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Abstract

This study aimed to determine the influence of  tax awareness on business perfor-
mance and to examine the effect of  tax knowledge as a mediating variable. The 
research adopted a survey with the distribution of  questionnaires via G-Forms. 
The sample consisted of  individual taxpayers who own sole proprietorships. The 
study demonstrated that high tax awareness and knowledge positively impacted 
taxpayers to fulfill their tax obligations, thereby enhancing business performance. 
The results of  the mediation test confirmed that tax knowledge plays an effective 
mediating role. Tax awareness remained the main factor. Increasing tax aware-
ness encourages taxpayers to seek broader knowledge about tax regulations and 
their interpretations, which affects the efficiency of  the company’s cash flow. 
This drives companies to make innovative decisions by optimizing tax regula-
tions and incentives. This study confirmed that tax awareness and tax knowledge 
contributed to improving taxpayers’ compliance. Nevertheless, integrating tax 
awareness with tax knowledge not only improves taxpayers’ compliance but also 
leads to improved business performance.
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Bagaimana Pengetahuan Pajak Performa Bisnis?

Abstrak

Penelitian ini bertujuan untuk menentukan pengaruh kesadaran pajak terhadap kinerja 
bisnis dan untuk menguji efek pengetahuan pajak sebagai variabel mediasi. Penelitian 
ini mengadopsi metode survei dengan distribusi kuesioner melalui G-Forms. Sampel ter-
diri dari wajib pajak perorangan yang memiliki perusahaan perseorangan. Penelitian ini 
menunjukkan bahwa kesadaran pajak dan pengetahuan pajak yang tinggi berdampak 
positif  terhadap wajib pajak untuk memenuhi kewajiban pajak mereka, dengan demikian 
meningkatkan kinerja bisnis. Hasil uji mediasi mengonfirmasi bahwa pengetahuan pajak 
memainkan peran mediasi yang efektif. Kesadaran pajak tetap menjadi faktor utama. 
Meningkatkan kesadaran pajak mendorong wajib pajak untuk mencari pengetahuan lebih 
luas tentang peraturan pajak dan interpretasinya, yang memengaruhi efisiensi arus kas 
perusahaan. Hal ini mendorong perusahaan untuk membuat keputusan inovatif  dengan 
mengoptimalkan peraturan pajak dan insentif. Penelitian ini mengonfirmasi bahwa kesa-
daran pajak dan pengetahuan pajak berkontribusi pada peningkatan kepatuhan wajib pa-
jak. Namun, mengintegrasikan kesadaran pajak dengan pengetahuan pajak tidak hanya 
meningkatkan kepatuhan wajib pajak tetapi juga mengarah pada peningkatan kinerja 
bisnis.
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INTRODUCTION

Nimer et al. (2022) discuss how the 
quality of  government, law enforcement, 
prevention of  corruption by public offici-
als, political stability, and public percep-
tions of  public governance can impact 
tax evasion behaviour. If  taxpayers have a 
negative perception of  state financial ma-
nagement, their motivation and awareness 
to fulfil their tax obligations in accordan-
ce with applicable regulations may dec-
rease. According to Afroj et al. (2021), an 
individual’s awareness as a citizen can be 
developed through the psychological satis-
faction they experience from the services 
provided by the government. Afroj et al. 
(2021) emphasized that attention and con-
cern are crucial aspects of  awareness in the 
context of  their research. If  tax authorities 
do not pay attention and care, taxpayers 
may perceive taxes as a burden on com-
panies, leading to negative attitudes and 
motivations for tax evasion, as noted by 
Bimo et al. (2019). This, in turn, can redu-
ce tax awareness. When tax authorities 
provide clear information about tax rules, 
reporting and payment procedures, and 
the consequences of  not paying taxes, tax-
payers become more aware. This increased 
awareness leads to a sustainable increase 
in tax knowledge, as taxpayers better un-
derstand their rights and obligations re-
garding taxes (Rahmiati & Inayah, 2021). 
Raising awareness can be a powerful moti-
vator for taxpayers to willingly contribute 
a portion of  their income toward the bet-
terment and progress of  their country. Ta-
xpayer awareness refers to the knowledge, 
acknowledgment, respect, and complian-
ce with relevant tax regulations, as well as 
the sincerity and willingness to fulfil tax 
obligations (Nurkhin et al., 2018).

According to Hanus & Wu (2016), 
awareness is the first step towards taking 
further action. When an individual expe-
riences insecurity, they are often motiva-

ted to acquire knowledge and seek pro-
tective measures. According to Xin & Seo 
(2020), one’s behaviour and activities will 
incorporate awareness. Having knowledge 
about taxes is crucial as it can motivate ta-
xpayers to comprehend the tax incentives 
that can enhance their business performan-
ce (Makeeva et al., 2019). Businesses that 
prioritize sustainable innovation can bene-
fit from the government’s super deduction 
tax facility, which allows for a reduction 
in gross income of  up to 300%. This can 
lead to improved performance for these 
companies. When making decisions about 
investment portfolio diversification or ca-
pital structure, it is important to take taxes 
into consideration (Holtzman, 2011). Ma-
naging formal and material tax obligations 
in accordance with tax provisions can have 
a positive impact on a company’s reputati-
on, which is considered intangible capital. 
This, in turn, can lead to an improvement 
in the company’s financial performan-
ce (Kuncoro et al., 2019). Tax awareness 
pertains to a taxpayer’s comprehension 
of  the relevant tax regulations and how 
these regulations are put into practice in a 
company’s business transactions (Taing & 
Chang, 2020).

