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Abstract: (1) Background: There are still few studies that discuss corporate tax risk, especially those
related to tax compliance and the Slippery Slope Framework. Meanwhile, in practice, tax risk,
which is tax uncertainty, is essential in corporate tax compliance. Tax risk has not been discussed
in the Slippery Slope Framework in previous research, which has become a reference in various
tax compliance studies. Therefore, this study aims to analyze the effect of tax risk induced into
the slippery slope framework at corporate taxpayer compliance. Dynamic interactions between
power, trust, and tax risk (TPR) in one framework are essential to see the tax compliance model’s
determinants comprehensively; (2) Methods: We defined our model using a mathematical and
economic approach with a Likert scale, as well as geometrical inferences based on the Slippery Slope
Framework. (3) Results: This study found that tax risk affects the effort and tendency of corporate
taxpayers to comply. The level of tax risk will make it easier or more difficult for corporate taxpayers
to comply. Tax risk will affect the level of tax compliance regardless of the quality of trust and
existing power; (4) Conclusions: This research’s theoretical contributions are that trust and power are
determinants of tax compliance and that tax risk influences companies to be more compliant. This
model is to complete the conceptual gap of the determinants of tax compliance from the perspective of
the Slippery Slope Framework. The practical implication is that corporate taxpayers should manage
tax risk to avoid unexpected tax outcomes in the future and be more compliant. Therefore, the
government needs to help companies reduce compliance risks that cannot be controlled by companies
but can be influenced by tax authorities.

Keywords: power; trust; tax risk; slippery slope framework; tax compliance

1. Introduction

Tax is a dynamic fiscal policy instrument. Tax revenue is primarily determined by
taxpayer compliance. Tax compliance is one of the challenges that the government must
face because it can affect a country’s revenue, which impacts a country’s economic develop-
ment [1]. The problem of tax non-compliance has become a challenge for the government [2].
The universal problem that all administrators face is tax noncompliance [3–9]. Taxpayers
use various schemes to minimize tax payments to save taxes. The emergence of tax risk
is accompanied by a decrease in state tax revenues [10]. Tax risk can cause losses for all
parties if not managed properly and can cause a domino effect that affects other risks [10,11].
Tax risk is essential for tax authorities and companies to manage because it will affect the
achievement of objectives.

The Slippery Slope Framework (SSF) is used to understand tax compliance [12]. The
SSF states that there are two forms of tax compliance: power and trust. Power (of) and
trust (in) tax authorities are relevant dimensions for understanding tax compliance [13–15].
Research on these two forms of compliance has attracted the attention of tax researchers
and has always been a reference in tax compliance research and tax policy. However,
studies on tax compliance mainly examine individual behavior [16,17]. There is still little
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research on tax compliance in corporate taxpayers [16,18,19]. The tax compliance model is
being changed into a compliance model within the organization and power and trust in tax
authorities are considered to be the main moderators of compliance. Tax authorities can
enforce compliance with organizational goals through oversight and penalties or enhance
voluntary compliance through the trust dimension [20].

Several previous studies agreed with this view through the results of empirical testing
on corporate taxpayers [21–47]. From these studies, the dimensions of power and trust and
their interaction are essential factors in tax compliance and are concerns of tax authorities
in various countries and tax compliance researchers [40,48–52]. Problems arise when
obstacles and other factors (distortions) in an equilibrium system make optimal conditions
unattainable [53]. The policy requires an investigation of the interaction of existing elements
because there are gaps in theory and practice in the real world, so one must look at policy
barriers that exist in the real world [54]. Existing compliance research focuses more on the
dimensions of power and trust as factors that influence taxpayer compliance behavior [55].
Still, taxpayers will make rational decisions in uncertainty by considering risk factors in
making tax decisions [4,56–59]. Risk analysis can improve the basic approach of compliance
risk management in determining rational decisions in carrying out tax compliance [60].

Large businesses play an essential role in the economy because of their significant
tax contribution to the state budget [61]. Reducing uncertainty (risk) is important in the
compliance strategy because uncertainty can cause a mismatch between the tax burden and
the tax paid [62]. Tax risk has a negative effect on company risk [63]. Tax risk is defined
from the perspective of tax practitioners and tax authorities as to the uncertainty about
future tax outcomes generated by current actions or activities or the failure to take actions
or pursue activities from economic risk, tax law uncertainty, and inaccurate information
processing [64]. Tax risk is uncertainty relating to corporate taxes, tax payments, and
corporate tax burdens in the future [65]. Tax risks will affect the achievement of strategy
and business objectives [66]. Saragih & Ali (2021) conducted a literature review of tax risk
and stated that few studies discuss it. Research on tax risk examines events from the point
of view of tax avoidance as it occurs [67–73], while other tax risk research focuses on sources
and measurements of tax risk [10,64]. Abernathy et al. (2019) tested how external auditors
respond to tax risk [74]. Wilde & Wilson (2018) encourage researchers to dig further into
the concept of tax risk to gain a deeper understanding of it. So, including the aspect of tax
risk is very important to understand the compliance behavior of taxpayers [75].

This study aims to analyze the effect of tax risk induced into the slippery slope
framework on corporate taxpayer compliance [13]. The tax risk dimension that is not
included in the reference model will be the 3rd variable in the SSF in addition to power and
trust, even though the tax risk dimension is essential in understanding corporate behavior
on tax compliance because it relates to the uncertainty faced by corporate taxpayers. The
level of tax risk seen from this study includes low, moderate, and high tax risks. This study
also analyzes the dynamic interaction between power, trust, and tax risk in one framework
to see the tax compliance model’s determinants comprehensively.

