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ABSTRACT 

There are two ways companies can pay taxes more effectively, namely by reducing the value of the tax by 

adhering to the applicable taxation regulations, said to be reducing the value of taxes by taking actions that 

are not in accordance with the Taxation Law or tax evasion. This study was conducted to examine the effect 

of company characteristics on firm value where tax avoidance is an intervening variable or a mediating factor. 

Sampling using purposive sampling method. The research sample consisted of 18 manufacturing companies 

listed on the Indonesia Stock Exchange for the period 2015 until 2018. The hypothesis was tested using 

partial least square software. Results showed that the company characteristics, namely profitability, had  

positive effect on tax avoidance. Meanwhile, leverage and firm size do not have positive effect on tax 

avoidance. Profitability and firm size have a positive effect on firm value. Leverage does not have positive 

effect on firm value. Results also show that tax avoidance has positive effect on firm value, but tax avoidance 

is not able to mediate the effect of profitability and leverage on firm value. Avoidance is able to provide a 

mediation of firm size on firm value. 
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1. INTRODUCTION 

The concept of state development cannot be separated 

from the tax sector. Taxes are the largest source of state 

revenue that can be used, such as infrastructure 

development, improving education, strengthening state 

resilience and security, and regional development. One of 

the hopes of the Directorate General of Taxes (DGT) in 

terms of tax revenue is from the manufacturing industry 

sector [1]. Based on data obtained from the Central 

Government Financial Statements (LKPP) from 2015 to 

2018, the realization of tax revenues has still not reached 

the target, where the realization of tax revenues 

respectively reached 83.29%, 83.48%, 91.23 %, 93.86%. 

Indonesia's tax ratio is in the range of 11% which puts 

Indonesia in the ranks of the world's low tax ratios. This 

ratio places Indonesia far behind in the ranks of middle-

class countries, namely 14% -15% and developed 

countries reaching 24% -26%. 

Tax regulations for multinational companies are no longer 

compatible with the rapidly changing global business 

between countries, increasingly complex corporate 

structures, ease of business mobility, and legal differences 

between countries. Many multi-national companies are 

implementing  Base  Erotion and Profit Shifting (BEPS) to  

 

 

 

reduce or avoid their tax obligations to the state. BEPS 

refers to tax avoidance strategies by utilizing gaps or 

loopholes contained in taxation legislation (domestic) and 

differences in taxation systems between countries. Tax 

avoidance can be done by exploiting loopholes in tax 

regulations while still not violating applicable laws. Tax 

Avoidance can be effect by several factors including 

profitability, leverage, company size and will also have an 

impact on company value. 

The decline in the tax ratio can be seen from 2014 until it 

increased again in 2017. The increase and decrease in the 

tax ratio is the impact of the strength or weakness of the 

existing tax system in a country. One of the reasons for the 

decline in the tax ratio was due to the many cases of tax 

avoidance, especially in the manufacturing sector. 

Taxes for companies are a burden that will reduce net 

income so that companies always want to pay as little tax 

as possible [2]. The existence of a tax burden that burdens 

the company and its owners, so there are efforts to avoid 

taxes [3]. Companies take advantage of unclear regulations 

in the context of delivering taxes to obtain favorable tax 

outcomes [4]. Tax avoidance is an explicit tax rate 

reduction that represents a series of tax planning strategies 
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starting from tax management, tax planning, tax 

aggressive, tax evasion, and tax sheltering [5]. 

Based on the phenomenon that occurs in tax avoidance, 

especially in manufacturing industrial companies, this 

research is aimed to analyze the effect of company 

characteristics on firm value where tax avoidance is an 

intervening variable or a mediating factor. 

2. THEORETICAL  

2.1 Profitability 

The profitability is the net result of a large number of 

policies and decisions. The ratio examined thus far reveals 

some interesting thing about the wry the firm operates, but 

the profitability ratio shows the combined objects of 

liquidity, asset management, and debt management on 

operating melt [6]. The profitability of the firm is one of 

the basic assessments of the firm’s condition. 

