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ABSTRACT  
 
This study aim is to figure out the effect of financial distress, managerial ownership, size of directors, size of the independent board 
of directors, audit committee, institutional ownership, and profitability on tax avoidance. ETR (Effective Tax Rate) is the formula 
to measure tax avoidance. The population in this research are manufacturing companies listed on the Indonesian Stock Exchange 
(IDX) from 2019 until 2021. Multiple regression analysis was used to test the hypothesis. There are 42 companies that fulfil the 
criteria, hence the amount of data obtained is 126. The outcome of this research is that tax avoidance influenced by profitability. 
Meanwhile, tax avoidance is not influenced by financial distress, managerial ownership, size of directors, size of the independent 
board of directors, audit committee, and institutional ownership. 
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INTRODUCTION 
 
A condition of the country is considered better by the development process that is executed by the government. The support fund 
is necessary to make the development process happen. One source to collect the fund is from tax. Maximizing company value 
through the highest income is one of the goals of entrepreneurs (Pohan 2013, 1-3). For a company, net profit will decrease due to 
taxes. In other words, tax is a burden, hence, company will tend to find ways to reduce tax payments. One way to reduce tax 
payments is to use tax avoidance (Fauzan et al. 2021). 

The implementation of Good corporate governance is much required for listed public companies in Indonesia, apart from 
companies being required to pay taxes as an obligation. Corporate governance is governance that explains the relationship between 
managers and owners in a company. This is to determine the direction of the company’s performance (Fauzan et al. 2021).  
Tax avoidance that exists proves that corporate governance is not implemented comprehensively in public companies in Indonesia. 
Corporate governance implementation is based on several issues, such as ownership structure, namely institutional and managerial 
ownership. In a company, good corporate governance can be formulated using several indicators such as audit committee, 
managerial ownership, size of the independent board of commissioners, and institutional ownership (Mais and Patminingih 2017). 
In corporate governance, the board of directors has a central role (Fauzan et al. 2021). 

The phenomenon of tax avoidance practices occurs in large United States technology companies such as Google, 
Microsoft and Facebook. These companies practice tax avoidance in developed and developing countries, including Indonesia, 
where the tax avoidance value reaches 2.8 billion USD or the equivalent of IDR 41 trillion per year. Despite making huge profits, 
their contribution to the country can be said to be in very small amount (Nurhaliza 2020) 
 
THEORETICAL FRAMEWORK AND HYPOTHESIS DEVELOPMENT 
 
Agency Theory 
 
Agency relationships as contracts between one or several people who employ other people in making decisions to perform services 
and hand over authority are called agency theory (Tebiono and Sukadana 2019). Agency theory centers on two individuals, namely 
superiors who are called principals and subordinates who are called agents. The agent will be given responsibility for decision 
making by the principal. In this theory, it is assumed that principals and agents have ambitions only because of personal needs, 
because they are rational economic people. This theory states that agents will prioritize themselves. This prioritizing attitude may 
conflict with the interests of the principal (Ghozali 2020, 86). In the scope of tax avoidance, if there is a difference in interests 
between management and investors, agency theory can arise. Problems that occur due to various interests between investors and 
management result in agency problems. Therefore, good corporate governance is needed (Oktaviana and Kholis 2021). 
 
Legitimation Theory 
 
The organization will continuously ensure that the company complies with social norms in conducting their operations. Apart from 
that, the company will also ensure that the company's activities can be accepted by outside parties, in other words, the company 
wants to be legitimized (Suranta et al. 2019). The idea based on legitimacy theory is that between an organization and the society 
in which the organization operates, there is 'social contact'. The organization can continue its activities if the community agrees. 
Community approval can occur if the activities of the organization meet their expectations (Ghozali 2020, 141-142). 
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Tax Avoidance 
 
In general, tax avoidance is related to tax planning, which is the process of finding ways to reduce the amount of income tax, tax 
payable and other tax burdens. By reducing the tax, taxpayers can pay a lower price, so that maximum profits can be obtained. Tax 
avoidance is a plan that can be done in order to save tax expenses but still comply with regulations (Fauzan et al. 2021). According 
to Mais and Patminingih (2017), Tax avoidance is a transaction design that has the aim of reducing the tax burden. This can be 
done through loopholes in tax provisions by utilizing them. Utilizing loopholes does not violate tax provisions. 
 