Taxpayers who possess a higher le-
vel of  awareness tend to make an effort to 
enhance their understanding of  taxation 
as compared to those with a lower level 
of  awareness. The present study indicates 
that awareness is not linked to tax comp-
liance, which differs from the findings of  
previous studies (Nurkhin et al., 2018; 
Rahmiati & Inayah, 2021). Drawing from 
the description and prior research, a rese-
arch framework has been developed that 
posits that having tax awareness can fo-
cus an individual’s attention on areas that 
pique their curiosity, prompting them to 
seek out additional information about tax 
knowledge. One of  the objectives of  this 
research is to investigate how tax aware-
ness impacts tax knowledge.
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Clercq (2023) emphasizes the signifi-
cance of  establishing extensive and influ-
ential reciprocal relationships by means 
of  knowledge transfer. Reciprocal rela-
tionships are typically constrained due to 
their reliance on the cost-benefit principle, 
which involves a balancing act between ta-
xes paid and the benefits received in terms 
of  access to sufficient public amenities. 
However, such relationships tend to over-
look endeavours aimed at enhancing tax-
payer literacy (Yuniarta & Purnamawati, 
2020). The efficacy of  government initia-
tives aimed at enhancing the commercial 
performance of  taxpayers may be hinde-
red by a lack of  familiarity with pertinent 
tax regulations. Bornman & Ramutumbu 
(2019) underscored that tax knowledge 
comprises three discernible components 
pertaining to taxpayers, namely, general 
knowledge, procedural knowledge, and 
knowledge of  tax laws. Bornman & Ra-
mutumbu (2019) emphasize as well the 
significance of  tax knowledge for entrep-
reneur taxpayers. Having a good under-
standing of  tax laws and regulations can 
help taxpayers to establish effective tax 
management practices that can prevent pe-
nalties and fines. A company’s proficiency 
in comprehending tax regulations can aid 
in effectively managing long-term tax risks 
(Saragih & Ali, 2023).

Based on the afore mentioned desc-
ription, another objective of  this study is 
to determine the impact of  tax knowledge 
on the business performance of  taxpayers. 
Additionally, it seeks to test tax knowled-
ge as a mediating variable to determine if  
high taxpayer awareness leads to increased 
tax knowledge. The study also aims to in-
vestigate whether companies with good 
tax knowledge can optimize the use of  tax 
incentives and avoid risks that may negati-
vely impact their performance. The hypot-
hesis presented in this study is based on 
the perspective of  the International Mo-
netary Fund (IMF), which explains that 

providing businesses with access to infor-
mation about their tax rights and obliga-
tions is essential. This will help to bridge 
the knowledge gap and reduce compliance 
costs, ultimately improving business per-
formance. The unique perspective of  this 
research lies in its focus on the tax awa-
reness factor’s impact on tax compliance, 
setting it apart from prior studies that sole-
ly examined this factor. 

Relationship between Tax Awareness 
and Tax Knowledge

Raising tax awareness is crucial for 
enhancing tax knowledge. A comprehen-
sive comprehension of  taxation enables 
taxpayers to fulfill their tax responsibilities 
(Alm, 2018; Musimenta, 2020). The int-
ricate nature of  tax regulations and con-
voluted tax structures have led to elevated 
expenses associated with tax compliance, 
potentially contributing to a lack of  awa-
reness among taxpayers (Lavic, 2023). Li-
mited access to tax information and edu-
cation hinders taxpayers from fulfilling 
their obligations. Tax compliance can be 
enhanced through tax awareness, which 
involves taxpayers comprehending the ad-
vantages of  taxes and taking responsibility 
for financing public amenities, promoting 
economic growth and stability, and redu-
cing income inequality (Munir & Sultan, 
2018). A person’s awareness is influenced 
by external and internal stimuli which 
then lead to the intention to respond safely 
(Mutchler, 2019).

Cooley (1907) suggests that there is a 
correlation between tax awareness and so-
cial awareness. Tax awareness is an integ-
ral part of  social awareness as taxpayers 
are individuals and members of  society. 
The taxpayer acknowledges that taxes ser-
ve as a means of  collective contribution to-
wards achieving progress. Hence, the tax 
authority plays a crucial role in enhancing 
taxpayer awareness. Taxpayers’ compre-
hension of  their obligations is facilitated 
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by clear and efficient services provided 
by tax authorities (Rahmiati & Inayah, 
2021). The services in question include 
promptness, offering alternate solutions, 
and educating taxpayers through various 
means. In addition, understanding regula-
tions, reporting procedures, payments, ta-
riff  explanations, and tax sanctions related 
to taxation is also highly necessary. When 
taxpayers receive satisfactory services and 
education, they will be motivated to learn 
and understand their obligations and how 
to fulfill their tax obligations. Taing & 
Chang (2020) found that tax awareness 
pertains to taxpayers’ comprehension of  
tax laws, regulations, and obligations. A 
straightforward tax structure can enhan-
ce taxpayers’ comprehension of  their tax 
responsibilities. Moreover, the simplicity 
of  the taxation structure is also a suppor-
ting factor in facilitating every taxpayer to 
understand their tax obligations.

