, the controls.
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Effective tax rates as a measure of corporate tax avoidance

The accounting effective tax rate (AETR) is our measure for corporate
tax avoidance, calculated as the total expense according to the income
statement, expressed as a percentage of pre-tax profit. In addition, we
calculate the cash effective tax rate (CETR) as the total of taxes actually
paid, expressed as a percentage of profit before tax, as the alternative proxy.
These proxies do not capture all types of corporate tax avoidance; however,
they are simple, and frequently used in the empirical literature.”?%" Low
effective tax rates provide evidence of corporate tax avoidance and vice
versa. It is accepted that effective tax rates are carefully monitored and
perhaps even managed. For example, Investec?, with low effective tax
rates, blames a significant drop in profit on a process of “effective tax rate
normalisation”, indicating that effective tax rates can be managed. Effective
tax rates (AETR and CETR) are truncated between 0% and 100%.°

CEOs who are chartered accountants, as a measure of
CEOQ tax knowledge

Our variable of interest as indicator variable is called CACEOQ, which
indicates whether the CEQ has tax knowledge. We collected these data
for the companies and years under observation, using biographical
information on Bloomberg and information on corporate websites
and companies’ annual reports. The data were verified using SAICA's
website. The homogeneous nature of the qualifications of CEOs in
the South African landscape®® makes it possible to operationalise tax
knowledge attributable to a CEO in this way.

Control variables

Table 2 lists and describes the control variables included in our
regressions and the expected coefficient sign.

Regression models

Models 1-2 below are pooled regression models, pooling the observations
and disregarding the panel nature of the data. These pooled models combine
the within-company and between-company effects. Models 3—4 are
company fixed-effect models, run to investigate the within-company effect
over the time series only. Models 5-6 present cross-sectional regressions to

Table 2: Control variables used in regression

Variable abbreviation = Expected sign on coefficient

CAPINTENS (+/-)
ESG (+-) companies?
INTANGR (+/-)
LEV (+-)
PIB ()
ROA (+F) assets'®
SIZE (+-)
S1C (+)
PTC (+)
CGS (+/-)
FIN () sectors'215
HTI (+/-)
INDSTR (+-)
MVINR (+-)
Research Article
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investigate the between-company effect over the cross-sections only. Models
1-6 investigate the effect of tax knowledgeable CEOs on the conditional
average of tax avoidance. Perhaps the effect of a tax knowledgeable CEQ
is different for different levels of corporate tax avoidance and, therefore, we
also perform a quantile regression to investigate this possibility.

Models 3 and 4 are performed to investigate Hypothesis Il, and fixed-effect
regressions are performed to assess the CACEQ effect on tax avoidance
within companies. Models 5 and 6 are cross-sectional regressions, aiming
to place more emphasis on the between-company effect of CACEQ.

Models 1 and 2 (pooled regressions)

AETR, = p, + p,CACEQ, + p,CAPINTEN S,
+5,ESG, + B,INTANGR,
+B,LEV, + p,PTB, + ,ROA,
+p,SIZE, + B, STC, + ,,PTC,
+5,1_1sINDUSTRY_DUMMIE S, + ¢

(MODEL 1)

CETR, = b, + B,CACEO, + B,CAPINTEN S,
+p,ESG, + 3, INTANGR,
+B,LEV, + B.PTB, + ,ROA,
+p,SIZE, + p,STC, + p,,PTC,
+P,,_45INDUSTRY_DUMMIE S, + ¢

(MODEL 2)

Models 3 and 4 (fixed-effect regressions)

AETR, = B, + j3,CACEQ, + ,CAPINTENS,
+B,ESG, + B,INTANGR, + B,LEV,
+p,PTB, + p,ROA, + p,SIZE,
+p,STC, + p,,PTC, + ¢

(MODEL 3)

Variable description

Value of fixed assets as a percentage of total assets as an indicator of capital intensity of the company'215

Bloomberg’s disclosure performance score for Environmental, Social and Governance disclosure by

Intangible assets as a percentage of total assets as an indicator of the intensive use of intangible assets'
Leverage, calculated as long-term debt, as a percentage of total assets'®
Ratio of market value of equity to book value of equity, as an indicator of company growth®

