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ABSTRACT

Taxes are one of the most dominant revenues in the APBN. However, the fact is that the tax potential is not being
utilized properly. It is due to the low level of the tax ratio in Indonesia compared to other ASEAN countries. The
low level of the tax ratio is due to the prevalence of tax evasion and even tax evasion. This study aimed to analyze
the effect of government ownership, family, institutional, foreign, leverage, profitability, firm size, and audit
quality on tax avoidance. The method used in this study is the Partial Significant Test (T-Test). The results of this
study are government and institutional ownership structure have a positive effect on tax avoidance. Meanwhile,
family, foreign ownership structure, company leverage, profitability, company size, and audit quality do not affect

tax avoidance.
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1. INTRODUCTION

Tax is a mandatory contribution paid to the state
by individuals or entities that have been regulated by
law. Taxes have an important role, namely as the main
revenue sector in the APBN (State Revenue and
Expenditure Budget). According to [1], recorded, the
2020 State Budget of the total state revenue is Rp
2,233.2 trillion, consisting of tax revenues of Rp
1,865.7 trillion, non-tax revenues of Rp 367 trillion,
and grant receipts of 0.5 trillion. However, in fact, the
potential for tax as state revenue is not in accordance
with taxpayer compliance. It is supported by previous
data shown [1] which notes that the tax ratio in
Indonesia is only around 10-11%. Indonesia's tax ratio
in 2017 was 10.7%, in 2018 it was 11.4%, in 2019 it
was 11,1% and in 2020 it was 11,6%. Based on these
data, Indonesia is still far behind other countries in the
ASEAN region such as the Philippines at 14.2%,
Malaysia at 13.1%, and Thailand at 14.8% as
previously shown [1]. The low tax ratio in Indonesia
is also caused by the low compliance of taxpayers,
including tax evasion.

On the other hand, the government has made
regulations to avoid taxes legally without violating tax
laws by taking advantage of tax avoidance loopholes

in the tax law. The tax avoidance action can provide
direct benefits such as increasing cash flow and net
income after tax expense presented in the financial
statements and increasing book income, after-tax cash
flow, and net assets in the company's financial
statements [2]. Tax avoidance behavior can be
explained by agency theory at the corporate level.
Ownership structure can be one factor in reducing
information asymmetry from the management for
opportunistic actions. Management's opportunistic
actions can be in the form of making decisions that are
not in accordance with the shareholders' objectives.
Ownership structure can also affect the company's
financial performance and decision-making. A
centralized ownership structure has the potential to
cause tax avoidance.

Company management is very likely to choose tax
avoidance practices and strategically choose to
increase profitability. Separation of ownership affects
corporate tax practices [3]. Differences in interests
between owners and agents can affect corporate tax
compliance. Management can do tax avoidance to
increase their compensation through good financial
performance. Previous studies related to tax
ownership and avoidance such as research [4] which
examined government, family, and foreign ownership
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effects on tax avoidance. Furthermore, research by [5]
shows government ownership and control versus
institutional ownership significantly affects tax
avoidance. The strategy to maximize management's
welfare that deviates from the company's goals is
what creates problems because of inappropriate
policies. These problems can provide an opportunity
for management to manipulate the amount of the
company's taxable income so that the tax burden that
the company must pay becomes lower [6].

Reporting the results of the company's financial
statements where financial ratios are compared with
the level of tax aggressiveness that agents may carry
out can be a way to control agent actions in tax
management [6]. [7] stated that the compensation and
benefits received by management affect tax
avoidance. Family companies are most likely to
benefit from tax avoidance from corporate control
because company owners can control share ownership
with voting rights in decision-making [8]. Owner
control in the company is also supported by the
phenomenon where in Indonesia, investor protection
tends to be weak, the controlling holder uses this to
practice tax saving. Maximizing company resources
to gain profits and political connections is the goal of
tax planning in companies controlled by government
ownership [9]. Companies controlled by the
government are very likely to pay taxes at low rates
because of political connections owned by companies
[10] states that companies with political connections
are positively related to tax aggressiveness actions.