High tax awareness will motivate 
taxpayers to delve into tax provisions, 
systems, and administration. Rahmia-
ti & Inayah (2021) stated that taxpayer 
awareness can be enhanced through the 
satisfactory performance of  tax autho-
rities. Good quality service can increase 
taxpayers’ knowledge of  taxation. Seno et 
al. (2022) also affirmed that tax authori-
ties can provide training to taxpayers to 
enhance their knowledge in decision-ma-
king, tax management, and avoiding po-
tential risks that may harm them. This is 
consistent with the viewpoint of  Yuniarta 
& Purnamawati (2020) that the more faci-
lities and infrastructure serve as channels 
for tax authority socialization, the greater 
the impact on taxpayers’ awareness and 
motivation to improve their knowledge 
and tax compliance. Based on the infor-
mation provided, a hypothesis can be for-
mulated for this study.
H1: Tax Awareness has a positive im-

pact on Tax Knowledge.

Relationship between Tax Knowledge 
and Business Performance

Developing tax awareness is a cru-
cial factor in optimizing a company’s 
resources. Taxpayers who possess tax awa-
reness are likely to be motivated to acquire 
comprehensive tax knowledge, which can 
enhance their efficiency in paying taxes. 
According to the Theory of  Reasoned Ac-
tion, having knowledge about taxes is cru-
cial for taxpayers to follow and execute tax 
policies. This is because there are potential 
consequences, such as penalties and fines, 
that can negatively affect business perfor-
mance. A survey of  147 countries found 
that the primary challenge in running a 
company is the difficulty that business 
people face in comprehending tax regula-
tions (Bhalla et al., 2022). The complexity 
of  tax regulations and disorganized tax 
administration costs, coupled with limited 
tax knowledge, can lead to companies not 
utilizing their tax-saving potential legal-
ly and optimally, thus hindering business 
performance growth (Vu et al., 2021).

A company’s business performance 
can be studied from a financial perspecti-
ve, which is influenced by knowledge of  
tax regulations, and legal systems imple-
mented in Indonesia. This condition helps 
companies minimize fraudulent activities 
and improve efficiency and profitability 
achievements (Kalgutkar, 2018; Susyan-
ti & Askandar, 2019). The attainment of  
corporate profitability can be attributed 
to the utilization of  suitable incentives 
and deductions, coupled with efficient tax 
administration aimed at circumventing 
penalties and levies (Fauziati & Kassim, 
2018).

Companies with deep knowledge of  
legal systems, moral development, and 
the ability to use innovative strategies in 
business can leverage the ambiguity and 
loopholes in tax regulations to identify op-
portunities for saving the company’s cash 
flow (Borrego et al., 2017). The study has 
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demonstrated that possessing tax know-
ledge can enhance a firm’s operational ef-
ficacy by facilitating the utilization of  tax 
deductions and effective tax management, 
thereby mitigating the risk of  penalties 
and fines. Thus, it is hypothesized: 
H2: Tax Knowledge has a positive im-

pact on Business Performance.

Relationship between Tax Awareness 
and Business Performance

Tax knowledge and awareness both 
have a significant impact on the performan-
ce of  an organization. From a psychologi-
cal perspective, having awareness enables 
individuals to evaluate their performance 
accurately and validate its efficiency and 
effectiveness. Moreover, awareness refers 
to the ability to master oneself  and exer-
cise self-control, which empowers indivi-
duals to make better decisions and take 
appropriate actions (Young & Dulewicz, 
2007). However, distortion of  awareness 
can occur when taxpayers receive a nega-
tive assessment of  taxation. Lavic (2023) 
explains that a complex tax system and 
provisions can result in high tax complian-
ce costs. This, in turn, can reduce taxpayer 
awareness and understanding of  these tax 
provisions. In this study, taxpayers’ aware-
ness is defined as their efforts to compre-
hend tax provisions.

Tax compliance can be enhanced 
through tax awareness, which involves ta-
xpayers’ comprehension of  the advantages 
of  taxes and their responsible contributi-
on towards financing public amenities, 
promoting economic growth and stability, 
and mitigating income inequality (Munir 
& Sultan, 2018). The cognitive process of  
an individual’s consciousness is impacted 
by both extrinsic and intrinsic stimuli, ulti-
mately resulting in the volition to produce 
a secure reaction (Mutchler, 2019). From 
the perspective of  Cooley (1907) work, 
there exists a pertinent connection bet-
ween tax awareness and social awareness. 

Individuals who possess tax knowledge 
assert that the act of  paying taxes is not 
solely a reflection of  their personal iden-
tity, but rather a contribution to the larger 
community. The act of  paying taxes can 
be likened to a collaborative effort in fun-
ding for the purpose of  achieving collecti-
ve progress and advancement.

Companies that have tax awareness 
will lead to the emergence of  additional 
non-production time and costs, known as 
tax compliance costs, in understanding 
tax procedures and systems. However, 
according to Matarirano et al. (2019), an 
increase in tax compliance costs indica-
tes better performance and growth of  the 
company. This is because the increase in 
tax compliance costs aims to generate 
higher revenue and ensure the long-term 
sustainability of  the business.

