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Abstract— Tax avoidance is carried out by companies to minimize tax payments to the state
by doing thin capitalization, transfer pricing, and earnings management because paying taxes
is considered a burden and can reduce a company’s profit. The objective of this research is to
determine the effect of firm size, thin capitalization, transfer pricing, and earning management
on tax aggressiveness with profitability as control variable. This research provide new evidence
regarding the influence of firm size, thin capitalization, transfer pricing, and earnings
management on tax avoidance in manufacturing companies with consumer goods subsector in
Indonesia. The population in this research are all manufacturing companies in the consumer
goods sector listed on the Indonesia Stock Exchange in 2017-2021. The data collection
technique was using purposive sampling technique to determine research sample for five years
period. This research uses the panel data regression method with a random effects model
approach. The research results show that firm size and thin capitalization has a positive effect
on tax avoidance, while transfer pricing and earnings management do not affect tax avoidance.
From this result of research, the company management needs to increase awareness to comply
with paying taxes and not to do tax avoidance practices.

Keywords: Earnings Management; Firm Size; Tax Avoidance; Thin Capitalization;
Transfer Pricing

1. INTRODUCTION
1.1 Background

Individuals and entities are part of the taxpayers who have rights and obligations that
have been stated in the provisions regarding taxation in force in Indonesia, such as paying
taxes, withholding taxes, and collecting taxes. Based on the economic aspect, taxes have a large
percentage of Indonesia's state revenue and finance the state budget each year (Mahardika &
Irawan, 2022). Taxes are useful for the life of a prosperous society so tax payment has become
a major component in the economic community development (Ardillah & Halim, 2022). Tax
targets in recent years have shown positive progress in line with funding needs in the State
Revenue and Expenditure Budget which can be shown in the following table 1 (Sueb, 2020).

Table 1. Realization of Tax Revenue in Indonesia During 2016-2021

Year - Tax Reven_ue (Trillion Rupiah) - Target Achievement
Estimated to be Received Realized
2017 Rp 14727 Rp 1.3435 91.23%
2018 Rp 1.618,0 Rp 15188 93.86%
2019 Rp 1.786,3 Rp 15461 86.55%
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Vear : Tax Reven-ue (Trillion Rupiah) : Target Achievement
Estimated to be Received Realized
2020 Rp  1.404,5 Rp 1.2851 91.50%
2021 Rp 1.229,6 Rp 12775 103.90%

Source: Summarized by Author (2022)

Table 1 shows that the target for the realization of state revenues sourced from taxes in
2016-2021 has not experienced a significant increase with the realization of tax revenue that
has not reached the tax revenue targets set in the State Revenue and Expenditure Budget. The
taxpayer compliance ratio has increased from 2019 which reached 73%, but still has not
reached the target in 2020 which was set at 80%. Amid economic uncertainty due to the
COVID-19 pandemic, the tax compliance ratio in 2021 has increased to 84%, so that the
realization of tax revenue in 2021 exceeds the set tax revenue target. This result is supported
by the economic recovery and optimal supervision from the Director General of Taxes even
though the 2021 COVID-19 pandemic is still ongoing. From these results, it can be concluded
that taxpayers are not fully compliant in paying taxes based on the average percentage of
achieving the target from 2016-2021 of 91.75% which has not exceeded 100% of the tax
revenue target set in the State Revenue and Expenditure Budget.

Companies must calculate and report taxes that must be paid, and pay taxes regularly
every year (Ardillah et al., 2022). Tax payments are a burden because they can reduce company
profits. By minimizing tax payments, aggressive actions can be taken against taxes. These
actions can be planned by companies’ management to make tax payments lower. Companies
that take action to avoid taxes are categorized as companies that are aggressive towards taxes
or tax aggressiveness (Oktaviani et al., 2021). Tax aggressiveness is an action that companies
take to reduce taxable profits and reduce the tax burden paid. Tax planning is the first step
before carrying out tax aggressiveness so that it complies with tax provisions remains legal and
avoids violations. Tax aggressiveness that was done legally is called tax avoidance (Utami et
al., 2020).

In Indonesia, the companies carrying out tax avoidance have caused losses to the state
reaching IDR 68.7 trillion per year (Utomo, 2021). One of the manufacturing companies in the
consumer goods sector that carries out tax avoidance practice is PT Bentoel Internasional
Investama which had achieved losses in state tax revenue during 2016-2020. PT Bentoel
Internasional Investama do tax avoidance by transferred its income to affiliated companies.
The condition of income from PT Bentoel Internasional Investama shows that net income from
2016 to 2018 has increased every year but in 2020 the company suffered net loss with the total
loss amount of IDR 608,463,000,000 in the company’s financial statements (Trisnawati &
Ardillah, 2023).