This study uses a Likert scale approach in the formulation and in-depth explanation
of tax compliance with trust, power, and risk dimensions. According to Torgler, (2016),
collecting data for research on tax compliance poses difficulties [76]. Therefore, creativity
is needed [77]. The existence of tax risk and changes in its values will be so similar that it
does not change the way of assessing tax compliance [13]. However, tax compliance will
change along with changes in the level of tax risk. Changes will be seen in the visualized
model carried out in this study. This study only includes the tax risk variable in the model
but does not conduct empirical testing. Nevertheless, this study contributes to completing
the conceptual gap regarding tax compliance behavior in corporate taxpayers by including
the dimensions of tax risk, power, and trust in one framework and analyzing the effect of
these three variables on the company’s efforts to fulfill tax obligations. It is hoped that this
study will provide a comprehensive understanding of the behavior of corporate taxpayers
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in their efforts to comply with taxes and what tax authorities and taxpayers should do to
reduce this.

1.1. Tax Compliance Theory in Economic Perspective

Tax compliance research begins with the theory developed by [56]: failure to comply
with tax regulations (non-compliance) is a form of criminal behavior. The theory of criminal
behavior states that a person exhibits criminal behavior not because of his motivation, but
because of the consideration of cost and benefits (benefits are greater than costs). If the
benefits of tax cheating or any form of criminal behavior outweigh the risks, people will
commit tax fraud or a corresponding crime [78]. Lawbreakers have a risk preference. More
severe offenses must be resolved more frequently and punished more severely than lesser
offenses. Tax compliance is a decision taken under uncertainty (risk) [56].

Tax compliance research [4,56,79] has determined that taxpayers, in making tax com-
pliance decisions, have the objective of maximizing the utility function and are willing to
bear the consequences of tax evasion, if detected and punishment is imposed. This indicates
a risk preference over audit probabilities and sanctions. The economic deterrence model
of tax compliance assumes risk aversion [58]. This study looks at the economic approach
(economic deterrence) by evaluating costs and benefits (cost–benefit analysis) when deter-
mining the amount owed, assuming that decisions related to tax reporting (tax declarations)
are decisions that are covered by uncertainty (risk) [4]. Taxpayers have rational behavior [4],
and seek to maximize the expected utility (expected utility maximizers) in their decisions
to report taxes and tax compliance [80–82]. We conclude that the Allingham & Sandmo
(1972) paradigm is tax compliance behavior as a decision based on risk considerations [4].

Taxpayers are driven to maximize their expected utility by rationally weighing the
importance and likelihood of various outcomes in their decisions [4,79]. The rational choice
model assumes that everyone knows all decision alternatives, weighs, and chooses the
option that produces the highest prospects. Still the taxpayer does not know all alternatives
and has bounded rationality (limited cognitive ability). Therefore, it can be said that
tax compliance behavior is an individual decision based on risk considerations (as an
individual decision under risk) [4,79]. Expected Utility Theory (EUT) is an analysis of
risk-based decision-making. The normative theory of rational choice in decision making
is often faced with uncertainty. In classical economics, rationality occurs when we are
unsure of the outcome resulting from the action to be taken (uncertainty), so the chosen
decision gives the highest expected utility. The basic premise in decision-making theory is
relevant to explain why taxpayers comply or do not comply with tax regulations. Based on
economic rationality, everyone has preferences and has alternatives to obtain the desired
results, presented through utility maximization. Therefore, utility theory is considered
capable of explaining economic behavior. Rational behavior is described such that the
standard economic model would maximize the expected utility [83,84]. The expected utility
of each decision alternative will be assessed by identifying the possible outcomes of each
choice and looking at the probability (likelihood) of uncertain outcomes.

Prospect Theory research critiques the expected utility theory (EUT), which is consid-
ered a descriptive model of decision making under risk, with criticism of decision making
that can be seen between prospects or gambles [57]. The choice among risky prospects
exhibits some inconsistent pervasive effects based on the basic tenets of utility theory. This
study examines the certainty effect, namely risk aversion in choices involving definite gains
and risk-seeking in substantial losses options. Prospect theory developed by Kahneman &
Tversky is the beginning of the development of modern behavioral economics [57,84]. Any
tax paid will be viewed as a loss by taxpayers. Therefore, everyone will pay attention to
the risks associated with their tax deductions. Prospect theory is a decision under risk.