This argument is also consistent with 
the claims of  Wakhidah & Jayanto (2018) 
and Debacker et al. (2019); who argue that 
tax awareness and compliance are signifi-
cantly related to managerial benefits of  
the company, such as making more infor-
med decisions and optimizing tax provi-
sions, incentives, and corporate financial 
structure. If  companies are not aware of  
the availability of  tax exemptions, tax 
subsidies, and tax holidays, it can hinder 
their business growth and profit margins 
(Freudenberg et al., 2017). Based on the 
findings of  the research, it can be inferred 
that tax awareness has a positive impact 
on a company’s performance. Hence, this 
research proposes a hypothesis:
H3: Tax Awareness has a positive impact 

on Business Performance

Relationship between Tax Awareness, 
Business Performance, and Tax Know-
ledge

A proficient understanding of  taxa-
tion carries the implication that taxpayers 
can effectively navigate tax regulations, 
thereby enabling them to conserve cash 
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flow for tax payment purposes. The tax 
efficiency strategy is implemented in ac-
cordance with the taxpayer’s viewpoint 
that tax expenses constitute a substantial 
cost in the operation of  a business (Wang, 
2019). Additional empirical studies have 
demonstrated that comprehending tax 
planning serves as a means for taxpayers 
to manage cash flow while maintaining ef-
ficiency in corporate expenditures. Indivi-
duals who possess a strong understanding 
of  tax regulations can effectively manage 
tax risk and optimize cash flow when fulfil-
ling their tax responsibilities (Campbell et 
al., 2018; Hasan et al., 2021). Wang (2019) 
study highlights the potential impact of  
effective tax knowledge management on 
corporate tax efficiency and subsequent 
improvements in company performance 
within a competitive industry.

This study employs a conceptual 
framework, specifically Social Learning 
Theory (SLT), to examine the mediation 
of  tax knowledge. SLT, which was origi-
nally proposed by Bandura, posits that 
an individual’s knowledge is shaped by 
the interplay between their personal ex-
periences and the environmental context 
in which they operate. According to SLT, 
human behavior is shaped by the process 
of  learning, environmental adaptation, 
and social interactions with others (War-
kentin et al., 2011). Within the framework 
of  this research, taxpayers acquire tax-
related knowledge through both observa-
tional learning and direct involvement in 
taxation-related activities. Nonetheless, in 
order to enhance corporate efficiency, tax 
expertise cannot exist in isolation. Impro-
per regulation of  tax knowledge can result 
in unwarranted compulsory actions. The 
regular modifications to tax regulations 
in response to the ever-changing busi-
ness landscape may result in intricacies 
for taxpayers, potentially leading to non-
compliance (Saptono et al., 2023). The 
aforementioned phenomenon is utilized 

to safeguard one’s income, as elucidated 
by Tran-nam & Tran (2014) who expound 
upon the benefits that proficient taxpayers 
with tax expertise can reap in terms of  
shielding their income, which ought to 
be disclosed as a taxable entity, by capi-
talizing on the ambiguity arising from the 
intricacies of  tax provisions. Saptono et al. 
(2023) suggest that the government should 
enhance taxpayer awareness regarding ta-
xation to promote favorable business out-
comes. 
H4: Tax Awareness has a positive impact 

on Business Performance, which is 
mediated by Tax Knowledge

METHOD

The study employs purposive samp-
ling to select respondents who met the 
criteria of  being individual taxpayers 
(WPOP) with a taxpayer identification 
number (NPWP) and possessing know-
ledge of  company finance and business 
processes. This study employs data from 
respondents who are business owners, tax 
consultants, accountants, and managers 
located in Surabaya during the year 2023. 
Out of  the 160 questionnaires collected, 
101 met the criteria and were considered 
valid, resulting in an effective questionnai-
re response rate of  63.12%. The question-
naire aims to assess the influence of  tax 
awareness on the business performance 
of  the company in Indonesia. This study 
utilizes a five-point Likert scale adminis-
tered through Google Forms. Researchers 
apply a 5-point scale ranging from strong 
disagreement (1) to strong agreement (5). 
The objective is to ascertain the degree of  
consensus among respondents regarding 
their statements.

The questionnaire questions are divi-
ded into three sections for each variable. 
The first section is for the Tax Awareness 
variable, adopted from the studies by (Isa 
et al., 2014; Mutia, 2014). The aim is to 
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assess the respondents’ awareness of  tax 
regulations. The next set of  questions re-
garding tax knowledge is derived from the 
study by (Alshira’h & Jabbar, 2020a) to 
gauge the respondents’ knowledge in app-
lying E-Faktur. The final section is adapted 

from the studies by (Haber & Reichel, 
2005; Belleman, 2020; Morshed, 2020) to 
measure the business performance success 
of  the respondents. 

The Partial Least Square Structured 
Equation Modelling (PLS-SEM) is utili-

Table 1. Operational Definition and Measurement Indicators of  Variables

Operational 
Variables

Definition Indicators

Tax Knowledge Tax knowledge comprises three discernible com-
ponents pertaining to taxpayers, namely, general 
knowledge, procedural knowledge, and knowl-
edge of  tax laws (Bornman & Ramutumbu, 
2019). Having a good understanding of  tax laws 
and regulations can help taxpayers to establish 
effective tax management practices that can pre-
vent penalties and fines, thus assisting companies 
in managing long-term tax risks (Saragih & Ali, 
2023).