Tax avoidance is a tax problem that often occurs today and is carried out by companies
to minimize tax payments to the state because paying taxes is considered a burden and can
reduce company profits (Ardillah et al., 2022). Tax avoidance through thin capitalization rules
can be achieved by using debt (Rahayu 2011; Buettner et al., 2012). Thin capitalization is a
condition in which a company's financial statement shows that the amount of debt was greater
than the amount of capital to minimize the tax payable that must be paid by the company
(Goyvaerts & Roggeman, 2020). The debt owned by the company that generates interest can
reduce taxable income which results in the tax payable also being reduced. The higher the
amount of debt in the company's capital structure, the higher the practice of thin capitalization
by companies to avoid taxes payment (Utami & Irawan, 2022).
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Firm size is closely related to the number of assets the company owns, so the bigger the
company, the greater the assets the company owns (Wardani & Puspitawari, 2022). Firm size
can measure the ability and stability of the company to do its operation. The maturity stage is
determined based on the total assets of the company (Kurniasih & Sari, 2013). The greater the
total assets that owned by the company indicating that the company has good prospects over a
relatively long period of time. Compare to the company with a small total asset, the company
that had greater asset will more stable and able to make a profit and tax avoidance will likely
to occur if the management want to reduce corporate tax obligation (Lee et al., 2015; Kalbuana
et al., 2020).

The company is making efforts to avoid tax, one of which is the practice of transfer
pricing (Fitriani et al., 2021). The companies practice to do transfer pricing as an effort to avoid
taxes due to differences in tax provisions and regulations that apply between countries
(Sitanggang & Companyansyah, 2021). Multinational companies can establish overseas
subsidiaries to carry out transfer pricing actions, especially in countries that have low tax rates
because they can transfer profits and assets to subsidiaries that are in tax haven countries or
low tax rates to facilitate tax avoidance (Richardson et al., 2013).

Another factor that can affect tax avoidance is earnings management. Earnings
management is an act done by managers to choose accounting policies that can influence
financial reporting by managing the income (Sulistyanto, 2008; Scott, 2015). The company's
management conduct earnings management because they have the motivation to achieve goals.
The company can obtain sales and profits according to the targets set and report a stable
financial condition of the company so that it is considered to have good financial performance
(Fidelia & Ardillah, 2022). Companies that have a low tax burden have a high level of tax
avoidance as a result of earnings management actions taken by company managers.

The research of Ichsani & Susanti (2019), Yahaya & Yusuf (2020), Wardani &
Puspitawari (2022), Paramita, et al. (2022), and Rizka & Rahayu (2023) found that firm size
affect positively to tax avoidance, while Warumu & Kartikaningdyah (2019), Sonia &
Suparmun (2019), and Kalbuana et al. (2020) found that firm size had no effect to tax
avoidance. The same research that has been conducted by Andawiyah et al. (2019), Suntari &
Mulyani (2020), Irawan & Novitasari (2021), and Utami & Irawan (2022) which found that
thin capitalization affects tax avoidance. This result of research could not be compared to Utami
et al. (2020), Hutomo et al. (2021), and Rini et al. (2022) that thin capitalization does not affect
tax avoidance (2021). Fitriani et al. (2021), Utami & Irawan (2022), and Suntari & Mulyani
(2020) proved that transfer pricing affects tax avoidance. The different results in Suntari &
Mulyani (2020), Fitriani et al. (2021), Robin et al. (2021), and Utami & Irawan (2022) proved
that transfer pricing does not affect tax avoidance. Machdar (2019), Wardani, et al. (2019),
Robin et al. (2021), Mappadang (2021), Marfiana & Putra (2021), Oktaviani et al. (2021), and
Thalita et al. (2022) in their research results proved that earnings management affects tax
avoidance. Handayani & Mardiansyah (2021) have the different result of the research that
proved earnings management do not affect tax avoidance.

This research replicates Hidayat & Wijaya (2021) with a difference in the sample
companies used in this research are manufacturing companies in the consumer goods sector
which are listed on the Indonesia Stock Exchange for the five years period from 2016-2020
and add firm size and thin capitalization as independent variables to become factors that affect
tax avoidance. This research provide new evidence regarding the influence of firm size, thin
capitalization, transfer pricing, and earnings management on tax avoidance in manufacturing
companies with company goods subsector in Indonesia. Previous studies showed different
results related to factors that affect tax avoidance has become motivation for researchers to
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examine the effect of firm size, thin capitalization, transfer pricing, and earnings management
on tax avoidance. The research objective was to find empirical evidence on the effect of firm
size, thin capitalization, transfer pricing, and earnings management on tax avoidance with
profitability as control variable.

