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ABSTRACT

This study aims to determine the effect of
liquidity, thin capitalization, capital intensity,
and earnings management on tax avoidance in
manufacturing companies listed on the
Indonesia Stock Exchange (IDX) for the 2010-
2020 period. The type of research used is
descriptive quantitative. The research sample
used was 34 companies from 184 companies.
The sample return method used is the selection
of samples for research from the research
population by fulfilling several predetermined
criteria (purposive sampling). The data type
used is secondary data, and the data analysis
technique is a multiple linear regression test
using Eviews 9 software. The proxy used for tax
avoidance is the book-tax difference (BTD). The
results of this study indicate that liquidity and
earnings management have a positive and
significant effect on tax avoidance. Meanwhile,
thin capitalization and capital intensity do not
affect tax avoidance.

Keywords: Tax Avoidance, Liquidity, Thin
Capitalization, Capital Intensity, Earnings
Management

INTRODUCTION

The tax sector is the largest source
of state revenue. It can be seen from the tax
contribution in the state budget revenue
posture, which has now reached more than
70%. Collecting taxes is not an easy thing to
implement. It is due to the different interests
and views held by each party. In terms of

tax authorities, taxes are a source of income
whose value is immense for the country's
survival. Tax from the company side is one
of the factors to be considered because taxes
are considered a burden that can affect the
company's survival.
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Figure 1. Indonesia's Tax Ratio From Time To Time

Based on Figure 1, it can be seen
that the value of Indonesia's tax ratio for
2010-2020 shows that Indonesia has
touched the figure of 10.7% for the tax ratio
in 2017 and 2019. According to
international standards, Indonesia's tax ratio
is expected to reach 15%. According to a
report released by the OECD (Organization
for Economic Co-operation and
Development) explained that Indonesia's tax
ratio is the lowest compared to Australia,
Cook Islands, Fiji, Japan, Kazakhstan,
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Korea, Malaysia, New Zealand, Papua New
Guinea, Philippines, Samoa, Singapore,
Solomon Islands, Thailand Tokelau and
Vanuatu with a tax ratio in 2019 below
11%. Compared to other countries in the
Asia Pacific, Indonesia has the lowest tax
ratio. Based on the Tax Justice Network
report in 2020 that Indonesia will face a loss
of US$ 4.86 billion per year or equivalent to
Rp. 68.7 trillion (Rp. 14,149 per US Dollar
exchange rate) due to tax avoidance. It is
caused by corporate taxpayers who do tax
avoidance in Indonesia.

Tax avoidance is an active resistance
originating from taxpayers by taking
advantage of loopholes in the tax law to
avoid or reduce tax obligations by not
supporting establishing the tax law to obtain
state income from taxes. Tax avoidance is
often associated with tax planning. Tax
planning is not debated about its legitimacy,
while tax avoidance is generally considered
an unacceptable act.

Companies experiencing financial
difficulties may not comply with tax
regulations to maintain cash flow so that the
level of liquidity is thought to encourage
companies to take tax avoidance actions.
The thin capitalization practice can be used
as a tax avoidance strategy (Lietz, 2013).
Based on Modigliani and Miller's (1963)
capital structure theory, debt can provide tax
incentives for companies through the ability
of loan interest expense to reduce taxable
income. Capital intensity is the next factor
influencing companies’ tax avoidance
strategies. Capital intensity will determine
the effective tax rate directly. Another
action that aims to reduce the number of tax
payments is to regulate the number of
company profits, commonly called earnings
management.

The object of this research is a
manufacturing company listed on the
Indonesia Stock Exchange. The choice of
manufacturing company as the object of
research is due to the immense influence of
manufacturing sector companies in meeting
the needs of people's lives.

1. Does liquidity affect tax avoidance?

2. Does thin capitalization affect tax
avoidance?
3. Does capital
avoidance?
4. Does earnings management affect tax

avoidance?

intensity  affect tax

LITERATURE REVIEW
1. Tax Avoidance

Tax avoidance or resistance to taxes
are obstacles in tax collection, resulting in
reduced state treasury revenues. Tax
avoidance is a business that takes advantage
of the weakness of the legislation as an
opportunity to get a lower amount of tax
burden than it should be. The definition of
tax has a different definition for each
researcher so that measuring the value of tax
avoidance is also different. Commonly used
tax avoidance measures are the Effective
Tax Rate (ETR), Cash ETR (CETR), and
Book Tax Differences (BTD).

There are 2 (two) resistance to taxes,
namely active and passive resistance.
Taxpayers do not do passive resistance, but
it occurs because of the taxpayers'
circumstances. Active resistance to taxes is
resistance whose initiative comes from the
taxpayers themselves. There are 3 (three)
ways of active resistance to taxes, namely
tax avoidance, tax avoidance, and tax
neglect.