Frank and Goyal (2003) stated in the Pecking Order theory 

that profitable firm will better able to paying dividends, 

paying debt, and having cash [7]. 

The profitability ratio has benefits not only for business 

owners or management, but also for external parties, 

especially those who have a relationship or interest with 

the company [8]. 

Profitability ratio is a ratio that measures the success or 

operation of a company for a certain period of time [9]. 

Profitability can be seen in the signaling theory which 

discusses the ups and downs of market prices such as stock 

prices and bonds so that it will influence investors' 

decisions. Market conditions are strongly influenced by 

investor responses, be it positive signals or negative 

signals. The market will strongly react in various ways in 

response to these signals The existence of profitability 

growth shows that the company's prospects are getting 

better because of the potential for increased profits to be 

obtained by the company. This research, the measuring 

tool that will be used Return On Equity. 

2.2 Leverage 

The firm's financing sources can be in terms of short-term 

financing or long term that will cause an effect known as 

leverage. Firm’s leverage can be used to increase the level 

of expected profit [10].  

The definition of Leverage is the ability of companies to 

use assets or funds that have fixed costs (fixed cost assets 

or funds) to increase the level of income (return) for 

company owners [11]. 

Debt to Equity Ratio (DER) is a ratio that shows the ratio 

between total debt and equity. This result shows the 

relationship between total liabilities and the amount of 

equity provided by the company owner [12]. Debt to 

Equity Ratio (DER) is a ratio that shows the ratio between 

total debt and equity. These results indicate the 

relationship between total liabilities and the amount of 

own capital provided by the company owner [12]. 

This ratio is mean the level of debt to capital owned by the 

company. Debt to equity ratio can reflect a company's 

ability to pay its debts with capital (the capital it owns). 

This ratio is also able to assess the company's ability to use 

capital from loans to support company activities, 

especially to increase company profits. Therefore, 

companies prefer to cover their debts rather than distribute 

dividends. 

2.3 Firm Size 

Firm size is a measure of the value of equity, total sales, or 

total value of assets owned by the firm. state that large 

firms will tend to diversify more than small firms [13]. 

Therefore, the possibility of failure or bankruptcy of large 

firm will be smaller. According to signalling theory, larger 

firm size will give positive signals to investors, so it 

increases the firm’s value. So, investor and lender strongly 

believe in the firm, and they will easily provide funding. 

However, the larger the firm size, the larger the possibility 

of occurrence of agency problems.  

Firm size is a measure of the value of equity, total sales, or 

total value of assets owned by the firm. state that large 

firms will tend to diversify more than small firms [13]. 

Therefore, the possibility of failure or bankruptcy of large 

firm will be smaller. According to signaling theory, larger 

firm size will give positive signals to investors, so it 

increases the firm’s value. So, investor and lender strongly 

believe in the firm, and they will easily provide funding. 

However, the larger the firm size, the larger the possibility 

of occurrence of agency problems.  

The size of the company is very dependent on the size of a 

company which also affects the capital structure and is 

closely related to the company's ability to obtain loans. 

Large companies are considered easier to obtain loans 

because the asset value pledged as collateral is greater and 

the level of bank confidence is higher when compared to 

small companies 

2.4 Agency Theory 

This theory explains the relationship between parties who 

delegate decision making or owners or shareholders and 

the party receiving the delegation in the form of a 

Cooperation contract. In this cooperation, the owner 

delegates to the manager as an agent to manage resources 

efficiently to get maximum profit. An agency relationship 

arises from an engagement between two or more people. 

The manager is in charge of making decisions and 

representing the interests of those who designate the so-
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called owners with other parties who are generally 

associated with solving a problem [14]. 

2.5 Tax Avoidance  

Dyreng et al. (2010) define tax avoidance as follows: “Tax 

avoidance is any form of activity that gives effect to the 

tax obligation, whether activities are allowed by tax or 

special activities that reduce taxes [4]. Tax avoidance is 

usually done by exploiting the weaknesses of the tax law 

and not violate the law " 

In this study the authors used the CETR formula, which 

aims to indicate tax on the company. CETR describes all 

tax avoidance activities that reduce tax payments to tax 

authorities and CETR is not affected by changes in 

estimates such as provision for valuation or tax protection. 