1.2 Problem Formulation
Based on the research background, the formulation of this research problem is as
follows:
1.  Does firm size have a positive effect on tax avoidance?
2. Does thin capitalization have a positive effect on tax avoidance?
3. Does transfer pricing have a positive effect on tax avoidance?
4.  Does earning management have a positive effect on tax avoidance?

1.3 Literature Review and Hypothesis
1.3.1 Agency Theory

The theory underlying this research is agency theory. Agency relationship in agency
theory is a contract in which one or more people (parent) employ another person (agent) to
perform various services and delegate decision-making authority to the agent (Jensen and
Meckling, 1976). Agency theory in the context of corporate financial information is part of a
group of positivist theories taken from financial literature (Adams, 1994). Tax avoidance can
be carried out due to information asymmetry between management who develops and manages
accounting systems and users of financial statements (Falbo & Companyansyah, 2018). The
difference in reporting of profits in financial statements can cause a conflict of interest and
interest between management as internal parties and shareholders and creditors as external
parties (Ardillah & Vesakhadevi, 2021). Management as an agent will report higher profits in
the financial statements to receive compensation (bonuses) or in connection with debt contract
regulations (Suntari & Mulyani, 2020).

1.3.2 Tax Avoidance, Firm Size, Thin Capitalization, Transfer Pricing, Earnings
Management, Profitability

Tax avoidance is an action designed to reduce a company's taxable income through tax
planning using legal methods such as tax avoidance (Frank et al., 2009). Tax avoidance can
avoid tax legally, not contradict, and take advantage of weaknesses or grey areas in the
applicable tax rules in tax rules and regulations to minimize tax payments (Pohan, 2016).
Management of the company will try to take advantage of tax regulatory loopholes which can
enable the company to remain compliant with the applicable tax regulations but the tax burden
imposed on the company is engineered to be smaller or paid in the minimum amount possible
(Gulo & Mappadang, 2022).

Firm size is a scale in which the size of the company can be classified according to
various ways, including total assets, stock market value, and others (Prasetyorini, 2013). Firm
size is a scale or value that can classify a company into small firm, medium firm, and large
firm (Oktamawati, 2017). Firm size can be described by the scale of the company such as total
assets, average level of sales, and total sales that owned by the company (Cahyono, et al., 2016).

Thin capitalization is the practice of financing a branch or subsidiary company using
interest-bearing debt rather than using capital (Pohan, 2018). The practice of thin capitalization
can be detrimental to countries that apply normal or high tax rates by raising borrowing costs,
adding interest expense, and cutting profits (Manik & Fitriana, 2023). The company will use
debt financing as a way to do tax avoidance than equity financing because debt can be used as
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tax insentive as the interest expense become deductible expense (Jaros & Bartosova, 2015;
Turner, 2017). In Indonesia, Minister of Finance has issued PMK No. 169/PMK/010/2015 to
make restrictions on the ratio of debt to equity financing of company which was limited to 4:1
(Winarto & Daito, 2021).

Transfer pricing is a company policy in choosing the transfer price of a transaction
whether in the form of goods or services or financial transactions carried out by the company
(Hendriarto, 2021). Transaction between affiliated companies can facilitate the company to do
tax avoidance by shifting income and expense in a low taxes or high taxes jurisdictions (Desai
et al., 2006; Barker, et al., 2017). Domestic and multinational companies in carrying out
transfer pricing have the following objectives to be achieved such as (1) achieving the goals of
the company and other companies, (2) improving the competitive position of affiliated
subsidiaries or branches and market penetration, (3) controlling the cash flow of subsidiaries
or branches of affiliated companies, (4) controlling the risk of foreign currency exchange rates
to reduce monetary risk, (5) monitoring the performance of foreign subsidiaries to achieve goal
synchronization between subsidiary managers and parent companies, (6) made accurate
performance appraisal of the parent and subsidiary companies, suitability of objectives, and
preservation of divisional autonomy, (7) transmitting financial data between departments
within the company on the use of goods and services, (8) evaluating the performance of the
purchasing and selling divisions, (9) minimizing the taxes and duties that incurred worldwide,
and (10) avoiding foreign government interference (Pohan, 2018).

Earnings management is the manager's choice to change financial statements that align
with stakeholders' interests (Tiffany & Wijaya, 2020). Earnings management can also refer to
selecting certain accounting rules to comply with the company’s financial needs (Minanari &
Rahayu, 2019). Accounting standards allow management to choose policies that can apply
accounting methods in conveying information about company’s financial performance to
external parties (Ardillah, 2018). To achieve earnings management objectives, the management
can do planning activities to enhance the company’s financial performance, such as holding
the selling price and the number of sales so that the costs are fixed, determining the selling
price to achieve profit targets, and targeting the number of products to be sold (Scott, 2015;
Azizah & Mappanyuki, 2023).