There are several motives carried out
by taxpayers when doing tax avoidance.
First, it can only reduce the tax burden.
Philosophically, no one is aware or willing
to pay taxes. It is done to comply with the
law and avoid taxes only if it uses a
loophole or weakness. Second, deliberately
obtain financial benefits. This practice is
usually carried out in violation of the law,
such as VAT evasion.

2. Liquidity

Liquidity is the company's ability to
convert its assets into cash to pay its
obligations as they fall due. The primary
measure for calculating the value of
liquidity is the current ratio and the quick
ratio (Gitman, 2015). If the company's
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liquidity ratio is high, the company's profit
allocation for the current year to the next
year will increase. It makes the company
consider whether to avoid tax because there
will be an increase in the tax burden as the
profit increases. This statement is in line
with the research results by Andersen and
Tveiten (2017) and Hajiannejad and
Sararoodi (2019), which states that liquidity
affects tax avoidance.

3. Thin Capitalization

Thin capitalization refers to a
situation where a company has a much more
considerable amount of debt than capital or
is often called highly leveraged or highly
geared (Organization for Economic Co-
operation and Development, 2012). Thin
capitalization is the practice of financing a
giant branch or subsidiary with interest-
bearing debt than with share capital.

Many countries in the world apply
thin capitalization rules to prevent tax
avoidance. In general, the rule of thin
capitalization has an approach: limiting the
amount of debt (debt limitation), which
affects the amount of interest expense that
can be deduced by reference to the ratio of
interest to other variables. There are two
types of this approach: the Arm's Length
approach and the Debt Equity Ratio (DER)
approach.

Research by Taylor and Richardson
(2013) shows a strong relationship and
significant  influence  between  thin
capitalization on international tax avoidance
in Australia. Companies that approach or
exceed the interest limit allowed by the thin
capitalization rule tend to avoid tax. In line
with that, Khomsatun and Martani (2016)
determined that the practice of thin
capitalization also affects tax avoidance, and
regulations regarding interest-bearing debt
limits can reduce the positive relationship
between thin capitalization and tax
avoidance.

4. Capital Intensity
The capital intensity or capital
intensity is a form of financial decision

determined by the company's management
to increase the company's profitability in the
form of fixed assets (Non-Current Assets).
The company invests a large amount of
capital in its production process to expect a
higher proportion of its fixed assets to
generate revenue. Almost all fixed assets
will experience depreciation which will be a
depreciation expense in the company's
financial statements. At the same time, this
depreciation expense is a cost that can be
deducted from income to calculate corporate
tax.

The greater of fixed assets
proportion and the cost of capital
depreciation, the company will have a low
ETR. Companies with high fixed assets tend
to do tax planning, so they have a low ETR
(Noor and Sabli, 2012). The results of this
study are in line with the research of
Richardson and Lanis (2007) and Kasim and
Saad (2019), which state that capital
intensity affects tax avoidance.

5. Earnings Management

Earnings management is the steps
taken by the parties preparing financial
statements in the process of compiling
financial statements with the level of
reported profits as desired, but still within
the limits of applicable accounting
principles or rules (Davidson et al., 1987).
Until now, the view and understanding of
earnings management have been
controversial. ~ Practitioners  categorize
earnings management as fraud, while
academics state that earnings management
is not fraud (Sulistyanto, 2006).

Scott (2015) states five earnings
management techniques: taking a bath,
income minimization, income
maximization, and income smoothing. One
of the earnings management techniques that
are often used is income smoothing.

The earnings management
measurement models are Healy Model
(1985), De Angleo Model (1986), Jones
Model (1991), Dechow and Sloan
Industry/Model (1991), Modified Jones
Model (1995), Dechow and Dichev (2002),
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Model Kothari Model (2005), Stubben
Model (2010), and New Approach
Model/Dechow et al. (2011). The earnings
management model that is widely used is
the Jones Model and the Modified Jones
Model.

Earning management is a practice
carried out to achieve profit targets and
avoid losses in the company's operational
activities. The company will try as much as
possible so that the taxes paid are low by
avoiding tax. Management deliberately
avoids taxes by increasing the burden
through specific accounting methods and
policies so that the profit earned is small.
Based on the research results conducted by
Cappellesso and Rodrigues (2019) and
Kurniasih et al. (2017), earnings
management affects tax avoidance.