2.6 Firm Value 

Firm value remained relevant to most researchers for the 

past decades. This is because diversified company 

considers as a significant player in an emerging market 

[15]. Most of the study determines what factors can 

affect the firm value. It was stated that firm’s wealth, 

technology, organization structure, human resources 

with discounted future cash flows and environmental 

factors of industrial establishments can affect firm value. 

Another study uses customer satisfaction, management 

understanding, technology usage, and product quality as 

factors that influence firm value . There are also many 

studies that have identified firms’ competitiveness as a 

factor that can affect firm value [16] 

Firm value is the price a prospective buyer is willing to 

pay if the company is sold. The value of the company is 

often associated with the share price. The higher the stock 

price, the higher the company value [17]. 

The company is not only responsible to shareholders, but 

shifts to the social community and is hereinafter referred to 

as social responsibility. 

2.7 Framework 

In this study, it shows the effect of company 

characteristics as an independent variable, namely 

profitability, leverage, company size, on tax avoidance as 

an intervening variable and its impact on firm value as the 

dependent variable as follows: 

Based on the theoretical framework above, profitability 

can be seen that the higher the ROE, the higher the profits 

so that they have a greater opportunity to do tax planning. 

This will indicate a high ROE value. 

 

 

Leverage can be seen with a high DER value, where the 

higher the company's debt, the higher the interest expense. 

With this interest expense, it can reduce the company's tax 

burden. 

Company size or firm size can be seen from the amount of 

assets owned by the company that can be used for 

company operations. The bigger the company, the greater 

the opportunity it has to take advantage of rules that can 

benefit the company. One of the ways to do this is by 

having human resources who are competent in their fields. 

3. METHODOLOGY 

3.1 Population and Sample 

This research uses a population of 22 companies in the 

consumer and goods industry sector listed on the Indonesia 

Stock Exchange, using the company's annual data for the 

period 2015 to 2018. The population of industrial 

manufacturing companies is used because this type of 

company carries out complex activities so that in each 

business decision can have a considerable influence on 

various variables. Most of these relate to company 

characteristics, taxation, and company value, which can be 

seen from the positive growth in prices for the goods and 

consumption sector. Tax avoidance and firm value 

activities can be influenced by profitability, leverage, and 

company size. Besides that, manufacturing companies are 

expected to be able to represent all companies. 

The sampling method was carried out by using purposive 

sampling method or purposive sampling, with the 

following criteria (See Table 1). 

 

Table 1 Purposive Sampling Results 

 

Sample Criteria Total 

The number of manufacturing companies in 

the consumer and goods industry sector list on 

the IDX during period 2015-2018 

22 

Sample Reduction : 

Manufacture companies in the consumer and 

goods industry sector that didn’t publish 

financial reports and auditors reports for the 

financial years as of Dec 31 

 

4 

Total Sample 18 

 

The research sample used in this study includes 18 

companies. 
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3.2 Research Model 

                        

                      

 

Profitability               

 

                                                                                      

 

Avoidance                                        

                                                                  

 

          

Leverage 

Figure 1 Research methods 

 

For research method, can be seen in Figure 1.  

3.3 Data Collection Technique 

Data collection in this research was carried out through 

documentation study. To obtain answers to the research 

hypothesis, the data were processed using structural 

equation modeling software with partial least square 

(PLS) software interpretation. 

In this research, profitability is measured by return on 

equity, leverage is measured by debt to equity ratio, 

company size is measured by the natural logarithm of 

total assets, tax avoidance is measured by cash effective 

tax rate, and firm value is measured by price to book 

value.  

4. RESULTS AND DISCUSSION 

4.1 Validity test 

In Table 2, the results of the validity test show that the 

value of all indicators is greater than the kirteria 0.5. This 

means that all indicators in dimensions and variables have 

good validity. 