1.2. Tax Compliance from a Psychology Perspective

Prospect theory draws criticism. The explanation of the motive for tax compliance
due to economic factors shows inconsistencies. Kirchler et al. (2008) said that taxpayers are
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willing to pay taxes and believe in the applicable taxation system. Hence, the tax compliance
model is based on an economic perspective, far from predicting tax evasion behavior
compared to the actual situation. Andreoni et al. (1998) show that audit probability has
little effect on compliance and conclude that subjective probability can be mediated through
psychological variables. The failure of the economic model to predict tax compliance makes
researchers aware that other aspects affect compliance from the perspective of psychology.
Psychological contract research conducted by Rousseau (1989, 1995) and Osterloh & Frey
(2000) contains a formal contract that the parties must obey the agreement. Psychological
contracts were later developed by Frey & Feld (2002) and Torgler et al. (2008). According to
the agreement, if there is a violation by the parties, there will be sanctions (Frey & Feld, 2002).
In the concept of a psychological contract, “taxpayers and the authority treat each other as
partners, that is, with mutual respect and honestly” (Feld & Frey, 2007). According to Torgler
& Schaltegger (2005), tax compliance will increase if the tax authority treats taxpayers as
partners, honest, fair, informative, and mutually beneficial. Trust that is built with respect
and good treatment is one of the variables that have an impact on tax compliance. The
psychological contract is based on a trust-based relationship between the government, tax
authorities, and taxpayers (Alm et al., 2012), believing that tax funds are spent according
to tax purposes. Planned behavior (theory of Planned Behavior) was developed by Ajzen
(1991). A person’s behavior is driven by three factors: behavioral beliefs, normative beliefs,
and control beliefs. James & Alley (2002) concluded that the two approaches (economic and
behavioral approaches) should support each other to increase voluntary tax compliance. In
their study, Fishbein & Ajzen (2011) use the assumption that individuals are rational and
would make judgments based on all available information. Individuals will examine the
consequences of their actions before making a choice (Musimenta et al., 2019).

1.3. Slippery Slope Framework–Power and Trust

Research on tax compliance prevention models (deterrence models) developed by
Becker (1968), Allingham & Sandmo (1972), and Srinivasan (1973) only looked at the factors
that affect tax compliance. This model is considered to fail to see the problem of tax
compliance in its entirety. This model cannot explain why taxpayers are willing to pay
taxes voluntarily without law enforcement (voluntary compliance tax) (Torgler, 2003b).
Feld & Frey (2007) proposed the psychological tax contract, and Torgler et al. (2008) are also
considered unable to explain tax compliance fully. Kirchler et al. (2008) then integrate tax
compliance from an economic and psychological perspective on tax behavior, which states
that the power of tax authorities and taxpayers’ trust in tax authorities are determinants
of tax compliance, as stated in the Slippery Slope Framework (Kirchler et al., 2008, 2014).
Increased power authority and trust building are used in SSF to obtain tax compliance. Tax
compliance will be enforced by power based on control and punishment, but trust building
leads to voluntary tax compliance.

The power dimension shows how people think the government can find tax evasion,
audit, and punish tax evaders. Power is considered high if audits are frequent and effective,
with high fines. Allingham & Sandmo (1972); Slemrod et al. (2001); Kornhauser (2007);
McKerchar & Evans (2009); Cummings et al. (2009); Alm et al. (2010); Jackson & Milliron
(2002); Braithwaite (2002); Frey & Torgler (2007), Palil & Mustapha (2011), Devos (2014);
and Nguyen et al. (2020) found that law enforcement through audits and sanctions will
improve tax compliance. The high probability of detection and sanctions will lead to
an increase in tax compliance. Taxpayers will report income and pay taxes for fear of
audits and fines. However, efforts that rely only on high power encourage negative tax
compliance (Olsen et al., 2018).

The psychological determinants of tax compliance are equally important as the prob-
abilities of audits and penalties (Kirchler, 2007). Tax compliance is also based on a trust-
ing relationship between taxpayers and tax authorities (Muehlbacher & Kirchler, 2010).
Empirical evidence has found many dimensions of trust in improving overall tax com-
pliance. Scholz & Lubell (1998) and Lisi (2014) found that trust had a positive effect
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on tax compliance. The trust factor is an important contribution to tax compliance.
Trust is obtained through knowledge of tax law, taxpayer attitudes towards government
and taxation, personal norms, perceived social norms and justice, and motivation to
comply (Hofmann et al., 2008).

Jimenez & Iyer (2016) stated that trust is determined by psychological aspects such
as social norms and justice perceptions. Kirchler et al. (2008) and Lisi (2014) state that
tax compliance tends to be maximal when trust is maximized (TCmax = Tmax). Trust is
an internal variable that depends on the tax climate, namely the relationship between tax
authorities and corporate taxpayers (Lisi, 2014). Kirchler et al. (2008) argue that taxpayers’
attitude is essential in the dimensions of power and trust. Power and trust are thought
to influence each other. Citizens with high trust will help to increase the authority of the
authorities, or vice versa when acts of excessive power (burdensome audits and fines) are
seen as signals of distrust. Lisi (2015) found an increase in trust significantly increased tax
compliance, while an increase in power had a lower positive impact.

The term slippery slope refers to the mutual influence of power and trust. A decrease in
one dimension can reduce another, which results in a significant reduction in tax compliance.
At the bottom is a condition of low power and low confidence, in which citizens seek to
maximize individual returns by avoiding taxes so that overall compliance is at a minimum.
Kirchler et al. (2010) found that trust increases voluntary tax compliance while power
decreases voluntary tax compliance. Power will increase enforced obedience, and trust
will decrease forced obedience. Strategic behavior was higher in terms of low trust and
high power than high trust and high power. Kogler et al. (2013) conducted SSF testing
and discovered that conditions of strong trust and power resulted in the highest degree
of compliance and the lowest amount of tax evasion. High trust indicates more voluntary
compliance, and high-power conditions indicate higher enforced compliance.

Kirchler et al. (2014) stated that trust was good, but control was better. Audits and fines
are used to combat tax evasion to prevent illegal behavior, but may have an undesirable
effect. The combination of high power and high trust reduces negative feelings, increases
intention to comply, and reduces tax avoidance (Olsen et al., 2018). Batrancea (2019) shows
that trust and power are not wholly complimentary, as demonstrated by the negative
interaction effect. Muehlbacher & Kirchler (2010) and Frey (2003) say that too frequent tax
audits and strict penalties can damage the trust of honest taxpayers in tax authorities or
communicate distrust to taxpayers. On the one hand, the absence of audits and fines can
cast doubt on the authority of tax officials and foster mistrust in their efficacy and integrity.
The SSF functions demonstrate that confidence in tax authorities grows with tax authority
power until it reaches a maximum, but that subsequent increases in tax authority power
have a negative effect on trust, ceteris paribus.