Return on asset as the indicator for profitability, calculated as profit before tax, as a percentage of total

Natural log of total market capitalisation, as an indicator of company size'”

Dummy indicator to identify observations falling in a period before 2012 when tax legislation treated tax on
dividends declared as a corporate tax

Dummy indicator to identify observations before 2008 when corporate tax rates were lower
Industry dummy variable for companies involved in consumer goods and consumer services sector'?1

Industry dummy variable for companies involved in financial services, including banks and insurance

Industry dummy variable for companies involved in health care, telecommunications, or IT sectors'?®
Industry dummy variable for companies involved in the industrial sectors'>'®

Industry dummy variable for companies involved in the minerals, mining, and natural resources sectors'?'®
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CETR, = jg,+ p,CACEQ, + 5,CAPINTEN'S,
+5,ESG, + 5, INTANGR, + p,LEV,
+p,PTB, + ,ROA, + p,SIZE,
+5,STC, + p,,PTC, + ¢

(MODEL 4)

Models 5 and 6 (cross-sectional regressions)

AETR, = p, + ,CACEO, + 3,CAPINTEN'S,
+8,ESG,+ B,INTANGR, + B,LEV
+B,PTB + ,ROA + B,SIZE,
+4,STC,+ B,,PTC,
+8,,_.5INDUSTRY_DUMMIES, + ¢

(MODEL 5)

CETR, = g, + p,CACEO, + p,CAPINTEN S,
+B,ESG + p,INTANG R,
+B,LEV, + p,PTB, + p,ROA,
+,SIZE + p,STC. + B, PTC,
+p,,_45INDUSTRY_DUMMIE S, + &

(MODEL 6)

The cross-sectional models above (Models 5 and 6) are extended to
quantile regressions because of the possibility that CEQ effects may vary
for different levels of tax avoidance.

Results

Descriptive statistics

Table 3 presents descriptive statistics for the variables used in the
statistical analyses.

Table 3 indicates that the AETR and CETR, the dependent variables
in the regressions that follow, are both close to 28%, which is the
current corporate tax rate in South Africa (at the time of publication of
this paper), although CETR is somewhat higher. The mean of CACEQ,
the variable of interest being the proxy for a CEQ with tax knowledge,
is 31.4%, indicating that 31% of the observations had a chartered
accountant as CEQ (CEO attributed with tax knowledge). The average
of CAPINTENS is 29.48%, while some companies appear much more
capital intensive, with reference to the maximum of 89.5%. The
average of the ESG variable is 41.49%, which seems low perhaps;
however, the maximum indicates that some companies are more
adept at the disclosure of Environmental, Social and Environmental
aspects as based on the maximum score of 72.9%. The average use
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of intangible assets in business models in large listed South African
companies seems moderately low at 9.32%, while the maximum
score of 84.74% indicates that some companies are intensive users
of intangible assets.

Figure 1 shows descriptive evidence that companies with CAs as CEQOs
should avoid more tax than other companies, especially relevant to the
period from 2005 to 2014. However, in the next section, we subject these
data to multivariate regression analyses to investigate the relationship
between CACEO and ETRs.

Regression results: Pooled models

The results of the pooled regression on AETR and CETR are presented
in Table 4.

Regression results — Fixed-effect regression

The results of the fixed-effect regression pertaining to Models 3 and
4 are supplied in Table 5. The fixed-effect regression is performed to
assess the CEO effect within companies, as CEOs with different tax
levels alternate through the years under observation.

Regression results: Cross-sectional regression
The results of the cross-sectional regression are supplied in Table 6.