Tax Knowledge 
is measured us-
ing indicators of  
taxpayers’ skills 
in operating tax 
a p p l i c a t i o n s 
(Alshira’h & Jab-
bar, 2020b).

Tax Awareness Tax awareness refers to an individual’s or a com-
munity’s understanding and knowledge of  taxa-
tion principles, regulations, and responsibilities. 
Being tax-aware means that individuals and busi-
nesses are conscious of  their tax obligations, tax 
payment deadlines, and the potential impact of  
tax decisions on their financial situation. It also 
implies an awareness of  tax planning strategies 
to optimize one’s tax position within the legal 
framework (Taing & Chang, 2020).

Tax awareness 
is measured 
through indica-
tors of  taxpayers’ 
understanding of  
tax regulations 
and the pres-
ence of  tax con-
sultants (Isa et 
al., 2014; Mutia, 
2014).

Business 
Performance

A company’s business performance can be ana-
lyzed from a financial perspective, influenced by 
an understanding of  tax provisions and regula-
tions, as well as the legal system implemented in 
Indonesia. This condition supports the company 
in reducing the potential for fraudulent activities, 
improving operational efficiency, and achieving 
a higher level of  profitability (Kalgutkar, 2018; 
Susyanti & Askandar, 2019). Corporate profit-
ability is attained through optimizing the utiliza-
tion of  appropriate incentives and deductions, 
coupled with effective tax management, enabling 
the company to avoid potential sanctions and 
penalties (Fauziati & Kassim, 2018).

Business perfor-
mance is mea-
sured through 
indicators of  suc-
cessful working 
capital manage-
ment and com-
pany efficiency 
(Belleman, 2020; 
Haber & Reichel, 
2005; Morshed, 
2020).



17

Mangoting et. al./ How Tax Knowledge Mediates Business Performance?

zed. This study employs direct and indirect 
effect method to demonstrate the mediati-
on prerequisites. The research data under-
went two stages of  analysis: Confirmatory 
Factor Analysis (CFA) and SEM.  Initially, 
the researchers employed CFA to exami-
ne the relationship between indicator va-
riables and latent constructs. The overall 
model fit test was employed to assess the 
appropriateness of  the construct measure-
ment model with the data in CFA. In sum-
mary, the CFA is a tool for evaluating me-
asurement theory. The second stage of  the 
test involves SEM, which analyses the rela-
tionship between theoretical structure and 
construct to comprehend the interplay bet-
ween independent variables, mediating va-
riables, and the dependent variables holisti-
cally (Setiawan et al., 2023). The variables 
are presented in Table 1, which describes 
each variable tested in this research.

RESULT AND DISCUSSION 

Table 2 presents an overview of  the 
101 types of  respondent data that were 
analysed in the present study. The study 
sample comprised of  101 taxpayers, with a 
gender distribution of  51 women (49.50%) 
and 50 men (50.50%). The majority of  
participants hold the status of  business 
proprietors, as evidenced by the figure of  
48 individuals or 47.52%.

Table 3 displays the conformity bet-
ween the research instrument and the 
measurement concept. The external vali-
dity, reliability, internal consistency, and 
credibility of  a study can be assessed by 
conducting tests on the outer model. The 
AVE metric is utilized to assess conver-
gent validity, with a standard value ≥ 0.5. 
The indices of  Composite Reliability dan 
Cronbach’s Alpha are employed to assess 

Table 2. Demographic Profile of  Respondent (n=101)

Variables n %
Gender 
      Woman 51 49.50%
      Man 50 50.50%
Age
      22-30 years old 41 40.59%
      31-46 years old 20 19.80%
      47-64 years old 40 39.60%
Education
      Diploma 7 6.93%
      Bachelor 75 74.26%
      Master 8 7.92%
      Doctor 1 .99%
      Others 10 9.90%
Position 
      Owner 48 47.52%
      Manager 14 13.86%
      Internal Accountant 6 5.94%
      External Accountant 2 1.98%
      Tax Consultant 9 8.91%
      Other Employee 13 12.87%
      Others 9 8.91%

Source: Data Processed (2023)
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the internal consistency, with a standard 
value ≥ 0.7 (Sarstedt et al., 2019). Accor-
ding to Table 3, the values of  the three 
points mentioned have met the predeter-
mined standards, indicating that this stu-
dy is reliable, consistent, and possesses a 
strong variable. Table 3 indicates that the 
mean value ≥ 4, suggesting a substantial 
response rate from the participants. The 
study’s total mean exceeds the standard 
deviation, indicating variability in the 
data. Based on the findings of  this study, 
it can be inferred that the standard devia-
tion does not result in any form of  bias or 
deviation.

Discriminant validity is a measure 
of  validity utilized to ascertain that each 

concept within a given latent model is dis-
tinct from other variables. The assessment 
of  discriminant validity can be conducted 
through the utilization of  the Fornell-
Larcker criterion and cross loading. Ac-
cording to the Fornell-Larcker criterion 
test, the construct’s Average Variance Ex-
tracted (AVE) root must exceed the corre-
lation of  the construct with other latent 
variables. The second criterion for asses-
sing discriminant validity is cross-loading. 
It is imperative that the cross loading va-
lues are lower than the loading values for 
each indicator (Sekaran & Bougie, 2016). 
Based on the criteria outlined, it can be 
concluded that Table 4 satisfies the requi-
rements for discriminant validity.