Financial Distress on Tax Avoidance 
 
The company's inability to fulfill its financial obligations in a timely manner which results in company bankruptcy can be 
interpreted as financial difficulty or financial distress (Nadhifah and Arif 2020). Experiencing financial distress that occurs due to 
poor performance forces companies to take immediate action in responding to the incident by reducing production, closing factories 
or activities, and even tax avoidance is possible (Fauzan et al. 2021). 
 
Ha₁: Financial distress influences tax avoidance. 
 
Managerial Ownership of Tax Avoidance 
 
The percentage of company shares held by the company's managers, board of commissioners and board of directors is referred to 
as managerial ownership (Yulistia et al. 2020). Fauzan et al. (2021) state that tax avoidance is influenced by managerial ownership 
because the company's tendency to carry out tax avoidance can be reduced due to the amount of share ownership by managers. 
 
Ha₂: Managerial ownership influences tax avoidance. 
 
Size of the Board of Directors on Tax Avoidance 
 
Being a representative on the board of commissioners is a function of the board of directors. There is a higher ability to obtain 
good corporate governance if the share of the board of directors is higher. It is stated that based on good corporate governance, it 
is required to minimize potential conflicts of interest among related parties (Fauzan et al. 2021). A board of directors that 
intensively maximizes company profits can be generated by a board of directors with a large quantity. The company's burden 
becomes greater if the company's profits become greater, so tax avoidance can occur (Idzniah and Bernawati 2020). 
 
Ha₃: The size of the board of directors influences tax avoidance. 
 
Size of the Independent Board of Commissioners on Tax Avoidance  
 
The core of a public company whose task is to provide advice and monitor the board of directors is the board of commissioners 
(Suranta et al. 2019). According to Fauzan et al. (2021), Independent commissioners will try to comply with company taxes, 
because they are responsible for the interests of public shareholders so that tax avoidance practices can be prevented. 
 
Ha₄: The size of the independent board of commissioners influences tax avoidance. 
 
Audit Committee on Tax Avoidance  
 
One of the obligations carried out by the board of commissioners is the supervisory function. This function may request advice or 
advice from third parties. Forming an audit committee is one way that can be implemented (Mais and Patminingih 2017). A large 
audit committee will cause the company to consider tax planning. Tax avoidance will increase with a number of tax plans (Idzniah 
and Bernawati 2020). 
 
Ha₅: The audit committee influences tax avoidance. 
 
Institutional Ownership of Tax Avoidance 
 
Subjects who have institutional power which is used to reject or support management decisions so that monitoring of company 
performance is maximized is referred to as institutional ownership (Oktaviana and Kholis 2021). There is a close relationship 
between the level of corporate supervision and the institutional ownership structure within a company. The level of supervision 
will become tighter if there is more institutional ownership. The slacker the level of monitoring means the less institutional 
ownership, making it susceptible to fraud within the company. The amount of tax owed by a company will increase the higher the 
institutional ownership. It is possible that tax avoidance practices carried out by companies whose opportunities are getting smaller 
are the cause of this happening (Fauzan et al. 2021). 
 
Ha₆: Institutional ownership influences tax avoidance. 
 
Profitability on Tax Avoidance  
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The company's ability to earn profits and related sales, total assets and capital itself is profitability (Anggraeni and Febrianti 2019). 
Companies that have high profitability have a higher possibility of tax avoidance (Kusumah et al. 2021). 
 
Ha₇: Profitability influences tax avoidance 
 

 
 
RESEARCH METHOD 
 
This research uses a population of all manufacturing companies listed on the Indonesia Stock Exchange (BEI) during the 2019-
2021 research period. This research uses a purposive sampling method which produces 42 companies as the final sample or the 
equivalent of 126 data. 
 

Table 1 Sample Selection Criteria 
 

No. Description Number of Companies Amount of Data 
1. Manufacturing companies listed on the Indonesian Stock 

Exchange for the 2019-2021 period. 
177 531 

2. Manufacturing companies that did not publish annual 
reports during the 2019-2021 observation period. 

(14) (42) 

3. Manufacturing companies that do not publish financial 
reports in Rupiah and do not end December 31 during the 
observation period. 