1.4. Tax Risk

Research on tax compliance, which started from the economics of crime until now,
is inseparable from the dimension of Risk. COSO (2017) defined Risk is the possibility
that events will occur and affect the achievement of strategy and business objectives.
ISO 3100 (2018) states that Risk affects uncertainty on objectives. An effect deviation from
the expected can address, create, or result in opportunities and threats. Risk is usually ex-
pressed in terms of risk sources, potential events, consequences, and likelihood. PwC (2004)
state that tax risk in an organization’s decisions, activities, and operations will cause var-
ious uncertainties, one of which is related to taxation. Tax uncertainty is related with
the implementation of tax rules and regulations, including how effectively the system
performs in determining tax returns for corporate activities and operations, which pro-
duces tax risk. Chen (2021a) said that tax risk is the uncertainty of corporate taxes, tax
payments, and corporate tax burdens in the future. Lavermicocca (2011) defines tax risk
as an event, action, or inaction in taxation strategies, operations, and financial reporting
that negatively impacts corporate taxes, business operations, or results in unexpected or
unacceptable monetary rates, financial statements, or reputation exposures. Tax risk is
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defined as a tax gap, the difference between the total amount of tax that must be paid
according to the regulations and the amount paid (Vdovychenko & Zubrytskyi, 2013).
According to Lin et al. (2019), tax risk refers to unexpected financial losses, negative ele-
ments, or unfavorable consequences resulting from the taxation process and issues. Risk
is a combination of the likelihood of something happening and the impact that appears
as a result. Risk appetite for taxpayers is often an important factor in the theoretical
approach to tax compliance. Changes in risk appetite can have an impact on tax risk.
Taxpayers may have different risk appetites (van Dijk & Siglé, 2015). Risk appetite reflects
the level of uncertainty in the organization and shows a “willingness to accept” risk. If
the company can accept more risk, it reflects a high-risk appetite and if the company does
not want to take risks, it reflects a low-risk appetite. Tax risks related to tax compliance
increase due to fluctuating tax policies (Deloitte, 2014). Risks associated with enforcement
by tax authorities and the company’s ability to comply with changes in tax laws (EY, 2014).
Eberhartinger & Zieser (2021) and Neuman et al. (2020) use best risk practices published
by PwC (2004), Deloitte (2014) and EY (2014). PwC (2004) divides tax risk into two kinds,
namely risks from internal and external sources (see Figure 1). Internal risk is the risk from
internal sources that can be managed within the company. Meanwhile, the external risk
is a risk that originates outside the company and cannot be managed by the company or
is beyond the company’s control, such as changes to laws, unexpected court decisions,
changes from the government, etc. External risk is as important as internal risk. Internal
risk is divided into two areas, namely specific and generic areas.
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Figure 1. Source of Corporate Tax Risk.

Specific risk areas include (1) Transactional Risk, the risk and tax exposure of certain
transactions carried out by the company. Every transaction may be subject to uncertainty,
especially for complex and non-routine transactions. The more unusual or less routine
a transaction is, the greater the tax risk on that transaction. Transaction risk usually
occurs in non-routine transactions (not routine transactions such as sales of products or
services). Tax risks associated with transactions such as acquisitions, dispositions, project
restructuring, substantial reorganization, mergers, financing transactions, tax-driven cross-
border transactions, and internal reorganizations are often higher risk. (2) Operational
risk is the risk of implementing laws, regulations, and tax decisions in the company’s
daily business operations. The degree of tax risk varies depending on the type of activity,
such as the determination of transfer pricing. Compare sales of third-party products with
sales of products across intra-group borders. Cross-border transactions carry greater risk.
When a company operates globally, there may be a tax risk of becoming taxable in the
country in which it operates. The closer the tax function is to corporate activities, the more
effectively it can control risks. The examples of the operational risk area, new business
and operating models and the influence of technical advancements are all examples of
operational risk. (3) Compliance risk is associated with fulfilling an organization’s tax
compliance obligations (Neuman et al., 2020; PwC, 2004). Compliance risks arise from
preparing, completing, and processing corporate tax returns for any tax. Compliance risk
also encompasses risks inherent in the company’s systems, processes, and procedures for
preparing and submitting tax returns and responding to any inquiries or issues raised
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by the authorities. The integrity of the underlying accounting information and systems
is a compliance risk. It has been ascertained that the tax compliance analysis process
is based on current knowledge of the most current tax rules and practices and efficient
technology. Of course, there is a trade-off between costs and risks taken. What needs to
be considered is ensuring that no errors appear on any tax return will almost certainly
be prohibitively expensive. The company will engineer the process and reduce costs a
little without impacting the risk position. However, the attitude towards tax sanctions
must be determined. Low risk means no tolerance for compliance (no error rate), a high
risk of receiving a high error rate. The risks associated with the agreement of tax returns,
as well as investigations into or audits of submitted tax returns by fiscal authorities, are
all part of the tax compliance risk. There is a link between compliance and reputational
risk (PwC, 2004). Lack of effective management, poor accounting records or controls, data
integrity difficulties, insufficient resources, system changes, legislation changes, revenue
investigations, and particular local in-country customs, practices, and compliance emphasis
are all common causes of tax compliance risk. Compliance risk includes the inherent risk of
the company’s systems, processes, and procedures (inherent risk) in reporting tax returns
or other required documents, payment of taxes, or adequate documentation, which may
pose financial risks after inspection, including penalties and interest incurred. (4) Financial
Accounting Risk is a risk in the field of financial accounting that arises due to changes
in legislation, changes in accounting systems, and changes in accounting policies and
standards. Some accounting records require estimates. The figures in the account contain
uncertainties that exist in the interpretation or application of laws used to calculate tax
rates, data quality, and provisions necessary to cover uncertainties and an acceptable level
of materiality. Unquantified risk will produce a high risk or low degree of certainty.