 

 

 

 

 

 

Table 2 Validity Test 

Dimension 
Loadings 

Factor 
AVE Criteria Inf 

PROFITABILITY (X1) 

GPM 0.75 
0.639 

0.500 Valid 

ROE 0.867 0.500   

LEVERAGE (X2) 

DER 0.912 
0.846 

0.500 Valid 

LTDR 0.934 0.500   

SIZE (X3)  

MARKET 

CAPTZN 
0.667 

0.735 
0.500 Valid 

SLS 0.869 0.500   

TAX AVOIDANCE (Y) 

CETR 0.816 
0.724 

0.500 Valid 

CURRENT 0.89 0.500   

FIRM VALUE (Z) 

PBV 0.989 
0.734 

0.500 Valid 

TOBINS’Q 0.692 0.500   

4.2 Reliability Test 

Result show that the reliability test is above the 0.7 

criterion for all variables. Thus, all profitability variables 

(X1), leverage (X2),Firm size (X3), tax avoidance (Y), and 

firm value (Z) are consistent and can be trusted to be used 

in research. Result of Rehabilitee test can be seen in Table 

3. 

Table 3 Rehabilitee Test 

 

Variable Cronbachs 

Alpha 

rho_A Composite 

Reliability 

Pprofitability 0.758 0.891 0.777 

Leverage 0.820 0.853 0.918 

Size 0.758 0.882 0.757 

Tax Avoidance 0.731 0.836 0.840 

Firm Value 0.758 3.551 0.842 

 

 

 

 

X2 

X3 

Y

Y         

Z 

X

1 

CETR 

CURRE

NT 

PVB 

TOBIN’S 

 

TAK 
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4.3 Hypothesis Test 

Table 4 shows that all t-statistical values from indicator to 

variable are > 1.96 and all p-values from indicator to 

variable are < 0.05. This means that all weight values and 

loading factors are relevant. On the other hand, there are 

three t-statistics and p-values from variable to variable that 

are not significant, namely the effect of leverage on tax 

avoidance, the effect of leverage on firm value and the 

effect of firm size on tax avoidance. By mediation, tax 

avoidance cannot mediate the relationship between 

profitability and leverage on firm value but can mediate 

the relationship between firm size and firm value. 

 

Table 4 Hypothesis Test From Indicator to Variables 

GPM 8.751 0.002 Significant 

ROE 22.084 0.000 Significant 

DER 15.351 0.000 Significant 

MARKET CAPT 3.824 0.016 Significant 

Ln.PENJ 1.773 0.017 Significant 

CETR 24.938 0.000 Significant 

CURRENT 21.320 0.000 Significant 

PBV 29.511 0.000 Significant 

OBINS’Q Log 3.048 0.028 Significant 

From Variables to Variables 

Profitability -> Tax 

Avoidance 
3.599 0.018 Significant 

Profitability -> Firm 

Value 
3.197 0.025 Significant 

Leverage -> Tax 

Avoidance 
0.249 0.409 

Not 

Significant 

Leverage -> Firm 

Value 
0.533 0.316 

Not 

Significant 

Company Size -> Tax 

Avoidance 
1.523 0.113 

Not 

Significant 

Company Size -> Firm 

Value 
23.760 0.000 Significant 

Tax Avoidance -> Firm 

Value 
4.399 0.011 Significant 

Mediation 

Variable Direct Indirect Total effect 

Profitability > tax 

avoidance > firm value 
-0.263 -0.012 -0.275 

Leverage > tax 

avoidance > firm value 
0.164 -0.002 0.162 

Size > tax avoidance > 

firm value 
-0.275 0.014 -0.262 

 

 

4.4 The Effect of Profitability on Tax 

Avoidance 

Hypothesis test results indicate that the profit ratio or 

profitability has a significant impact on tax avoidance 

activities. An increase in the value of profitability indicates 

an increase in tax avoidance, on the other hand a decrease 

in profitability indicates a decrease in tax avoidance. 