Profitability is the company's benchmark for the profit earned and is the main benchmark
for the company's success (Kurniawan et al., 2021). Benchmarks for profitability can be
identified using profitability ratios to measure efficiency of the use of company’s asset and
oversee the effectiveness of company’s management that benefit investors and creditors
regarding the company's assessment of future funding (Hermuningsih, 2013; Prihadi, 2019).
Return on assets is one of the profitability ratio that shows manager effectiveness in using assets
to earn more income, so the good management of using an asset by the company will produce
better profits (Lestari et al., 2020).

1.3.3 The Effect of Firm Size to Tax Avoidance

The firm size can be seen from how much a company has total assets. The companies
that had large size both physically and operationally have relatively large total assets (Healy,
1985). Large companies have expertise in managing their own resources for a long period of
time compared to small companies that are still not optimal in managing their resources
(Waruwu & Kartikaningdyah, 2019). Large companies tend to do better tax planning and
adopting effective accounting practices to lower the company’s effective tax rate compare than
small companies (Paramita et al., 2022). When income increases drastically, large companies
are able to defer income to the next period and make an impact on earnings that look smaller,
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resulting in fewer tax payments. This statement is in line with the results of research conducted
by Ichsani & Susanti (2019), Yahaya & Yusuf (2020), Wardani & Puspitawari (2022),
Paramita, et al. (2022), and Rizka & Rahayu (2023) which found that firm size affects tax
avoidance.

Hai: Firm size affects positively to tax avoidance

1.3.4 The Effect of Thin Capitalization to Tax Avoidance

Thin capitalization can become substituted efforts by the company to fund the company
operations with debt funding compared to equity funding (Andawiyah et al., 2019). From the
point of view of developing countries, including Indonesia, where investment funding is mostly
through debt, it creates risks and can cause Base Erosion and Profit Shifting problems. Taxable
income can become smaller because, in tax regulations, interest on debt is a deductible expense.
Therefore, companies can take advantage of incentives in the form of reducing the amount of
taxes due to interest expenses (Utami & Irawan, 2022). The higher amount of capital funded
by debt will increase the company’s interest expense and reduce the company’s taxable income
(Rini et al., 2022). This statement is in line with the results of research conducted by
Andawiyah et al. (2019), Suntari & Mulyani (2020), Irawan & Novitasari (2021), and Utami
& Irawan (2022) which found that thin capitalization affects tax avoidance.

Haz: Thin capitalization affects positively to tax avoidance

1.3.5 The Effect of Transfer Pricing to Tax Avoidance

Transfer pricing practices were company policy to decide the transfer price of related
party transactions between divisions or group companies (Afriyanti, 2019). The high practice
of transfer pricing reflects that tax avoidance by companies is becoming more aggressive.
Companies that have subsidiaries and branches in areas that have different tax rates will take
advantage of regulatory loopholes with transfer pricing measures (Fitriani et al., 2021).
Transfer pricing has an effect on tax avoidance because the greater the level of related party
transactions, the greater the tendency to set unfair prices on these transactions (Utami et al.,
2020). This indicates that the more transfer price activities, the more the tendency of the
company to carry out tax avoidance. This statement is in line with the results of research
conducted by Suntari & Mulyani (2020), Fitriani et al. (2021), and Utami & Irawan (2022)
which result that transfer pricing affects tax avoidance.

Has: Transfer pricing affects positively to tax avoidance

1.3.6 The Effect of Earnings Management to Tax Aggressiveness

Earnings management is an action taken by management to increase or decrease profits
in financial statements with the aim of management or company interests (Scott, 2015).
Management's motivation to take earnings management actions is to reduce the tax burden. If
the company takes earnings management actions, the company is considered aggressive toward
its taxes (Oktaviani et al., 2021). Management can carry out earnings management by doing
income minimization or reducing income reported in financial statements (Surahman and
Companyansyah, 2017). This statement is in line with the results of research conducted by
Machdar (2019), Wardani, et al. (2019), Marfiana & Putra (2021), Mappadang (2021),
Oktaviani et al. (2021), and Thalita et al. (2022) which results that earnings management affects
tax avoidance.

Has: Earnings management affects positively to tax avoidance
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1.3.7 Research Model
The research model is presented in Figure 1.

Firm Size (X1) \
—> Tax Avoidance (Y)

Thin Capitalization (X2) \

Transfer Pricing (Xs) Profitability (Xc)

Earnings Management (X4)

Figure 1. Research Model

2. METHODOLOGY AND DATA ANALYSIS
2.1 Research Design

The population in this research are manufacturing companies in the consumer goods
sector which are listed on the Indonesia Stock Exchange during the years from 2017-2021. The
sampling technique in this research used a purposive sampling method with predetermined
criteria to adjust the research samples and minimize data variations. The number of
manufacturing companies listed on the Indonesia Stock Exchange was 74 companies. The
researcher eliminated 34 company samples because the company was delisted or not delisted
consecutively. The researcher also eliminated 3 company samples that had negative earnings
consecutively and did not have the necessary data to complete the information needs by the
researchers. Finally, researchers collected 185 data from 37 companies’ samples in Table 2

with sample selection criteria procedures and results as follows.