Table 3. Reliability and Convergent Validity

Variables
Loading 
Factor

Composite 
Reliability

Cronbach’s
Alpha

AVE
Total
Mean

Standard
Deviation 

Tax 
Awareness 
(TA) 

TA 1 .861 .879 .815 .646 4.257 .740
TA 2 .843 4.307 .793
TA 3 .800 4.525 .654
TA 4 .701 4.376 .715

Tax
Knowledge 
(TK)
  

TK 1 .900 .940 .905 .840 4.218 .851
TK 2 .941 4.277 .772
TK 3 .908 4.158 .793

Business
Performance 
(P)

P 1 .786 .926 .903 .676 4.465 .638
P 2 .803 4.475 .654
P 3 .741 4.040 .855
P 4 .869 4.307 .700
P 5 .827 4.178 .709
P 6 .898 4.248 .763

Source: Data Processed (2023)

Table 4. Correlation among Latent Variables with sqrts of  AVEs

Variable Tax Awareness Tax
Knowledge

Business
Performance

Tax Awareness (.804) .494 .603
Tax Knowledge .494 (.917) .401
Business Performance .603 .401 (.822)

Source: data processed (2023)
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Table 5 displays the correlation coef-
ficient and the size of  the relationship bet-
ween latent variables. The results of  the 
model testing in the Average Path Coef-
ficient (APC), Average R-Squared (ARS) 
and Average Block VIF (AVIF) indicate 
values of  0.410; 0.331, and 0.321, res-
pectively. These values meet the standard 
criteria for APC and ARS, specifically a 
P-Value < 0.05 and AVIF ≤ 5. Upon the 
examination of  the validation of  the me-
asurement model utilizing the Goodness 
of  Fit (GoF) metric, it has been determin-
ed that the value obtained is 0.488. This 
value surpasses the established standard 
of  ≥ 0.36, thereby qualifying it for inclu-
sion in the large criteria. Table 5 indica-
tes that the research model aligns with the 
goodness of  fit criterion.

The initial hypothesis (H1) suggests 
that the variable of  tax awareness and tax 

knowledge exhibits a P-value < 0.001 and 
a path coefficient of  0.506. The afore-
mentioned findings demonstrate that H1 
is deemed acceptable and exhibits a note-
worthy positive impact, suggesting that an 
increase in awareness levels can serve as a 
driving force for taxpayers to delve further 
into their knowledge. 

The second hypothesis (H2) de-
monstrates a statistically significant po-
sitive impact. According to H2, there is 
a significant impact of  tax knowledge on 
business performance, as evidenced by a 
P-value of  0.010 and a path coefficient of  
0.222.

The third hypothesis (H3), which 
pertains to the relationship between tax 
awareness and business performance, has 
been accepted. The results indicate a posi-
tive and significant impact. The statistical 
analysis reveals that the P-Value < 0.001 

Table 5. Model Fit and Quality Indices

Index P-value Criteria Explanation
APC .410 < .001 P < .05 Acceptable
ARS .331 < .001 P < .05 Acceptable
AARS .321 < .001 P < .05 Acceptable
AVIF 1.276 ≤ 5, ideal, ≤ 3.3 Acceptable
AFVIF 1.581 ≤ 5, ideal, ≤ 3.3 Acceptable
GoF .488 Small ≥ .1

Medium≥ .25
Large ≥ .36

Large

SPR 1.000 ≥ .7, Ideal = 1 Ideal
RSCR 1.000 ≥ .9, Ideal = 1 Ideal
SSR 1.000 ≥ .7 Acceptable
NLBCDR 1.000 ≥ .7 Acceptable

Source: data processed (2023)

Table 6. Direct Effect, Path Coefficient, P-Values, and Indirect Effects

Direct Effect Indirect Effect Total Effect
TA -> TK .506 (p < .001) .506 ( p < .001)
TK -> P .222 (p = .010) .222 ( p = .010)
TA -> P .503 (p < .001) .615 ( p < .001)

TA -> TK -> P .112 ( p = .051)
Source: data processed (2023)
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and the path coefficient is 0.503. These 
findings suggest that there is a positive 
correlation between tax awareness value 
and business performance, indicating that 
an increase in tax awareness value is like-
ly to result in an improvement in business 
performance. 

The fourth hypothesis (H4), which 
showed in Table 6, accept the indirect ef-
fects in the above with a P-value of  0.051 
and a path coefficient of  0.112. Therefo-
re, based on the mediation test of  the va-
riables above, tax knowledge mediates the 
relationship between tax awareness and 
business performance, thus supporting the 
fourth hypothesis (H4). 

Discussion
The research findings demonstrate 

that the direct effect between tax aware-
ness and business performance has a more 
significant influence, with a P-value < 
0.001, compared to the indirect effect with 
tax knowledge as a mediating variable, 
which has a P-value of  0.051.

Based on the loading factor and mean 
of  the tax awareness variable as showed in 
Figure 1, it can be concluded that an awa-
reness of  tax responsibility has a signifi-
cant impact on the tax awareness variable. 