Generic risk areas are more about how to manage existing risks. Generic risks include
(5) Managerial risks, which are not appropriately managed by specific risks. Managerial
risk, among others, is caused by changes in tax personnel and company business personnel.
Corporate tax information is often carried in the heads of people in the corporate tax
division. When they resign, they will take the tax information they know, which has not
been well documented. It could also be because the company does not have experience
or new human resources in taxation. (6) Reputational risk involves a broader impact on
the company. Risks arise from corporate actions related to taxes that are a matter of public
knowledge and impact broader business interests. Businesses must evaluate the impact of
litigating a tax problem in a public forum, such as tax authority raids, investigation press
releases, and the courts’ information about company activities may influence changing
perceptions of consumers, suppliers, and employees. Aggressive tax planning may be
detrimental to a business’s reputation. The danger to one’s reputation includes a raid or
inquiry by the Internal Revenue Service, press statements, judicial proceedings, or legal
action developments in politics. For a business, reputation risk is essential (7) Portfolio
risk is the total risk associated with transactional, operational, and compliance risks taken
together and the interaction of three different specific risk areas. Certain transactions may
be below the risk threshold, but are revealed to represent an unacceptable cumulative
risk profile when combined with other risks. The company must consider the worst-case
scenario and its impact on the income statement and balance sheet, as well as whether it
is acceptable.

Businesses can assess portfolio risk by analyzing the impact and likelihood of certain
risks that occur. Ying et al. (2019) add to financial risk in their research on the manufacturing
industry. Risks related to tax are financial and reputation risks PwC (2019). Internal risk is
managed within the organization (controllable risk), while external risks that cannot be man-
aged by the company but are very important affect the company, such as changes to laws or
unexpected court decisions that can cause actual losses for the company. Borrego et al. (2015)
and Lavermicocca (2011) assert that the Income Tax Law’s ambiguity and complexity con-
tribute significantly to tax risk, which eventually results in firms failing to comply with the
Income Tax Law. According to Kirchler (2007), tax law is too complex to be fully understood.



Sustainability 2022, 14, 14670 8 of 18

The main tax risk is complex tax laws, regulations and many items that allow ambiguous
and controversial interpretations (Artemenko et al., 2017; Tsamis & Liapis, 2014). Changes
in tax regulations are one source of tax risk (Artemenko et al., 2017). Therefore, we conclude
that tax risk is the possibility of events, current tax action and strategy, tax law, and regula-
tions for fulfilling tax obligation to affect future tax outcomes and impact the achievement
of the company’s strategy and objectives.

This study hypothesizes that the level of tax risk affects tax compliance. The interac-
tion between trust, power, and tax risk in a Slippery Slope Framework affects corporate
taxpayer compliance.

2. Materials and Methods

This study attempts to provide a mathematical model that illustrates the slippery slope
model of Kirchler et al. (2008) by including tax risk as a fourth dimension that changes how
sloppy the model would be without violating any of its authenticity. It is to be understood
that previously, Kirchler et al. (2008) did not provide a mathematical formulation of their
slippery slope model. However, given the limitations it is still possible for the graph itself
to reveal various information and criteria that can be inspected; using these, we then can
extract underlying statements that form the slippery slope model to create a set of suitable
mathematical conditions for modeling the slippery slope.

The stages in forming this mathematical approximation are divided into two parts:
the first stage revolves around finding a mathematical notion that can describe the slippery
slope regarding the power, trust, and tax compliance dimensions; the second stage will then
revolve around the attempt to induce the tax risk variable into the mathematical model
that has been built by the first stage (without altering any significant mathematical notion
we have built). In other words, the tax risk variable will affect the slippery slope without
changing how tax compliance, trust, and power change each other’s value as assessed and
described by Kirchler et al. (2008). By choice, we would define our model using functions
that revolve around numerical powers.

The essential variables and their notation for this paper in the modeling representing
the slippery slope will be P = Power, T = Trust, R = Tax Risk, TC = Tax Compliance. To
provide limitation to certain values for the model, an important constant for this model is
introduced; that constant would be the upper limit of the Likert scale used to gather data.
To show further development and provide an example, we will then show our model when
the constant L is changed into 4, an upper limit of a Likert scale we could use to gather
data. It is to be understood that in the formulation process later before reaching the final
formulation, we would let L act as an important limiting value that is crucial in developing
the best formulation possible.