Framework

Following the description of the
background of the problem, literature
review, and previous research, a conceptual
research framework is prepared as follows:

Liquidity
(X1)

Thin
Capiralization

(X2)

/

Tax
Avoidance
(Y)

Capital
Intensitv
(X3)

Earnings
Management

(Xa4)

Figure 1. Conceptual Framework

a. In previous research, the analytical
journal from Hajiannejad and Sararoodi
(2019) showed that liquidity affected tax
avoidance.

b. Khomsatun and Martani's research
(2016) shows that thin capitalization
affects tax avoidance.

c. The research conducted by Kasim and
Saad (2019) showed that capital
intensity affected tax avoidance.

d. Research conducted by Cappellesso and
Rodrigues (2019) shows that earnings
management affects tax avoidance.

RESEARCH METHODS
Technical analysis of the data used
in this study is a multiple linear regression
analysis of panel data with software tools
Eviews 9. This study was conducted to
determine the effect of liquidity, thin
capitalization, capital intensity, and earnings
management on tax avoidance in
manufacturing companies listed on the
Stock Exchange. Indonesia (IDX) for the
period 2010-2020. The technique of
determining the sample is purposive
sampling so that 34 companies from 184
companies are the research population for
the sample based on predetermined criteria.
Following are the sampling criteria:
1. The company is included in the
manufacturing companies listed on the
Indonesia Stock Exchange for 2010-
2020.
2. The company has complete financial
statements from 2010-2020.
3. The company uses the fiscal year as of
December 31.
4. Do not wuse foreign currency in
publishing financial statements.

RESULT AND DISCUSSION
1. Regression Analysis and Hypothesis
Testing
a. Regression Results

This study wuses multiple linear
regression analysis to determine whether or
not there is an influence between the
variables of liquidity, thin capitalization,
capital intensity, and earnings management
on tax avoidance. The estimation results can
be seen in the research model that was
processed with the help of the Eviews 9
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program, so the results of the regression
analysis results are shown in Table 1.

Test :

BTD = a + B1LK + B2TC + B3CI + B4EM + e

Regression results from multiple
linear regression analysis:
BTD = -0.0216 + 0.0055LK — 0.0145TC —
0.0032CI + 0.0487EM

Table 1. Results of Regression Coefficient Analysis

Variable | Coefficient | Std. Error | t-Statistic | Prob.

C -0.021579 0.010946 -1.971422 0.0494
LK 0.005520 0.001743 3.167794 0.0017
TC -0.014548 0.007655 -1.900570 0.0581
Cl -0.003206 0.007824 -0.409777 0.6822
EM 0.048668 0.019320 2.519058 0.0122

Model Prediction:

1. The results of the t-test for the liquidity
variable (X1) obtained a T-Count value
of 3.1678 with a significance value
below 0.05, which is 0.0017 and has a
positive coefficient of 0.0055. It means
that if the liquidity value increases by
1%, there will be an increase in tax
avoidance of 0.0055.

2. The results of the t-test for thin
capitalization (X2) obtained a T-Count
value of -1.9006 with a significance
value above 0.05, which is 0.0581 and
has a negative coefficient of -0.0145. If
there is an increase in thin capitalization
of 1%, it will reduce tax avoidance by -
0.0145.

3. The results of the t-test for capital
intensity (X3) obtained a T-Count value
of -0.4098 with a significance value
above 0.05, which is 0.6822 and has a
negative coefficient of -0.0032. If there
is an increase in capital intensity of 1%,
it will reduce tax avoidance by -0.0032.

4. The results of the t-test for the earning
management variable (X4) obtained a T-
Count wvalue of 25190 with a
significance value below 0.05, which is
0.0122 and has a positive coefficient of
0.0487. If the wvalue of earning
management increases by 1%, there will
be an increase in tax avoidance of
0.0487.

b. t-test

The t-test determines whether the
independent variable has a partial effect on
the dependent variable. The variables used
are liquidity, thin capitalization, capital
intensity, and earnings management.

1) Liquidity

The liquidity probability value is
0.0017 <0.05 with a positive regression
coefficient value of 0.0055. It can be
concluded that the liquidity variable has a
positive and significant effect on tax
avoidance. The company's liquidity level is
a reference to indicate a flexible or not
company. The better the level of liquidity of
a company, the more flexibility a company
has, then the company can be said to be
liquid. If a company has low liquidity or is
often  called illiquid, its  business
performance needs to be watched. Thus,
some companies use the level of liquidity to
see the financial condition and make
decisions by utilizing several taxes or fiscal
provisions. It is to reduce tax obligations
that must be paid off to increase its liquidity
level to meet its short obligations better. So
the company can use the funds obtained for
more profitable investments.