Table 2. Sample Selection Criteria Results

No. Criteria Sample
Manufacturing companies in the consumer goods sector listed on the Indonesia

1 74
Stock Exchange
Manufacturing companies in the consumer goods sector that were not listed

2.  consecutively or delisted from the Indonesia Stock Exchange during the 2017- -34
2021 period
Manufacturing companies that had negative earnings consecutively and no

3. . . 3
completed information needs to collect as research data
Number of Samples 37
Total Period x5
Total Research Data (37 x 5) 185

2.2 Variable Operationalization

The independent variables in this research are firm size, thin capitalization, transfer
pricing, and earnings management. The dependent variable in this research is tax avoidance.
The control variables in this research is profitability. Table 3 shown the operationalization of

the variables used in this research.
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Table 3. Variable Operationalization

Variable Definition Formula Scale
Tax Avoidance Actions to reduce taxable ETR = (Tax Expense / Pretax Income)  Ratio
income so as to minimize the  (Leksono, et al, 2019)
company's tax burden (Frank
et al., 2009).
Firm Size The size of a company that Firm Size = Ln ( Total Asset) Ratio

can be seen from the total
assets or total sales (Cahyono
etal., 2016).

The condition of a company
that has a higher amount of
debt than its capital (OECD,
2012).

Thin Capitalization

(Leksono et al., 2019)

Safe Harbor Debt Amount = (Average Ratio
total asset - non interest bearing liability)

X maximum Debt to Equity Ratio

(maximum DER according to Minister of
Finance Regulation Number 169/PMK.
010/2015 was 4: 1 or 80%)

Maximum Allowance Debt Ratio =
(average debt / SHDA)

(Taylor & Richardson, 2012 &
Andawiyah et al., 2019)

Transfer Pricing One of the tax-aggressive
practices carried out by
company management the
aim of transferring company
profits and expenses to related
parties to reduce company
profits so that companies can
reduce tax payments to the
state, the way that can be done
is to carry out transactions
with related parties (Alfarizi
et al., 2021).

Transfer Pricing = (Related party trade Ratio
receivables / total asset)
(Hutomo et al., 2021)

Earnings Management  Actions taken by
management in measuring
accounting profit with
specific objectives (Walker,

2013).

The discretionary accruals model of Ratio
Jones which has been modified (1995)

with the following stages:

1. TAit = Nlit - CFO;;

2. TAAit1= Bl (1/Ait.1) + Bz (ﬂREV/Ait.

1) + B3 (PPEit/ A1) + €

3. NDAi = B1 (1/Ait1) + B2 (AREV/Aje1 -
AREC/Ait1) + Bs (PPEit / Ait1)

4. DAi[z (TAit / Ait—l) - NDAit

Profitability The company's ability to
generate profits (Leksono et

al., 2019).

Return On Asset = Net income / Ratio
Total asset

(Leksono et al., 2019)

2.3. Data Analysis Method

The classic assumption tests used in this research include normality, multicollinearity,
and heteroscedasticity. The normality test uses the Jarque-Bera test by looking at the
probability value, if the probability value is <0.05, it can be concluded that the regression model
has data that distributed normally. Multicollinearity test by looking at the correlation value
between the two variables, if the correlation value is <0.80 it means that there is no
multicollinearity problem in the regression model. The heteroscedasticity test uses the white
method by looking at the Obs*R-Squared probability value, if the probability value of Obs*R-
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Squared is <0.05, it can be concluded that the regression model contains heteroscedasticity
problems (Ghozali & Ratmono, 2017).

The model feasibility tests to be used in this research are the Chow test, Hausman test,
and Lagrange multiplier test. The Chow test was carried out to know the best estimate of the
panel data regression model. If the Chi-square Cross Section probability value < 0.05 then the
fixed effect model is selected, but if the Chi-square Cross Section probability value is > 0.05
then the common effect model is selected. The Lagrange Multiplier test was carried out to
know the best estimation of the panel data regression model, whether it is a common effect
model or a random effect model. If the probability value of both Breusch-Pagan is <0.05 then
the random effect model is chosen, but if the probability value of both Breusch-Pagan > 0.05
then the common effect model is selected (Priyatno, 2022).

This research conducted a hypothesis test consisting of a hypothesis test and coefficient
of determination test (R2). The data analysis method in this research uses panel data regression
analysis with the following equation.