Profitability in this study is proxied by Gross Profit 

Margin (GPM), while tax avoidance is proxied by Cash 

Effective Tax Rate. Gross profit margin (GPM) is the sum 

of gross profit to sales ratio. 

The results showed that the amount of gross profit was 

decreasing. This is the cause of decreased profitability and 

makes tax avoidance decrease. In this case, tax payments 

will decrease. Companies with low profits are indicated to 

practice tax avoidance. Savings in the amount of tax 

burdens that cause an increase in profit is one of the 

company's strategies in taking tax avoidance action.  

4.5 The Effect of Leverage on Tax Avoidance 

The analysis and hypothesis testing show that the debt 

ratio or leverage has no impact or influence on tax 

avoidance. This means that the size of the leverage in a 

company does not affect tax avoidance. 

Results of the research explain the relationship between 

leverage and tax avoidance where the two variables have a 

relationship that does not have a positive effect because 

the direction of movement is equally far between the 

minimum value and the maximum value. The leverage 

variable only moves at 0.065, while the highest value for 

leverage is 39.49. This applies to tax avoidance that moves 

at 0.052, while the highest value for tax avoidance is 

3054.48. Thus, the two variables have no effect. 

Leverage is proxies by the DER indicator, while tax 

avoidance is peroxide by the CETR indicator. The higher 

the company's debt, the lower  amount of tax paid will be. 

Interest costs arising from company debt cause a reduction 

in the amount of tax payments by the company. This 

condition shows that leverage has no effect on tax 

avoidance. 

4.6 The Effect of Firm Size on Tax Avoidance 

The size of the company or firm size based on analysis and 

hypothesis testing shows that the size of the company or 

firm size has no impact on tax avoidance practices. The 

two variables, namely company size and tax avoidance, 

have a negative relationship. In the variable of company 

size, the direction of movement of the minimum variable 

means that the two variables do not have a positive effect.       

Results showed that firm size had no effect on tax 

avoidance. It can be seen that large companies will receive 

greater attention from tax officials or the tax authorities to 
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be taxed in accordance with applicable regulations. This 

does not apply because paying taxes is an obligation that 

must be done by the company. Both large and small 

companies will be monitored and followed up by the tax 

authorities if they commit tax violations.  

4.7 The Effect of Profitability on Firm Value 

Results of the analysis and hypothesis testing indicate that 

the profit ratio or profitability has an impact on firm value. 

If the company's profit has decreased, the company value 

will increase. 

Profit ratio is peroxide by GPM, while firm value is 

reflected, it can be seen that the GPM value is affected by 

gross profit. In this study it was found that low 

profitability does not always have an impact on the value 

of the company in circulation. The increase in the number 

of shares outstanding causes investors to feel confident in 

the company's fundamentals. 

4.8 The Effect of Leverage on Firm Value 

Results of the analysis and hypothesis testing show that the 

debt ratio or leverage  has no impact on firm value. The 

results showed that the two variables had a relationship 

that did not have a positive effect because the direction of 

movement was equally far between the minimum value 

and the maximum value. The leverage variable only moves 

in the range of 0.065, while the highest value in the 

leverage variable is 39.49. This also applies to the firm 

value variable which is 33.57. Thus, the two variables 

have no effect in a positive direction. 

Leverage is peroxide by the DER indicator, while tax 

avoidance is peroxide by the CETR. The higher the 

company's debt, the lower the amount of taxes paid. The 

high interest cost of debt will cause a reduction in the 

amount of tax payments by the company. This condition 

shows that leverage has no effect on tax avoidance.  

4.9 The Effect of Firm Size on Firm Value 

Results of the analysis and testing show that firm size does 

not have a significant impact on firm value. Its means that 

the size of the firm value affects the firm value. Firm value 

is peroxide by PVB. The theory shows that a high sales 

level reflects the condition of the company in a good 

condition to earn a profit and has high confidence from 

investors to make investments. The results of this study are 

different and not in accordance with the theory. The results 

of the analysis show that although the size of the company 

is increasing, it is fundamentally bad for the condition of 

the company. This can be seen in the downward trend in 

stock prices. 