Political connections will make companies more
aggressive in tax planning, so there will likely be a
decrease in public transparency [11]. Government
companies are more aggressive in committing tax
evasion due to the weak enforcement of sanctions and
regulations in Indonesia. Manager's strategy in tax
avoidance has a negative effect on shareholder
decision making so that it has a bad impact on the
company's image in the eyes of investors. The desire
to maximize the welfare of managers and
shareholders is also a motivation for managers to
carry out tax avoidance strategies. [12] state that
institutional ownership in companies has an impact on
corporate tax planning policies. Research [13] states
that the amount of share ownership by foreign
investors has a positive effect on the level of tax
avoidance by the company. Regarding foreign
ownership, the study results also show that banks
owned by foreign investors pay lower taxes in some
countries.
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One of the risks that will be faced by the company
if obtaining funding in the form of high debt will
result in the company's obligation to pay high debt
interest. The increase in the company's leverage will
increase the interest costs arising from the debt, thus
the tax burden will decrease. On the other hand, the
decrease in the level of taxes that must be paid is
certainly very meaningful for companies with high
taxes. Associated with the company's financial
performance, not only the level of leverage that can
also affect the company's tax, but the company's
performance in generating profits can also affect the
management's decision to do tax avoidance. The
profitability —ratio measures the company's
performance to generate profits. Tax planning is very
likely to occur when companies evaluate their
performance with profitability ratios to plan profits
for each period determined based on the targets to be
achieved. An increase in the amount of profit earned
will also increase the amount of income tax, so this is
what encourages companies to take tax avoidance
actions to avoid increasing the number of tax costs.

Regarding the company's size, large companies
tend to do tax avoidance because the amount of
company profit is positively proportional to the tax
burden. In addition, large companies' profits are also
more stable.

In conducting audits, of course, many companies
entrust their reports to be audited by the Big Four
Public Accounting Firms (KAP) because they are
considered to be of higher quality and more capable.
The big four KAP is also believed to be able to limit
earnings management practices where is one of the
activities of tax avoidance. Therefore, the better the
quality of the audit produced, the less tendency the
company has to manipulate the company's profits, and
there will be minimal tax evasion.

Therefore, this study raises the problem of how
does the analysis of government, family, institutional,
foreign ownership, leverage, profitability, firm size,
and audit quality affect tax avoidance? Thus, the
purpose of this study is to analyze the effect of
government, family, institutional, foreign ownership,
level of leverage, level of profitability, firm size, and
audit quality on tax avoidance?

The hypothesis in this study are:

H1: Family ownership has a positive effect on
tax avoidance
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H2: Government ownership has a positive effect
on tax avoidance

H3: Institutional ownership has a positive effect
on tax avoidance

H4: foreign ownership has a positive effect on tax
avoidance

H5: Leverage has a positive effect on tax avoidance

H6: Profitability has a positive effect on tax
avoidance

H7: Firmsize has a positive effect on tax avoidance

H8: Audit quality has a negative effect on tax
avoidance.

2. RESEARCH METHOD

This study uses a quantitative approach based on
research theories and hypotheses that aim to answer
research questions regarding whether there is a
relationship between each variable. This study
examines the influence of corporate ownership
structure, leverage, profitability, firm size, and audit
quality on tax avoidance. The secondary data used in
this study was obtained from the annual reports of
companies listed on the Indonesia Stock Exchange
based on predetermined criteria from 2017-2019. The
sample in this study was 250 shares of companies
listed on the Indonesian stock exchange. Quantitative
data used in this study are financial statements and
company annual reports.

2.1. Variable Measurement

The dependent variable in this study is tax
avoidance. In this study, the measurement of tax
avoidance uses the Cash ETR measurement. This
model was also carried out in several previous studies
by [14]. With the following formula:

cash taxes paid
CashETR =

pre — tax income

Measurement of family ownership is measured
using the largest final controlling share ownership
Dummy. If the ultimate controlling share ownership
is by the name of an individual in one family or a
family group, it will be assigned a value of 1 and
otherwise 0. The measurement of government
ownership used in this study was previously also used
by several previous studies, including research
conducted by [15].
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Government Ownership
the number of shares of the government

total outstanding shares at the end of the year

Measurement of institutional ownership like this
is also used in research conducted as previously
shown [5].

Institutional Ownership
the number of shares of the instituional

~ total outstanding shares at the end of the year

Foreign ownership in this study uses the
percentage of foreign share ownership as this is also
used in research conducted as previously shown [13].

Foreign Ownership
the number of shares of the foreign

" total outstanding shares at the end of the year

Managerial Ownership is calculated by the
following formula [16].

Managerial Ownership
the number of shares of the managerial

" total outstanding shares at the end of the year

In measuring this audit quality variable, a dummy
variable is used :

0= Companies that use non-big four KAP services
1= Companies that use big four KAP services

A company's profitability is calculated using
return on assets (ROA). The greater the value of a
company's ROA, the greater the value of the
company's net income and the better the management
of company assets in obtaining profitability.
According to [12] and [14] good company
profitability tends to have a higher level of effective
tax rates. Thus the ROA coefficient can indicate low
tax avoidance.

pre — tax income

Return on Assets =
total assets

Leverage aims to calculate funding from third
parties used by the company. The greater the value of
the company's debt, the lower the company's ETR
value, thus the company's leverage coefficient can
show a positive effect on tax avoidance.

long — term debt

Leverage =
total assets

The size of the company can be measured by the
total assets / large assets of the company by using the
value calculation with the natural logarithm (Logn) of
Total Assets [17].
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2.2.
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SIZE = (Total Assets)

Data Analysis Technique

Statistical analysis used in this study is the t Test.