Table 3: Descriptive statistics

Variable Obs Mean SD Min Max
AETR 1111 27.192 16.554 0 100
CETR 995 30.487 18.346 0.016 100
CACEO 1111 0.314 0.464 0 1
CAPINTENS 111 29.485 25.014 0 89.537
ESG 1111 41.492 12.646 0.795 72.92
INTANGR 111 9.366 12.843 0 84.742
LEV 1111 12.491 13.081 0 66.92
PTB 1111 3.005 2.726 -5.99 23.527
ROA 1111 9.394 13.473 -132.741 149.466
SIZE 1111 10.291 1.477 4.017 14.472
STC 1111 0.308 0.462 0 1
PTC 111 0.093 0.29 0 1

35
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Figure 1:  Average effective tax rates over 15 years: CEOs and CA-CEOQs.
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Table 4:  Pooled regression results of the effect of CEO tax knowledge on Table 5:  Fixed-effect regression results for the effect of a CEQ’s tax
corporate tax avoidance knowledge on corporate tax avoidance
Model 1 Model 2 Model 3 Model 4
Variable AETR CETR Variable AETR CETR
-0.538 -1.421 -0.709 -3.008
CACEO CACEQ
(1.110) (1.264) (1.320) (1.899)
0.031 -0.014 0.011 0.230**
CAPINTENS CAPINTENS
(0.032) (0.036) (0.157) (0.112)
0.032 0.229*** -0.092 0.134
ESG ESG
(0.052) (0.059) (0.087) (0.123)
-0.039 -0.029 -0.018 -0.142
INTANGR INTANGR
(0.051) (0.057) (0.090) (0.108)
-0.026 -0.034 -0.037 -0.001
LEV LEV
(0.048) (0.056) (0.104) (0.131)
0.158 0.632** -0.509 -0.181
PTB PTB
(0.217) (0.262) (0.352) (0.633)
0.144%** -0.460*** 0.140 -0.719**
ROA ROA
(0.044) (0.069) (0.091) (0.277)
-0.241 -2.069*** -0.908 -4.688**
SIZE SIZE
(0.427) (0.493) (1.448) (2.172)
2.498** 1.480 0.851 -0.872
STC S1C
(1.269) (1.403) (1.315) (2.066)
-1.845 3.636 -3.551* 3.813
PTC PTC
(1.971) (2.320) (1.869) (2.470)
-2.397 -6.388*** 41.166*** 77.731%**
CGS Constant
(1.930) (2.219) (15.057) (20.904)
-0.918 -7.859*** Observations 1111 995
FIN
(2.526) (2.944) R-squared 0.018 0.133
0.HTI - - Number of company groups 100 100
INDSTR -1.299 -6.300%** Robust standard errors in parentheses ***p < 0.01, **p < 0.05, *p < 0.1
(2.046) (2.347) This table provides the fixed-effect regression results for the effect of tax knowledge
attributed to a CEO on corporate tax avoidance. AETR and CETR are alternative proxies
-3.597 -3.389 for tax avoidance and CACEQ indicates tax knowledge attributed to a CEQ. Lower
MMNR effective tax rates indicate corporate tax avoidance, and vice versa. The other variables
(2:372) (2.766) are described in Table 2.
27.718*** 52.005%**
Constant . P P
(4.132) (4.860) Results: Quantile regression
The results of the quantile regression performed on the cross-sectional
Observations 111 995 effect between companies of effect of the CEQ’s tax knowledge at the
ifferent levels are not shown nsiderations.
R-squared 0,026 0.083 different levels are not shown due to space considerations

Standard errors in parentheses ***p < 0.01, **p < 0.05, *p < 0.10

This table provides the pooled regression results for the effect of CACEO on corporate
tax avoidance. AETR and CETR are alternative proxies for tax avoidance and CACEQ
indicates tax knowledge attributed to a CEQ. Lower effective tax rates indicate corpo-
rate tax avoidance, and vice versa. The other variables are described in Table 2.
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Discussion

Pooled regression, fixed-effect regression, cross-sectional regression as
well as quantile regression were performed to investigate the association
between a tax-knowledgeable CEO and corporate tax avoidance. Our
main hypothesis states that a tax knowledgeable CEQ will be associated
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Table 6:  Regression results for cross-sectional regression
Model 5 Model 6
Variable AETR CETR
0.140 -0.210
CACEO
(2.405) (3.370)
0.031 -0.054
CAPINTENS
(0.062) (0.086)
0.029 0.218
ESG
(0.122) (0.171)
-0.062 -0.041
INTANGR
(0.100) (0.140)
-0.046 -0.064
LEV
(0.107) (0.151)
0.678 1.058
PTB
(0.493) (0.690)
0.134 -0.197
ROA
(0.120) (0.168)
-0.601 -1.881
SIZE
(0.922) (1.292)
14.262 16.807
STC
(12.539) (17.572)
-1.171 -11.022
PTC
(19.602) (27.471)
-1.118 0.053
CGS
(3.786) (5.306)
FIN - -
1.826 7.408
HTI
(4.521) (6.336)
0.670 2.204
INDSTR
(3.771) (5.284)
-2.316 3.881
MMNR
(4.453) (6.241)
25.337*** 36.461***
Constant
(8.705) (12.199)
Observations 100 100
R-squared 0.136 0.129