TAit = o+ B1FSit+ B2TCit + B3 TPit + BaEMit + BsPit +e

Description:
TAit = Tax Avoidance
a = Constant
B1, B2, B3, Pa, PBs = Coefficient Regression
FSit = Firm Size
TCit = Thin Capitalization
TPit = Transfer Pricing
EMit = Earnings Management
Pit = Profitability
€ = Error

3. RESEARCH RESULT AND DISCUSSION
3.1 Descriptive Statistic

Descriptive statistical test results from observational data on manufacturing companies
listed on the Indonesia Stock Exchange for the 2017-2021 period can be seen in Table 4.

Table 4. Descriptive Statistic Result

Thin Earnings
Tax Avoidance | Firm Size |Capitalization| Transfer Pricing | Management | Profitability
Mean 0.482215 29.21442 | 0.833759 0.042590 -0.020647 0.069163
Maximum 39.87294 32.72561| 5.370085 0.469654 1.152623 0.920997
Minimum -2.622902 25.66354 | -2.127341 0.000000 -0.583465 -2.640992
Std. Dev. 2.971641 1.694720 | 0.848232 0.079476 0.159702 0.221645

Table 4 shows that tax avoidance has a minimum value of -2.622902 and a maximum
value of 39.87294. Tax avoidance has an average of 0.482215 and a standard deviation of
2.971641. Firm size shows a minimum value of 25.66354 and a maximum value of 32.72561.
Firm size has an average of 29.21442 and a standard deviation of 1.694720. Thin capitalization
shows a minimum value of -2.127341 and a maximum value of 5.370085. Thin capitalization
has an average of 0.833579 and a standard deviation of 0.848232. Transfer pricing has a
minimum value of 0.00000 and a maximum value of 0.469654. Transfer pricing has an average
of 0.042590 and a standard deviation of 0.079476. Earnings management shows a minimum
value of -0.583465 and a maximum value of 1.152623. Earnings management has an average
of -0.020647 and a standard deviation of 0.159702. Profitability shows a minimum value of -
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2.640992 and a maximum value of 0.920997. Profitability has an average of 0.069163 and a
standard deviation of 0.221645.

3.2 Classical Assumption Tests

The classic assumption tests results including normality, multicollinearity, and
heteroscedasticity test. Based on the results of the normality test, the Jarque-Bera probability
value is 0.11431, which is more than 0.05, so the data is normally distributed. Based on the
results of the multicollinearity test, the correlation value between the two variables is less than
0.80. It can be concluded that there is no multicollinearity in the regression model used in the
research and nearly perfect relationship in the regression model. Based on the results of the
heteroscedasticity test, the Obs*R-Squared probability value is 0.481120, which is more than
0.05. It can be concluded that the regression model does not contain heteroscedasticity
problems.

3.3 Model Feasibility Test
The model feasibility test in this research involved the Chow Test in Table 5 and the
Lagrange Multiplier Test in Table 6.

Table 5. Chow Test Results
Effects Test Prob.

Cross-section Chi-square 0.471

Table 6. Lagrange Multiplier Test Results

Test Hypothesis
Cross-section Time Both
Breusch-Pagan 0.189122 0.502316 0.691438
(0.6158) (0.4523) (0.3825)

Based on Table 5, it can be seen that the Chi-square Cross Section probability value is
0.471 where the Chi-square Cross Section probability value is > 0.05 so it can be concluded
that the common effect model was selected in the Chow test. Based on Table 6, it can be seen
that the probability value of the Breusch-Pagan Cross Section is 0.6158 where the probability
value of the Breusch-Pagan Cross Section is > 0.05 so it can be concluded that the common
effect model is selected in the Lagrange multiplier test.

3.4 Hypothesis Testing

Based on the selected model, the best panel data regression model is common efect
model. The following result in table 7 is the common effect model test result which is the model
chosen in this research.
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Table 7. Common Effect Model Test Results

Variable Coefficient Prob.
Constant 0.10251 0.16210
Firm Size 0.24218 0.04226
Thin Capitalization 0.51845 0.01190
Transfer Pricing -1.01947 0.28541
Earnings Management 0.18114 0.56955
Profitability -0,27721 0.11442

Based on table 7, the panel data regression equation in this research can be formulated as
follows.
TAit = 0.10251 + 0.24218 FSjt + 0.51845TCjt - 1.01947TP;it + 0,18114EMit — 0,27721P;: +¢

The probability value of firm size is 0.04226 with a positive regression coefficient value
of 0.24218 which indicates that Ha; is accepted, so it can be concluded that firm size has
positive effect to tax avoidance. The probability value of thin capitalization is 0.01190 with a
positive regression coefficient value of 0.51845 which indicates that Haz is accepted, so it can
be concluded that thin capitalization has a positive and significant effect on tax avoidance. The
transfer pricing probability value is 0.28541 with a negative regression coefficient value of —
1.01947 which indicates that Has is rejected, so it can be concluded that transfer pricing has no
effect and is not significant on tax avoidance. The probability value of earnings management
is 0.56955 with a positive regression coefficient value of 0.18114 which indicates that Has is
rejected, so it can be concluded that earnings management has no effect and is not significant
on tax avoidance. The profitability probability value is 0,11442 with a negative regression
coefficient value of -0.27721 which indicates that tax avoidance can’t be controlled by
profitability.