The

form of the regression model used in this study is

as follows:

CTA;; = a; + B, Family;, + B,Gov;,

+ B;Institutional; ;

+ B,Foreign; ;

+ BsAudit Quality; , + S¢Profit; ;
+ B;Lev;, + BgSize;

3. RESULTS AND DISCUSSION

Table 1. Partial Significance Test (t-Test)

Coefficients
Stand

Unstandardized a“é'ze C | si

Model Coefficients Coeffi
cients
Std.

B Error Beta
(Constant) 0401 | 0.245 1.640 102
Family -150 | .075 -225 | -1994 | 0.047
Ownership
Government | 0110 | 0.103 | -0.16 | 2523 0.043
Ownership
Institutional 0.153 | 0065 | 032 | 2734 0.005
Ownership
Foreign -121 0.070 | -018 | -1.720 | 0.087
Ownership
Leverage -009 | 0053 | -155 | -1801 | 0.073
ROA -089 | 0212 | -029 | -4.216 | 0.000
Company 0.002 | 0.008 | 0.021 | 0.245 0.806
Size
Audit Quality | 0.019 | 0.023 | 0.057 | 0.837 0.403
Dependent Variable: CETR

Based on the results of the t-test in the table above, it can

be explained as follows.

1

The family ownership has a value of sig<a
(0.047<0.05), however, the beta coefficient value
shows a negative direction, so H1 is rejected. This
means that the family ownership has no positive
effects on tax avoidance. This is in contrast with the
results of research by [18-20] which state that family
ownership has a positive influence on tax avoidance.
This result is in accordance with the results of research
by [14, 21-22] which state that family ownership does
not affect tax avoidance.

The government ownership variable has a value of
sig.<a (0.043<0.05). The beta coefficient value shows
a positive direction, thus H2 is accepted. This means

that the government ownership variable has positive
effects on tax avoidance. This result is in accordance
with the results of research by [23-24] which state that
government ownership has a positive effect on tax
avoidance. In contrast with the results of research by
[19], [22], and [25] which state that government
ownership does not affect tax avoidance.

The Institutional ownership variable has a value of
sig.<a (0.005<0.05), The beta coefficient value shows
a positive direction, thus H3 is accepted. This means
that institutional ownership variables have positive
effects on tax avoidance. This result is in accordance
with the results of research by [21, 26-27] which state
that institutional ownership has a positive influence on
tax avoidance. In contrast to the results of research by
[28] which states that institutional ownership does not
affect tax avoidance.

The foreign ownership variable has a value of sig>o

(0.087>0.05) and beta coefficient value shows a
negative direction. Thus H4 is rejected. This means
that the foreign ownership variable does not affect tax
avoidance. This is consistent with the results of
research by [29-30] which state that foreign
ownership has a negative effect on tax avoidance. In
contrast to the results of research by [31] which state
that foreign ownership affects tax avoidance.

The leverage variable has a value of sig>a
(0.073>0.05), beta coefficient value shows a negative
direction. Thus H5 is rejected. This means that the
leverage variable has no positive effects on tax
avoidance. This is in accordance with the results of
research as previously shown [20] and [27] which
state that leverage has a negative effect on tax
avoidance. In contrast to the results of research by [32-
33] which state that leverage affects tax avoidance.

The profitability variable has a value of sig.<a
(0.000<0.05), however, the beta coefficient value
shows a negative direction. Thus H6 is rejected. This
means that profitability has no positive effects on tax
avoidance. This is in contrast with the results of
research by [21] and [32] which state that profitability
has a positive effect on tax avoidance. This result is in
accordance with the results of research by [34] which
states that profitability does not affect tax avoidance.

The firm size variable has a value of sig>u
(0.806>0.05). Thus H7 is rejected. This means that the
firm size has no positive effects on tax avoidance. This
is in accordance with the results of research by [35-36]
which state that firm size has a negative effect on tax
avoidance. In contrast to the results of research as
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previously shown [32-33] which state that company
size affects tax avoidance.

8. The audit quality variable has a value of sig>a
(0.403>0.05). Thus H8 is rejected. This means that the
audit quality has no positive effects on tax avoidance.
This is consistent with the results of research by [37-
39] which state that audit quality has a negative effect
on tax avoidance.

4, CONCLUSION

The results of this study indicate that from 250 samples
of companies tested, it is stated that only government and
institutional ownership have a positive effect on tax
avoidance. Meanwhile, family, foreign ownership structure,
company leverage, profitability, company size, and audit
quality have no positive effect on tax avoidance. This
indicates that not all types of ownership structures affect tax
avoidance. The contribution of this research to family
businesses during the COVID-19 pandemic is an
understanding of tax avoidance practices that can ultimately
harm the company in the form of fines or sanctions for these
actions.
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