3. Results

The main importance in defining our mathematical model is in such a way that it
would fit the SSF geometrically; therefore, we would take geometrical inferences based on
the SSF of Kirchler et al. (2008) and also premises developed from the theory and previous
research that underly SSF as our main lead. The requirements for the mathematical model
in this study are:

1. (P, T, TC) = (1, 1, 1) for all values of R such that 1 ≤ R ≤ L
2. (T, TC) = (L, L) for all values of R and P such that 1 ≤ R ≤ L and 1 ≤ P ≤ L
3. (P, TC) = (L, L) for all values of R and T such that 1 ≤ R ≤ L dan 1 ≤ T ≤ L
4. ∂TC

∂T ≥ 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L
5. ∂TC

∂P ≥ 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L

6. ∂2TC
∂T2 ≤ 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L

7. ∂2TC
∂P2 ≤ 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L

8. ∂TC
∂T = 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and P = L

9. ∂TC
∂P = 0 for each value of T, R, and P such that T = L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L
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10. ∂2TC
∂T2 = 0 for each value of T, R, and P such that T = L, 1 ≤ R ≤ L, and 1 ≤ P ≤ L

11. ∂2TC
∂P2 = 0 for each value of T, R, and P such that 1 ≤ T ≤ L, 1 ≤ R ≤ L, and P = L

The above requirements are obtained from the information taken from the visualization
of Kirchler et al.’s SSF. Requirements 1~3 are adopted from the information regarding
the “corner points” in the SSF model. Requirements 4~7 are adopted as assumptions to
maintain the shape of our model so that it fits the fact that the increase in tax compliance
will be in “diminishing returns” as the values of power and trust approach the highest
level (Kirchler et al., 2008). Requirements 8~11 are adopted from the information regarding
the “edges” in the SSF model, which maintain some similar values along a given condition.
This model will then induce tax risk as a variable in the model such that whatever value it
holds it still will hold all the given assumptions for the model for any possible values of
the other variables.

The modeling in this study is expressed in the form of tax compliance (TC) as
a direct function of T, P, R, and L for simplification purposes. The modeling takes
an assumption that the change in the values of trust and power will have the same
relationship and correspondences to tax compliance values when other variables in the
function are considered constant. In other words, the formulation should be made such
that it would be equivalent if the variable T is interchanged with the variable P. The first
consideration for this modeling starts with the constraints represented by requirements
4~7; the first and second derivatives represent the concept of “diminishing returns” as
the power and trust values approach their highest levels, providing a wide selection of
“model types” such as models with trigonometric function(s), Euler constant function(s),
numerical power function(s), or a combination of some of them. The given function
should then help with the mathematical motivation in inserting the tax risk variable
in the model. We proceed to define our model using a function revolving around
numerical powers.

Without loss of generality, the formation of the “shadow” model will be reviewed first
by approximating the TC expression in T when P is ignored. TC must be 1 when T is equal
to 1, but TC must be L when T is equal to L. When T increases TC will also increase, but
as T approaches L, the increase in TC will decrease following the concept of “diminishing
returns”. The formulation will progress through this initial formulation stage:

TC = L − g(L, T, R)

where g(L, T, R) is a function that can be expressed by L, T, and R, which fulfils the
following requirements:

0 ≤ g(L, T, R) ≤ L − 1

∂g(L, T, R)
∂T ≤ 0

∂2g(L, T, R)
∂T2 ≤ 0

These constraints of course do not violate any requirements stated. Through certain
inspection, a formulation such as the following is chosen to become the “shadow” of the
complete formulation:

TC = L − (L − T)h(R)

(L − 1)h(R)−1

h(R) is a function in R (taken from the Likert value) such that when R increases then
the tendency of the value of TC to increase decreases; alongside that, h(R) is also induced in
such a way that all values of TC cannot be higher when R is higher and the other variables
are kept constant; this is to align with our explanation of how tax risk would work with the
changes in tax compliance. Due to that, it would be understood that in this formulation,
h(R) would increase as R decreases for every value of R taken. On the other hand, the
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“shadow” model of the expression TC in P when T is not considered directly can be formed
from the above equation when the variable T is changed to P:

TC = L − (L − P)h(R)

(L − 1)h(R)−1

These two “shadow” models are combined so that for any value and change, it
would still be in the constraints of the original requirements. Furthermore, it considers
the simplification such that the changes in TC when P is changed on a certain effect and
magnitude will be the same when T is changed on the same effect and magnitude. Certain
fitting processes are then carried out so that the resulting model maintains Kirchler et al.’s
SSF authenticity. The essential coordinates are then maintained as per requirements 1~3.
The following is a modified model to include TC, T, P, and R (in h(R)).

TC = L −

√√√√ (L − T)h(R)

(L − 1)h(R)−1
× (L − P)h(R)

(L − 1)h(R)−1

If expanded, the model will take the following form:

TC = L −

√(
P.T − L.P − L.T + L2

)h(R)

(L − 1)h(R)−1

When we enter the value of L as 4 to match it to a certain Likert scale we would like to
use, then the model will take the following form:

TC = 4 −

√
(P.T − 4P − 4T + 16)h(R)

3h(R)−1

The visualization results that we expect and receive from this model when tax risk
changes are as follows:

When the tax risk is low, as shown in Figure 2, the curve increases, meaning that a
low level of tax risk in corporate taxpayers will make it easier for companies to comply.
Lower tax risk does not necessarily guarantee compliance from corporate taxpayers; rather,
it makes it easier for the taxpayer to comply. However, if the tax risk level is moderate, it
will be seen in Figure 3.
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ually that as tax risk increases, it becomes increasingly difficult for corporate taxpayers to 
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Figure 3. Tax Risk Moderate.