3.5 Determination Coefficient Test
The following result in table 8 is the determination coefficient result.

Table 8. Determination Coefficient Test Result
Test Value
Adjusted R-Square 0.389261

Based on the selected model and result test from table 8, it shows that the adjusted R-
Square value is 0.389261 or equal to 38,93 %. This shows that the dependent variable, such as
tax avoidance which can be explained by the independent variables, such as firm size, thin
capitalization, transfer pricing, and earnings management which is controlled by profitability
is 38,93 %. While the remaining 61,07 % is explained by other independent variables that are
not discussed in this research model.

3.6. Hypothesis Test
3.6.1 The Effect of Firm Size on Tax Avoidance

The result of testing the first hypothesis proves that firm size has a positive and significant
effect on tax avoidance. The results of this research are in line with the results of research from
Ichsani & Susanti (2019), Yahaya & Yusuf (2020), Wardani & Puspitawari (2022), Paramita,
et al. (2022), and Rizka & Rahayu (2023). The results of this research are not in line with
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Warumu & Kartikaningdyah (2019), Sonia & Suparmun (2019), and Kalbuana et al. (2020).
The larger the firm size, the higher the tendency for the company's compliance or aggressive
to do tax avoidance practice. The firm size can trigger agency problems with tax avoidance
behavior to minimize tax burden along with increasing tax obligation due to differences in
interests between various parties including management, shareholders, and tax authorities.

The smaller firms need qualified tax specialists to properly handle the tax burden imposed
on them, compare to larger companues that has more qualified tax specialists. Large firms will
be more active in pursuing tax avoidance to reduce tax burden by doing tax avoidance practice
since they have numerous resources to affect governmental policy in their favor. By comparing
the total assets that controlled by the company, the transactions will become more complex and
the income will increase as the company grows. The larger the firm size, the firm can do
businesses that constructed on a large scale by allocating their significant assets to generate
more profits. The companies that routinely make more profits are more likely to engage in tax
avoidance since large profits entail a significant tax burden.

3.6.2 The Effect of Thin Capitalization on Tax Avoidance

The result of testing the second hypothesis proves that thin capitalization has a positive
and significant effect on tax avoidance. The results of this research are in line with the results
of research from Andawiyah et al. (2019), Suntari & Mulyani (2020), Irawan & Novitasari
(2021), and Utami & Irawan (2022). The results of this research are not in line with Utami et
al. (2020), Hutomo et al. (2021), and Rini et al. (2022). Companies that have a debt value that
is greater than the capital they have can be classified as companies that carry out thin
capitalization practices with the aim of tax avoidance. Companies that have higher debt than
capital provide benefits for the company because debt generates interest payments that are not
subject to tax but receive tax incentives, thereby reducing taxable income.

Companies that have higher capital than debt can increase the tax burden because by
investing in capital the company receives dividends and is taxed. The difference in the
treatment of debt and capital results in companies having the opportunity to practice thin
capitalization to avoid taxes payment so that companies prefer to have higher debt than capital.
Tax avoidance can be caused by the influence of thin capitalization practices because tax
avoidance can cause the companies to pay interest expenses and reduce profits, which can
reduce the company's income tax burden. The results of this research support the agency theory
which states that the practice of thin capitalization is an attempt by owners to finance
companies from debt to reduce profits and taxes owed. This is the impact of charging interest
on debt owned by the company.

3.6.3 The Effect of Transfer Pricing on Tax Avoidance

The result of testing the third hypothesis proves that transfer pricing does not affect tax
avoidance. The results of this research are in line with the results of research from Utami et al.
(2020), Robin et al. (2021), Hutomo et al. (2021), and Ardillah & Vanesa (2022). The result of
this research is not in line with Suntari & Mulyani (2020), Fitriani et al. (2021), and Utami &
Irawan (2022). Transfer pricing is an action that can be taken by companies that are aggressive
towards taxes aimed at achieving company goals, efforts made by management, minimizing
the tax burden, and others. Transfer pricing practices are not a factor for companies to avoid
taxes payment. This is because manufacturing companies in the consumer goods sector, which
are mostly domestic companies, do not have the opportunity to transfer their assets to
subsidiaries in tax haven countries and there is no special relationship with related parties.
Based on agency theory, transfer pricing practices are based on the assumption that self-interest
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means that the parties involved have their own interests, so this result is not in accordance with
agency theory.