However, it does not notably affect the res-
pondents, as indicated by the TA 1 indica-
tor of  “I already know the provisions re-
garding applicable tax obligations”, which 
has the highest loading factor among other 
indicators. According to recent research 
conducted by Hardiningsih et al. (2020) 
and Rahmiati & Inayah (2021), the level 
of  taxpayer awareness regarding their tax 
obligations is influenced by the quality and 
accessibility of  services offered by tax aut-
horities. Hence, it is imperative for the tax 
authority to ascertain the level of  aware-
ness among taxpayers. On the other hand, 
the utilization of  tax professionals as inter-
mediaries can serve as a substitute for the 
tax authorities in providing assistance and 
promoting tax awareness by means of  the 
available resources. The aforementioned 
assertion is supported by the outcomes of   
TA 3 “Tax consultants bridge the know-
ledge gap of  taxpayers”. This particular 
indicator has recorded the highest mean 
value compared to other indicators. The 
majority of  respondents have expressed 
their preference for tax professionals as in-
termediaries who can effectively enhance 
taxpayer awareness.  

Consistent with the study by Mohda-
li et al. (2014), where the majority of  ta-

Figure 1. Research Model
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xpayers choose tax professionals as inter-
mediaries to enhance their tax knowledge 
due to external factors such as the availa-
bility of  opinions, advice, and information 
on the latest regulations from qualified tax 
experts. These findings contradict the pre-
vious study by Bhalla et al. (2022), where 
the tax professional indicator ranked as 
the second-highest loading factor.

The results of  hypothesis 1 indicate 
that tax awareness has a positive influen-
ce on tax knowledge, as evidenced by its 
direct relationship with tax knowledge in 
the research model, where tax awareness 
has a larger Beta (β) compared to the ot-
her two variables. This finding aligns with 
the studies by Yuniarta & Purnamawati 
(2020); Rahmiati & Inayah (2021); Seno et 
al. (2022)  which state that high tax awa-
reness motivates taxpayers to delve into 
tax provisions, tax systems, and tax ad-
ministration. Tax awareness programs are 
implemented with the aim of  enhancing 
tax knowledge through understanding ta-
xable items, the benefits and morality of  
taxes, and good financial management. 
By having tax awareness, taxpayers will 
gain an understanding and knowledge of  
the government’s fiscal strategy objectives 
(Bornman & Ramutumbu, 2019). In the 
end, this research confirms that awareness 
of  tax obligations is a supporting factor for 
taxpayers to enhance their understanding 
and knowledge of  taxation.

The process of  manually inputting 
tax information is susceptible to errors 
and inaccuracies. Taxpayers are required 
to allocate additional time towards comp-
leting the necessary form data. Based on 
the findings of  TK 2 “I can save time in 
completing tax obligations with the E-
invoice application”, which exhibits the 
highest loading factor and mean values 
among other indicators, it can be inferred 
that the utilization of  E-invoice services 
has a noteworthy impact on the tax kno-
wledge and variables of  the respondents. 

The provision of  E-invoice services has 
been demonstrated to enhance taxpayers’ 
motivation to comprehend and examine 
the tax system by saving time. Consis-
tent with the findings of  prior research by 
(Ngugi et al., 2022), it has been confirmed 
that E-invoice has the capability to stream-
line and simplify tax procedures, thereby 
enhancing taxpayers’ comprehension of  
the tax system. The implementation of  
e-invoices can enhance the efficiency of  
tax reporting for taxpayers by simplifying 
the process. This allows taxpayers to ful-
fil their tax obligations conveniently and 
promptly (Holtzman, 2011).

The results of  hypothesis 2 indicate 
that tax knowledge has a positive influen-
ce on business performance. This finding 
is consistent with the research by Bhalla et 
al. (2022), which states that tax knowledge 
can enhance taxpayers’ efficiency and ef-
fectiveness in tax administration, leading 
to improved company performance. Ha-
ving good tax knowledge and understan-
ding encourages companies to utilize ap-
propriate tax incentives and deductions, as 
well as effective tax management (Fauzia-
ti & Kassim, 2018; Makeeva et al., 2019). 
With effective tax management, compa-
nies can handle long-term financial and 
tax-related risks, contributing to better and 
sustainable business performance (Saragih 
& Ali, 2023). In-depth tax knowledge pro-
vides significant benefits in improving bu-
siness performance, such as enhancing a 
company’s sustainability in a complex tax 
environment, ensuring that tax policies do 
not hinder business performance (Evans et 
al., 2014; Susyanti & Askandar, 2019). In 
conclusion, the findings of  this research 
strengthen the argument that comprehen-
sive tax knowledge can contribute to imp-
roving business effectiveness and perfor-
mance.

The results of  the descriptive analy-
sis based on the comparison of  the highest 
loading factor values indicate that an in-
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crease in profitability has a significant 
influence on the business performance 
variable. This is evidenced by the highest 
loading factor value observed in P6 “I am 
able to implement successful financing 
strategies to fund the company.” Consis-
tent with the findings by (Fauziati & Kas-
sim, 2018), profitability serves as a key 
metric of  a company’s performance as it 
signifies the company’s capacity to deli-
ver value to its shareholders and stakehol-
ders. Notwithstanding, profitability alone 
cannot be considered as the sole compre-
hensive indicator of  business performan-
ce, as there exist other determinants such 
as long-term sustainability, growth, and 
company reputation. According to the re-
sults of  P2 “I succeeded in creating a po-
sitive company reputation” which has the 
highest mean value among other indica-
tors, suggests that a company’s reputation 
can have a significant impact on its per-
formance. The aforementioned findings 
are consistent with the research conducted 
by (Chen et al., 2016), which indicate a fa-
vourable correlation between corporate re-
putation and business performance. Both 
of  these studies were conducted based on 
the agency cost theory, which suggests 
that companies’ lack of  tax awareness and 
knowledge can lead to non-compliance 
with their tax obligations, ultimately affec-
ting the company’s reputation. (Kuncoro 
et al., 2019) emphasized the importance 
of  adhering to relevant tax regulations in 
fulfilling a company’s formal and material 
tax obligations. Such compliance can en-
hance the company’s intangible capital, 
specifically its reputation, and ultimately 
lead to improved performance.