In Figure 3, the increase in the level of risk that the company must face will cause
corporate taxpayers to find it increasingly difficult to comply with tax regulations. However,
supposing the tax risk level is very high (see Figure 4), corporate internal risk such as
a lack of effective accounting, tax controls and documents, data integrity, and changes in
systems will increase compliance risk. Therefore, external risk such as legislation changes,
complexity and ambiguity of tax regulations will increase compliance risk, effecting tax
compliance. It will be increasingly difficult for taxpayers to comply; this does not mean that
they do not want to comply, but that tax risk makes it more difficult or hinders companies
from complying.
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Figure 4. Tax Risk High.

On the theoretical basis that has been described previously, it can be understood
visually that as tax risk increases, it becomes increasingly difficult for corporate taxpayers
to improve their tax compliance and vice versa. Observe Figure 5. If three graphs with
different R levels—low, medium, and high—are to be compared, it can be understood
visually that the graph with the lower R value will have their plane “above” the other plane
with the higher R value (except for those on the constrained values) as the plane on the
graph with the higher R value is sloped, inferring that entities will absolutely comply more
to taxes if the given tax risk is lower.
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Figure 5. Trust, Power, and Tax Risk (TPR) Model.

As explained before, it can be further implied from Figure 5 that the level of tax risk
will significantly affect the efforts of corporate taxpayers to comply as low tax risk will
result in a higher TC value than the medium and high levels of risk. Ultimately, any
value for tax risk will provide the same characteristics kept in the SSF; namely, how the
“diminishing returns” concept is still being kept.

This study shows that the level of tax risk influences the efforts of corporate taxpayers
to comply. When the tax risk is low, the plane becomes steeper, meaning that a low level
of tax risk in corporate taxpayers will make it easier for companies to comply when the
quality of trust and power increases. It is to be understood that there will be no guarantee
that the company will comply if the tax risk is at its lowest; however, as tax risk increases,
it would be easier for the company to comply as the quality of trust and power increases.
Even companies with low risk levels should not have a level of trust or power of less
than two on the Likert scale (less trust or less power). Therefore, the tax authorities must
maintain the levels of trust and power at a minimum of two (it should not be less than two).
When it is less than two, it will cause a decrease in the slope of tax compliance. As we can
see, if the tax risk level had become moderate, it will be more challenging for to increase
the tax compliance in value as lower increases in tax compliance are permitted with the
same amount of increase in the quality of trust and power increases, which means that the
increase in the level of risk faced by the company will cause corporate taxpayers to find it
increasingly difficult to comply with taxes. Moreover, suppose the level of tax risk is high.

The graph in Figure 6 provides a further explanation regarding the nature of Figure 6
regarding how levels of tax risk would influence the increase in TC as either T or P
increases. The chart below shows a 2-dimensional graph that would show how the level of
tax risk affects the increase in tax compliance when T increases while P was maintained at
a certain value.
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When the T value increases to a certain value (e.g., T1 (see Figure 5)), different levels
of tax risk will affect the increase in TC differently. Low Tax Risk (LTR) will result in the
highest growth in TC compared to Moderate Tax Risk (MTR) and High Tax Risk (HTR).
Looking at the increases of the TC between the three curves, namely x1, x2, and x3, it can be
understood that x1 < x2 < x3; therefore, the value of the TC increases is lowest at HTR and
highest at LTR. This explanation would be similar when we look at the situation when P
increases but T was maintained at a certain value.

A simple explanation to conclude this perspective is that a company’s perspective on
its TC is much “easier” to increase if its surrounding provides an inference that the tax risk
is low. The lower the level of tax risk is on its surroundings, the “easier” it is for a company
to comply, as demonstrated by the higher TC values.

In this case, tax risks will be increasingly difficult for taxpayers to comply with.
However, it is still to be understood that it does not imply that a high level of tax risk
would infer a condition in which taxpayers will ultimately not want to comply; a high level
of tax risk would only imply that it would be very difficult for taxpayers to increase their
compliance as the quality of trust and power increases because the hindrance to compliance
is high. Tax risk will affect the level of tax compliance regardless of the existing quality
of trust and power. Tax risk does not guarantee that taxpayers will ultimately comply
or not comply with paying taxes at all. Nevertheless, tax risk will help to facilitate or
hinder corporate taxpayers in complying; especially in companies that have a high level of
complexity with ambiguous and uncertain tax rules.

The four-dimensional formula generated from this study could be specified to any
Likert scale, such as maximum values for the Likert scale of 4, 5, or 7. Furthermore, this
formulation already meets the theoretical basis of tax compliance. It also meets the original
thought proposed by Kirchler et al. (2008) when making the SSF.

Replacing values in R would then add a deeper and more mathematically proven
understanding of the tax risk variable as a dimension that effects tax compliance—it does
facilitate in telling the differences in compliance between corporate taxpayers, but ulti-
mately does not change the shape and the tendency of its changes in the tax compliance
graph. This study provides a basis for the interaction between the variables in a mathemati-
cal approach.
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4. The Effect of the TPR Model on Tax Compliance on Tax Policy Considerations