Transfer pricing indicates a special relationship with related parties, such as subsidiary
companies in tax haven countries or lower tax rates compared to tax rates in Indonesia so that
companies can pay lower taxes. However, this assumption contradicts the results of this
research. These results from observational data stated that the company does not practice
transfer pricing because the company does not have transactions with related parties. Trade
receivables from related parties owned by manufacturing companies in the consumer goods
sector are relatively small, so there is no significance to the company's transfer pricing efforts.
As aresult, companies in this sector are more obedient to the provisions that apply in Indonesia
regarding transfer pricing practices (Hutomo et al., 2021).

3.6.4 The Effect of Earnings Management on Tax Avoidance

The result of testing the fourth hypothesis proves that earnings management does not
affect tax avoidance. The results of this research are in line with the results of research from
Handayani & Mardiansyah (2021). The result of this research is not in line with Machdar
(2019), Wardani, et al. (2019), Robin et al. (2021), Mappadang (2021), Marfiana & Putra
(2021), Oktaviani et al. (2021), and Thalita et al. (2022). Earnings management is an effort
made by company management to achieve a goal for the benefit of the company or
management, such as minimizing the payment of taxes owed, making financial reports in good
condition, and others. The management takes these actions to benefit the company, such as
being able to reduce the taxes owed (Oktaviani et al., 2021).

Based on agency theory, earnings management consists of two parties who have different
interests between the agent and the principal. The agent, such as the owner of the company, is
trying to find out how the company can pay taxes to the state at a low rate so that it can increase
profits. Meanwhile, the principal, such as the company's management, tries to see how external
parties assess the company's good performance. The difference in interests between agents and
principals in earnings management actions is a factor that cannot directly influence tax
avoidance. Manufacturing companies in the consumer goods sector can be a factor that does
not affect earnings management on tax avoidance, because manufacturing companies in the
consumer goods sector support humans in everyday life. Therefore, management does not carry
out earnings management practices to minimize the tax payable which later can cause a
decrease in the value of the company by investors, creditors, and other stakeholders. In
addition, the act of minimizing the tax payable and maximizing profits by doing tax avoidance
can be a threat to the company. It can add to the company's burden when there is a tax audit
and a violation is found that is not in accordance with tax provisions that could make the
company spend more money to pay fines for the violation.

4. CONCLUSIONS AND SUGGESTIONS
4.1 Conclusion

Based on the results of testing the hypothesis, the test of the first hypothesis states that
firm size affects positively to tax avoidance. The larger the firm size, the higher the tendency
for the company's compliance or aggressive to do tax avoidance practice. The test of the second
hypothesis states that thin capitalization affects positively to tax avoidance. Companies that
have a greater amount of debt than the amount of capital had aggressive efforts to do tax
avoidance to minimize tax payments. This is caused by the difference in the treatment of debt
that caused interest expense of the debt owned by the company can reduce the tax payable. The
test of the third hypothesis states that transfer pricing does not affect tax avoidance.
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Manufacturing companies in the consumer goods sector are mostly domestic companies, so
they do not have the opportunity to transfer their assets to subsidiaries in tax haven countries
and there is no special relationship with related parties. The test of the fourth hypothesis states
that earnings management does not affect tax avoidance. The management of the company
performs earnings management in addition to minimizing the tax payable, it can also increase
profits to improve the company's good and stable performance.

4.2 Limitations and Suggestions

This research has limitations with firm size and thin capitalization that had a positive
effect on tax avoidance, while transfer pricing and earnings management did not affect tax
avoidance. This research also limits the research subjects to manufacturing companies in the
consumer goods subsector which are listed on the Indonesia Stock Exchange. The author
suggests next researcher who wishes to conduct similar research use other independent
variables that can affect tax avoidance such as financial distress as stated in Ahdiyah &
Triyanto (2021) because when the company experiences financial difficulties the company
needs to maintain the cash position by minimizing cash expense especially tax expense by
doing tax avoidance. The next researcher can expand the research sample to be manufacturing
companies in the other subsectors of manufacturing companies such as miscellaneous industry
because these sub-sectors can make transactions with special parties more likely and have
many export and import transactions which can lead the company to have transfer pricing
activities and likely do tax aggressiveness.

5.3 Implication

The results of this research can serve as a basis for future academics or researchers for
reference in further research related to the effect of firm size, thin capitalization, transfer
pricing, and earnings management on tax avoidance. For practitioners, such as company
management, this research is expected to increase awareness to comply with paying taxes and
not to do tax avoidance. For the government, especially the Directorate General of Taxes, this
research is expected to be an evaluation material and make policies regarding tax regulations
to reduce the company’s tax avoidance practice.
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