Hypothesis 3 indicates that the va-
riables tax awareness and business perfor-
mance are accepted and have a significant 
positive impact. This finding is consistent 
with the research by Freudenberg et al. 
(2017) and Bhalla et al. (2022), which sug-
gest that a lack of  tax awareness can hinder 

a company’s performance. Tax awareness 
also influences the quality of  decision-
making in optimizing tax provisions and 
incentives for the company’s operations 
(Wakhidah & Jayanto, 2018; Debacker et 
al., 2019;). The results of  this research pro-
ve that tax awareness can enhance com-
pany performance through reputation and 
effective financing strategies.

The confirmation of  H4 demonstra-
tes that tax knowledge can mediate the re-
lationship between tax awareness and busi-
ness performance. This finding aligns with 
the perspectives of  the Social Learning 
Theory (SLT). Taxpayers’ ability to ma-
nage their awareness and knowledge can 
enhance a company’s business performan-
ce by leveraging the ambiguity of  tax re-
gulations to protect the company’s income 
and reduce its tax liabilities (Tran-nam & 
Tran, 2014). However, the results of  this 
study demonstrate that the direct effect 
between tax awareness and business per-
formance has a more significant influence 
than the indirect effect with tax knowledge 
as a mediating variable. The results of  this 
study indicate that tax knowledge serves 
as an effective mediator, but the presence 
of  tax awareness becomes the key factor in 
enhancing cash flow efficiency and com-
pany performance. This may be attributed 
to the ambiguity, dynamic changes, and 
complexity of  the tax framework, which 
can lead to misinterpretation and misapp-
lication of  taxes, thereby hindering busi-
ness performance (Hoppe et al., 2018). In 
line with the research by Nutman et al. 
(2022), complex record-keeping, numero-
us tax forms, and confusing filling instruc-
tions can impact a company’s compliance. 
The complexity of  taxation can increase 
agency frictions with tax professionals 
and create opportunities to manipulate 
the existing tax system, which contradicts 
the initial awareness or intention of  tax-
payers to enhance performance efficiency 
(Zwick, 2021). Therefore, Saptono et al. 



23

Mangoting et. al./ How Tax Knowledge Mediates Business Performance?

(2023) assert that the government can ac-
tively foster tax awareness and knowledge 
to optimize business performance, accom-
panied by transparency and simplification 
of  tax policies.

CONCLUSION AND RECOMMENDATION

Traditional tax research has primari-
ly focused on understanding the influence 
of  tax awareness and tax knowledge on 
tax compliance. In this study, however, 
taxpayers need to understand the broader 
benefits of  tax compliance, such as effi-
ciency and effectiveness in fulfilling tax 
obligations, which ultimately impact busi-
ness performance. Therefore, this research 
aims to examine the integrated effects of  
tax awareness and tax knowledge on bu-
siness performance, extending beyond 
tax compliance. The study explains that 
tax awareness significantly contributes to 
improved business performance. Further-
more, tax awareness can influence tax-
payers’ behavior in seeking and utilizing 
tax knowledge more extensively, resulting 
in greater efficiency and effectiveness in 
fulfilling tax obligations and reducing 
unnecessary cash outflows, such as fines 
and administrative penalties. The higher 
the tax awareness of  taxpayers, the more 
motivated they become to expand their tax 
knowledge, leading to enhanced sustaina-
bility of  the company amidst complex and 
dynamic tax regulations. The integration 
of  tax awareness with the presence of  tax 
knowledge acts as mutually complemen-
tary and integrated factors, leading to an 
improvement in business performance. 
Having strong tax awareness and know-
ledge can assist taxpayers in tax planning 
and optimizing tax provisions and incenti-
ves, ultimately leading to increased opera-
tional efficiency within the company.

This study can contribute to policy 
recommendations for tax regulators to en-
hance tax awareness among taxpayers by 

facilitating knowledge channels, thereby 
resulting in improved tax knowledge. The 
findings of  this research directly affirm 
that tax awareness and tax knowledge are 
key factors in enhancing business perfor-
mance. Additionally, this study contri-
butes to tax authorities by highlighting 
that tax knowledge alone cannot improve 
company performance without tax awa-
reness. The complexity of  tax knowledge, 
such as ambiguity, intricate calculations 
and record-keeping, and confusing form-
filling instructions, can lead to misinter-
pretation and diminish tax awareness 
among taxpayers. Future research could 
consider adding other variables, such as 
tax technology, to explore the benefits that 
taxpayers can derive in improving their 
business performance. Therefore, the re-
searcher proposes seeking more detailed 
samples from business owners. The third 
limitation is the researcher’s subjectivity 
to ensure there is no misinterpretation of  
questionnaire items, enabling respondents 
to comprehend each question effectively.
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