The dimensions of power, trust, and tax risk in the framework show the important
role of corporate taxpayers and tax authorities in increasing compliance. Tax risk can
prevent companies from complying, both as tax risk originating from the company itself
(controllable risk) and tax risk arising from external (uncontrollable risk). Corporate
taxpayers cannot control power and trust, but both parties can manage tax risk at an
acceptable level by increasing tax compliance. If both parties can adequately address the
tax risk, then there will be “no tax surprises.” Tax risk that is not appropriately managed can
increase and create actual losses for companies and tax authorities’ objectives. Corporate
taxpayers must identify tax risk and assess the key tax risk faced by the company correctly
and appropriately. Then, they must manage tax risk to an acceptable level. Documented
and tested internal controls are needed to reduce existing risks. In addition, a tax control
framework is necessary to face this issue and result in minimum tax risk (acceptable tax
risk). Companies must also ensure that the resources that will be responsible for managing
tax risk have the skills and abilities to do so. The role of corporate tax leaders in managing
tax risk is also crucial in determining the level of acceptable risk. Leaders classified as risk
averse tend to be conservative in making tax decisions. In contrast, corporate tax leaders
who are risk takers tend to be aggressive in managing the level of corporate tax risk, which
affects the level of corporate tax compliance. On the other hand, companies that do not
manage tax risk well can encounter surprises or worse. Therefore, Tax Risk Management
needs to be a priority for the company.

Companies must manage tax risk to an acceptable level to achieve company goals and
not harm shareholders through potential disputes or reputational risk. From the perspective of
tax administration, risk is considered an event that impacts the objectives of tax administration.
Risk-based regulation focuses on the risk, not the law (Black & Baldwin, 2010; OECD, 2010). In
conditions of high tax risk caused by regulations and policies of the tax authorities, the mere
emphasis on power becomes less relevant. Bronzewsk (2016) stated that to improve tax
compliance, and tax authorities should not leave taxpayers to fend for themselves in the tax
forest. Reducing the level of risk originating from tax regulations is carried out by providing
services (making it easy or assisting in complying) and certainty through cooperative com-
pliance programs and technology. Tax authorities should assist corporate taxpayers with a
record of compliant taxpayers or in trying to comply in lowering the level of tax risk to make
it easier for companies to fulfill their tax obligations. Power through audits and fines will
burden taxpayers and create a cost of compliance on both sides. Cooperative compliance will
ultimately increase trust and decrease risk, while trust increases will improve tax compliance
and benefit both parties.

5. Conclusions

This study has arguably found a way to include the tax risk variable in the SSF and
has shown mathematically and visually how that inclusion affects the relation between
the change in the values of TC, T, P, and R. Before the final formulation of our study, the
determinants of tax compliance in corporate taxpayers consist of dimensions of power
and trust. Inducing tax risk on the determinants could help tax authorities to better
understand tax-paying behaviors from taxpayers, giving better insights to adjust tax rulings
through policy.

This study found that tax risk produces significant changes and effects on the whole
tax compliance issue in which the level of tax risk affects the effort and tendency of a
corporate taxpayer to comply. Low levels of tax risk will make it easier for corporate
taxpayers to comply when the quality of trust and power increases, while a higher level of
tax risk will make it harder for corporate taxpayers to comply when the quality of trust
and power increases. However, it is to be understood well that low levels of tax risk do
not eventually guarantee that the company will comply; it does however make it easier for
the company to comply. It is also to be understood well that tax risk will affect the level
of tax compliance, regardless of the existing quality of trust and power. Some types of
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companies arguably will not need to understand how the tax risk will affect other variables;
tax risk would still ease or hinder the increase in compliance with tax paying, even in and
especially on companies with a high level of tax-paying complexity and ambiguous tax
quantity rulings.

Another conclusion should be accounted for in our formulation processes. The for-
mulation process of our modeling only limits itself with certain accounted simplifications
and inspections that would lead to the final formulation. Some of the most prominent of
these simplifications and inspections are the fact that we determined that the changes in TC
when P is changed with a certain effect and magnitude will be the same when T is changed
on the same effect and magnitude; in addition, we directly choose to define our model
using a function revolving around numerical powers. It is to be believed that other kinds
of models revolving around other mathematical notions could still fit all the requirements;
the choice to base the formulation revolving around numerical powers is purely by certain
belief that the model would work well in this case. As for the simplification, future research
is encouraged to find a way to discover a formulation that would also fit different effects
for the change in trust and power, and also how these correspond to each other.

If the final formulation is regarded well, future research can use this model as the basis
for fitting the model for approximating the h(R) function using the provided data. However,
it is to be understood that some special requirements for h(R) would still need to be fulfilled,
which must obey the concept of “diminishing returns” as embraced by Kircler et al.’s SSF
and also the theoretical belief that higher tax risk would provide higher hindrance for the
increase in the quality of tax compliance. As with the final formulation given in this study,
the value of h(R) should not be less than 2; otherwise, the graph’s curve will turn concave
and violate the concept of “diminishing return”, which should be embraced. In addition,
h(R) should be lower as R gets higher. It is to be understood that the special requirements
for h(R) will be different with different formulations; further studies are encouraged to find
themselves the requirements that would fit with h(R) or any representation of R in their
final formulation. This study, however, did not include any fitting using empirical data.
We would expect future research to test or fit this model empirically.

From these findings, it can be inferred that it is in high importance for corporate
taxpayers to manage corporate tax risk and build an adequate tax control framework and
technology. It is also important for tax authorities to analyze taxpayer risk and then provide
a policy approach based on the risk analysis so that they can treat taxpayers according to
risk assessment. Furthermore, it is crucial for tax authorities to help corporate taxpayers in
reducing tax risk arising from policy or legal uncertainty in order to avoid unnecessary risks
that could arise from the company. All in all, everything considered, the accessibility and
tendency in helping to reduce tax risk by tax authorities, when done well, could eventually
help taxpayers to reach a higher tax paying compliance nature.
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