Standard errors in parentheses ***p < 0.01, **p < 0.05, *p < 0.1

This table provides the cross-sectional effect of a tax-knowledgeable CEO (CACEO-
variable) on corporate tax avoidance (proxied by AETR and CETR respectively). CACEQ,
AETR, CETR, and the control variables are collapsed using the arithmetic mean for
each company’s observations over the 15-year period. The abbreviated variables are
described in Table 2.

with lower effective tax rates, meaning higher levels of corporate tax
avoidance. Support of this hypothesis would be indicated in the form
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of a statistically negative coefficient on CACEO, the variable of interest.
Neither the pooled regression results presented in Table 4, nor the
regression results from the fixed-effect regressions presented in Table 5,
nor the results of the cross-sectional regression in Table 6 indicate a
statistically significant effect on the CACEO variable of interest. This
suggests no evidence of the CACEOQ variable’s influence on AETR or CETR
as the measurement indicators for corporate tax avoidance. However,
the coefficient signs on the CACEQ explanatory variable are negative in
the regression models, and often significantly so from an economical
perspective with reference to the size of the parameter. For example,
in the pooled models (Model 2, Table 4) CETR is associated with a
—1.421 decline on average when a CEQ is attributed with tax knowledge,
while the fixed-effect regression models presented in Table 5 show a
CACEOQ coefficient of —3.008. It should be noted that the regression
models performed above analyse the association at the conditional
mean between the explanatory variables and the dependent variables.
Therefore, when we did not find a statistically significant coefficient in
those regression models based on the conditional mean, we extended
our analysis to quantile regression on the cross-sectional differences to
assess whether the influence of the CACEQ variable was not perhaps
more significant at specific levels of AETR and CETR. The results of the
quantile regressions performed of AETR & CETR respectively on CACEQ,
also indicate statistically insignificant coefficients on the CACEQ variable.
However, the positive coefficient sign on the CACEO variable changes to
a negative sign at the 50th percentile for CETR, and the same happens
for AETR where the positive sign of the CACEO coefficient changes to a
negative one at the 40th percentile. This means that the CACEOQ effect
is associated with increases in effective tax rates where tax avoidance
levels are very low (suggesting corporate tax avoidance), but associated
with higher levels of tax avoidance when effective tax rates trend higher,
indicating that the CEO effect is picked up, although not significantly so.
The changing coefficient on the CEOQ effect at different levels of AETR and
CETR also indicates existence of a corporate governance mechanism:
CEOs with tax knowledge manage effective tax rates upwards when they
are too low, but manage them down when they are too high, considering
that tax is an expense which reduces shareholder value. A look at the
coefficients of other significant variables on the pooled regression
results reported in Table 4 indicates a statistically significant positive
association between ESG and CETR, providing some evidence that those
companies with stronger corporate governance, social responsibility
and sensitivity toward environmental impact pay more tax on average.
This finding in the South African corporate context aligns with empirical
evidence reported in the literature’, meaning that companies with
more corporate disclosure of corporate governance, environmental
and social impact, pay more tax on average. This means that corporate
behaviour related to corporate governance and social responsibility act
in a complementary fashion with corporate tax behaviour, which can be
seen in this context as an extension of responsible behaviour in other
behavioural areas.