(31) (93) 

4. Manufacturing companies that do not have managerial 
ownership from 2019-2021. 

(53) (159) 

5. Manufacturing companies that do not have institutional 
ownership from 2019-2021. 

(2) (6) 

6. Manufacturing companies that do not experience profits 
from 2019-2021. 

(28) (84) 

7. Manufacturing companies with ETR values ≤ 0 and > 1 
in 2019-2021. 

(7) (21) 

  Total data used as research sample 42 126 
Source: Data processing results 
 
OPERATIONAL DEFINITIONS AND MEASUREMENT OF VARIABLES 
 
Tax Avoidance 
 
Actions taken by companies or institutions using relevant tax strategies are validly tax avoidance. Effective Tax Rate (ETR) is the 
formula used in this research to measure tax avoidance. The formula with a ratio scale used to measure the Effective Tax Rate 
(ETR) is as follows (Fauzan et al. 2021): 
 

ETR=
Income Tax Expense
Income Before Tax

 

Size of the Board of Independent 
Commissioners (X4) 

Ha₁ 

Ha₂ 

Ha₇ 

Ha₃ 

Ha₄ 

Ha5 

Ha₆ 

Tax Avoidance (Y) 

Financial Distress (X1) 

Managerial Ownership (X2) 

Size of the Board of Directors (X3) 

Profitability (X7) 

Audit Committee (X5) 

Institutional Ownership (X6) 
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Financial Distress 
 
Financial distress is a situation of financial difficulties experienced by a company. Financial distress in this study uses the Altman 
Z-Score measurement with the following ratio scale and formula (Muttaqin and Husen 2020): 
 

Z=1.2X1+1.4X2+3.3X3+0.6X4+1X5 

Where: 
 
X1 = (Current assets – Current liabilities) / Total assets 
 
X2 = Retained earnings / Total assets 
 
X3 = Profit before tax / Total assets 
 
X4 = (Outstanding shares × Closing share price) / Total liabilities 
 
X5 = Sales / Total assets 
 
The Z score in the Altman Z-Score formula will indicate the probability of bankruptcy. The company is in a condition free from 
difficulties or a safe zone if the Z value ≥ 2.99. The company is in a gray condition if 1.81 ≤ Z < 2.99. Meanwhile, the company 
will be in a difficult condition if Z < 1.81 (Muttaqin and Husen 2020). 
 
Managerial Ownership 
 
Conditions where managers are share owners such as shareholders in a company are managerial ownership (Fauzan et al. 2021): 
 

KM = 
Total Shares Owned by Managers

Total Outstanding Shares
 

 
Size of the Board of Directors 
 
The central role as a representative of the board of commissioners in corporate governance is the function of the board of directors. 
According to Fauzan et al. (2021), size of the board of directors on a ratio scale using the formula: 
 

UDD = ∑Member of the Board of Directors 
 
Size of the Board of Independent Commissioners 
 
The company organ that has the obligation to carry out special or general monitoring in accordance with the articles of association 
and provide advice to the board of directors is the independent board of commissioners (Fauzan et al. 2021). According to 
Sulistiyanti and Saputra (2020), the duties and authority to monitor company practices belong to independent commissioners. 
According to Fauzan et al. (2021), The size of the independent board of commissioners is measured on a ratio scale using the 
formula: 
 

UDKI = 
Independent Commissioner

The Entire Board of Commissioners
 

 
Audit Committee 
 
Overseeing the financial reporting process and internal management is the responsibility of the audit committee (Waluyo 2017). 
To measure the audit committee variable in this research, the number of company audit committee members is used on a ratio scale 
using a formula (Fauzan et al. 2021): 
 

KA = ∑Member of Audit Committee 
 
Institutional Ownership 
 
The amount of share ownership by institutions is institutional ownership. The measurement of institutional ownership uses the 
percentage indicator of the number of shares owned by the institution over the total number of shares outstanding (Mais and 
Patminingih 2017). According to Fauzan et al. (2021), institutional ownership with a ratio scale using the formula: 
 

KI = 
Total Shares Owned by Institutions

Outstanding Shares
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Profitability 
 