2) Thin Capitalization

The probability value of thin
capitalization is 0.0581 >0.05 with a
negative regression coefficient value of
0.0145. 1t can be concluded that the thin
capitalization variable does not affect tax
avoidance. Companies with high leverage
levels can have more significant growth
opportunities than companies with low debt
levels (Haufler and Runkel, 2012). The
practice of thin capitalization is one of the
reasons for choosing debt as a source of
funding. However, the company can also
choose debt as funding because the
company's equity is not divided into share
capital, so there are no other options that
can be used besides debt. Thus, it can be
concluded that the company's thin
capitalization scheme is not solely to
practice tax avoidance.
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3) Capital Intensity

The probability value of capital
intensity is 0.6822 > 0.05 with a negative
regression coefficient value of 0.0032. It can
be concluded that the capital intensity
variable does not affect tax avoidance.
Capital intensity results from the funding
decision that the company chooses whether
to use debt or equity to fund the company's
operations. Capital intensity is the mix of
funding obligations that is uncertain but is
an essential resource for the company.
Companies with a high level of capital
intensity have a lower tax burden than
companies with low fixed assets (Rodriguez
and Arias, 2012). Based on the fiscal
provisions, depreciation expense is one of
the costs allowed as a deduction from gross
income. Ownership of fixed assets does not
have a considerable enough influence on
companies to reduce the company's tax
burden (Irianto et al., 2017). Ownership of
the company's fixed assets is used for the
company's operational interests, not solely
to avoid taxes.

4) Earnings Management

The liquidity probability value is
0.0122 <0.05 with a positive regression
coefficient value of 0.0486. It can be
concluded that the liquidity variable has a
positive and significant effect on tax
avoidance. Financial statement information
is a form of responsibility to stakeholders
who want to know the performance and
condition of the company. The attention of
users of financial statements on earnings is
undoubtedly realized by management, so
managers usually make how profits in the
company's financial statements are used to
benefit the company. Cappellesso and
Rodrigues (2019) stated that earnings
management is carried out simultaneously
by increasing the difference between book
income and taxable income. In addition, the
choice to use earnings management is to
adjust the targets achieved by the company
based on the budget that has been prepared.

c. F Uji test

Prob value. (F-Statistic) of 0.000
<0.05, liquidity, thin capitalization, capital
intensity, and earnings  management
simultaneously affect tax avoidance.

d. Coefficient of Determination

The value of the coefficient of
determination (R2) produced is 0.0624. The
variation of all variables can affect the
dependent variable by 6.24%. Meanwhile,
the remaining 93.76% is influenced by other
variables outside the study.

D

. Classic assumption test

1. Normality test, the results of the Jarque-
Bera (J-B) normality test with a
significance level of 0.05 (o = 5%)
indicate that the Jarque-Bera value is
1339.015 and the probability value is
0.000 <0.005. Based on these results, it
can be judged that the assumption of
normality is not met.

2. Multicollinearity test, if the correlation
value is < 0.90, then there is no
multicollinearity problem. Based on the
test results, the resulting correlation
value is smaller than 0.90, so there is no
multicollinearity.

3. Heteroscedasticity test has a provision
for the value of Prob. Chi-square > 0.05,
then there is no heteroscedasticity
problem. Based on the test results, the
value of Prob. Chi-square is 0.172 >
0.05, so there is no heteroscedasticity
problem.

4. The Autocorrelation test has a statistical

value of the Durbin Watson Test,

smaller than one or greater than 3,

indicating autocorrelation. The value of

the Durbin-Watson statistic is 0.9070,

then based on the provisions of the

Durbin-Watson test statistic, there is

autocorrelation in the data.

CONCLUSIONS AND SUGGESTIONS

Based on the results of data analysis
and discussion of research results that have
been carried out, the conclusions that can be
drawn are as follows:
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1.

The first hypothesis (H1) is accepted.
Namely, liquidity has a positive and
significant effect on tax avoidance.

The second hypothesis (H2) is rejected,
namely, thin capitalization has a
negative and insignificant effect on tax
avoidance.

The third hypothesis (H3) is rejected,
namely capital intensity has a negative
and insignificant effect on tax
avoidance.

The fourth hypothesis (H4) is rejected,
namely earnings management has a
positive and significant effect on tax
avoidance.

2. Suggestions

Based on the research results, the

suggestions that can be given are:

a.

For further research, include
Profitability as a research variable
because, in some studies, it is essential
to include Profitability if the author
wants to test liquidity against tax
avoidance as a research variable.

Using proxies other than the Jones,
Dechow, or Kohatri models for
measuring earnings management and
using more than 1 (one) proxy to
measure tax avoidance in a study.
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