Company profitability, as measured by variable ROA, is statistically
significant in terms of its association with both measures of effective
tax rates, but not consistent in terms of the coefficient sign, which
varies between the two proxies for corporate tax avoidance. ROA
is positively associated with AETR, but negatively so with CETR.
This may be explained by a possible tendency of companies to
report higher accounting effective tax rates which are reported
more conspicuously in financial statements, compared to CETR as
another measure of corporate tax avoidance. SIZE is negatively, and
statistically significantly so, associated with CETR, which means that
larger companies, on average, pay less tax. This supports the theory
that larger companies have more resources to develop tax avoidance
strategies, which is also reported in the literature.’® The statistically
significant coefficient on STC is expected because secondary
tax on companies increased effective tax rates as a corporate tax.
Companies in the consumer goods and financial services industry, as
well as industrial companies, indicated by the CGS, FIN, and INDSTR
dummy variables respectively, pay significantly less tax on average as
far as a negative coefficient is concerned. The fixed-effect regression
results reported in Table 5 indicate no statistically significant effect
on either CACEQ variable of interest. This confirms the results of
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the pooled regression. In this regard, a significant coefficient on the
CACEQ variable of interest would have indicated that alternation in
the CEQ’s tax knowledge over the time period covered in this study
is associated with variation in corporate tax avoidance. The same
result is reported in Table 6, which presents the results of the cross-
sectional regression. Overall, the results of these analyses do not
provide statistically significant evidence to reject the null hypotheses
stated before. This means that CEO tax knowledge based on this
sample did not influence corporate tax avoidance.

Conclusion, limitations, and opportunity for
further research

We empirically investigated a CEO effect: the influence of tax-
knowledgeable and tax-aware CEOs on corporate tax avoidance for large
companies listed on the JSE. Our main hypothesis predicts that such
CEOs would use their tax knowledge and complementary knowledge of
financial management to effect and emphasise corporate tax avoidance
to create shareholder value. The CEQ effect is conceptualised from
upper-echelon theory which attributes significant influence to members
of top leadership on all corporate behaviour, including corporate tax
behaviour. We used two different forms of effective tax rates to measure
tax avoidance, while a CEQ’s tax knowledge is measured based on the
CEQ’s status as a chartered accountant. The results of our analyses do
not support our hypotheses, also indicating less support for the upper-
echelon effect on corporate tax avoidance. The results indicate that
corporate disclosure on aspects of corporate governance, social and
environmental impacts extends to responsible corporate tax behaviour as
well, because those companies are associated with less tax avoidance.
Our results suggest little evidence for SAICA's claim that the appointment
of chartered accountants could result in a reduction in corporate tax
expenses. This result, however, bodes well for the reputation of the
chartered accountancy profession, given the negative consequences
of tax avoidance. Instead, the results of this study indicate evidence
that chartered accountants do not use their specialist tax knowledge to
enrich shareholders excessively.

From a tax avoidance literature perspective, this study contributes to
research on the relationship between CEO characteristics and corporate
tax avoidance, specifically regarding CEO skill sets as determinants of
corporate tax avoidance. In this regard, it indicates that a CEQ’s tax
knowledge does not necessarily influence corporate tax avoidance. Also,
the study contributes to previous studies conceptualised from the upper-
echelon effect. To this end, this study shows that the upper-echelon
effect is not pervasively present in all aspects of corporate behaviour, in
this case corporate tax behaviour.

Indeed, our proxy for a tax-knowledgeable CEO is not a perfect proxy,
but others could improve on this attempt by using interviews, or by fine-
combing other sources of textual data for biographical information, for
example, to identify CEQs with other tax-related education. Our study
was partly informed by SAICA's advert which differentiates on this
aspect, which we can practically operationalise using publicly available
data. Our findings cannot necessarily be extrapolated to all chartered
accountants, as the role of CEQ of large companies logically exceeds
the power and ability associated with the average chartered accountant;
however, it is the CEQ effect that we investigated as our main focus.
Last, effective tax rate, as used and reported in other seminal quantitative
studies, is not a perfect proxy for tax avoidance, nor does it distinguish
tax evasion from tax avoidance; however, we also did not aim to provide
clarity on the difference between tax avoidance and tax evasion, which
is becoming ever so grey.

CEOs of large companies are powerful; however, we argue that this
power’s influence on corporate tax avoidance cannot be reduced to a
binary outcome, as far as CEOs could alter their behaviour based on
changing priorities as circumstances inform.
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