A company's performance can be measured using profitability indicators because it can calculate the company's profit in a certain 
period. Return on Assets (ROA) is used to measure profitability because it shows how much assets are managed to produce profits 
on a ratio scale using the following formula (Kusumah et al. 2021): 
 

ROA = 
Net Profit
Total Asset

 
 
RESEARCH RESULT 
 
The results of descriptive statistics in this research are as follows: 
 

Table 2 Descriptive Statistics 
Variable N Minimum Maximum Mean Std. Deviation 

ETR 126 0,04495 0,93677 0,2716836 0,14371267 

Z 126 0,99101 30,64554 5,7145908 4,86463617 

KM 126 0,00000 0,53844 0,0900784 0,12677800 

UDD 126 2 11 5,05 2,280 

UDKI 126 0,30000 0,83333 0,4275213 0,10291241 

KA 126 3 4 3,01 0,089 

KI 126 0,00006 0,99775 0,7129157 0,27183126 

ROA 126 0,00041 0,36362 0,0758009 0,07095063 
Source: Data Processing Results 
 

Table 3 t Test Result 
Variable B Sig. Conclusion 
(Constant) 0,003 0,995  
Z -0,002 0,460 Ha₁ not accepted 
KM 0,091 0,497 Ha₂ not accepted 
UDD 0,001 0,866 Ha₃ not accepted 
UDKI 0,039 0,794 Ha₄ not accepted 
KA 0,086 0,577 Ha₅ not accepted 
KI 0,060 0,315 Ha₆ not accepted 
ROA -0,633 0,013 Ha₇ accepted 

Dependent Variable: ETR 
 
Source: Data Processing Results 
 
The financial distress variable (Z) has a significance value of 0.460 which is greater than α, namely 0.05, so Ha₁ is not accepted. 
This means that financial distress has no influence on tax avoidance. 
 
The managerial ownership (KM) variable has a significance value of 0.497 which is greater than α, namely 0.05, which causes Ha₂ 
to not be accepted. This indicates that managerial ownership has no influence on tax avoidance. 
 
The variable size of the board of directors (UDD) has a significance value of 0.866 which is greater than α, namely 0.05, which 
causes Ha₃ to not be accepted. This indicates that the size of the board of directors has no influence on tax avoidance. 
 
The variable size of the independent board of commissioners (UDKI) has a significance value of 0.794 which is greater than α, 
namely 0.05, so Ha₄ is not accepted. This means that the size of the independent board of commissioners has no influence on tax 
avoidance. 
 
The audit committee (KA) variable has a significance value of 0.577 which is greater than α, namely 0.05, so Ha₅ is not accepted. 
This means that the audit committee has no influence on tax avoidance. 
 
The institutional ownership variable has a significance value of 0.315 which is greater than α, namely 0.05, so Ha₆ is not accepted. 
This means that institutional ownership has no influence on tax avoidance. 
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The profitability variable (ROA) has a significance value of 0.013 which is smaller than α, namely 0.05, so Ha₇ is accepted. The 
beta results show a negative sign, meaning that profitability has a negative influence on ETR. The higher the profitability, the 
higher the practice of tax avoidance. 
 
CONCLUSION 
 
Based on the results of this research, it is concluded that profitability has an influence on tax avoidance. Meanwhile, other variables, 
namely financial distress, managerial ownership, size of the board of directors, size of the independent board of commissioners, 
audit committee, institutional ownership, and profitability have no influence on tax avoidance. 
 This research has several limitations. This research has a limited observation period of three years, namely 2019 to 2021, 
this time period is short. This research only uses seven independent variables and the coefficient of determination is small, namely 
0.061 or 6.1%, where there are still many other variables besides the independent variables used that can influence tax avoidance. 
The data processed in this research is not normally distributed and there is a problem of heteroscedasticity in the independent 
commissioner board size and profitability variables. 
 Based on existing limitations, there are several suggestions or recommendations, namely that research that will be carried 
out further can increase the observation period. Research that will be continued in the future can add other independent variables 
so that it can increase the value of the coefficient of determination. Then, subsequent research can add or replace research data to 
overcome data that is not normally distributed and heteroscedasticity problems. 
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