The fundamental condition of a company is said to be 

good if its share price increases. Apart from company 

fundamentals, investors want to invest in companies that 

have good prospects, regardless of the size of the 

company. No matter how big a company is, if there are 

rumors or rumors that the company is experiencing losses 

and is on the verge of bankruptcy, investors will 

automatically not invest in the company and this of course 

has an impact on the decline in the value of the company's 

shares. 

4.10 The Effect of Tax Avoidance on Company 

Value 

Results of the analysis and hypothesis testing show that 

firm value is influenced by tax avoidance. This means that 

the more tax avoidance increases, the firm value decreases, 

and vice versa. 

The results showed that the tax paid by the company 

showed a decreasing direction. The decrease in taxes paid 

was due to the declining net profit of the company. To 

increase net income, the company increases the number of 

shares outstanding issued. This in turn has an impact on 

increasing company value. 

4.11 The Effect of Profitability on Firm Value 

with Tax Avoidance as an Intervening Variable 

Results of the analysis and hypothesis testing show that tax 

avoidance is not able to mediate the impact of profitability 

on firm value. Investors do not only see the size of tax 

avoidance in investing, but are more focused on the 

company's performance in earning a profit. If the company 

experiences an increase in profits, the company's ability to 

pay dividends also increases. This condition also 

represents the effect of increasing firm value. In addition, 

company profits have decreased despite an increase in 

sales. The decline in profit was due to high costs as a result 

of the company's high debt ratio. Decreasing company 

profits will have an impact on small corporate tax 

payments. 

The results showed that firm value increased despite high 

costs. Decreasing corporate profits have an impact on 

small corporate tax payments. To improve the company's 

image as a result of low profitability, the company 

increases the number of shares outstanding. An increase in 

the number of shares outstanding will have an impact on 

increasing company value. 

4.12 The Effect of Leverage on Firm Value 

with Tax Avoidance as an Intervening Variable 

Results of analysis and hypothesis testing show that tax 

avoidance cannot mediate the impact of leverage on firm 

value. In investing, investors do not only look at the 
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conditions of tax avoidance practices, but more at the 

company's ability to manage debt. The leverage of this 

research is reflected in the Debt to Equity Ratio (DER). It 

can be seen in the research results that tax avoidance 

conditions are not able to mediate the effect of leverage on 

firm value. 

The higher amount of funding that comes from debt, the 

higher the interest costs arising from the debt. High 

interest costs will have an impact on reducing the 

company's tax burden. The higher the leverage, the higher 

the tax avoidance measures. Debt that causes interest 

expense can be deducted from taxable profit. On the other 

hand, an increase in debt can be considered as the issuance 

of the company's ability to provide more returns to 

investors without having to reduce the proportion of 

ownership, so that the company's value also increases. 

4.13 The Effect of Firm Size on Firm Value 

with Tax Avoidance as an Intervening Variable 

Results of the analysis and hypothesis testing show that tax 

avoidance can mediate the impact of firm size on firm 

value. Company size is a symbol that can be associated 

with financial reporting. The condition of the variable size 

of the company, tax avoidance, and the value of the 

manufacturing companies in the consumer goods and 

industry sectors listed on the IDX for the period 2015-

2018 can be seen in the results of the research. 

The results show that company size and firm value have 

increased, while tax avoidance has decreased in the same 

period, namely 2015-2018. An increase in the level of 

sales, which is caused by low tax payments, has an impact 

on increased corporate value. Decreasing tax payments 

have an impact on increasing share prices. 

Large of a company causes the value to increase; this is 

due to an increase in the number of shares outstanding. To 

increase company value, one of the things that might be 

done is to do tax avoidance. Tax avoidance is one of the 

efforts made by taxpayers to minimize the tax payable in a 

way that does not conflict with the aims and objectives of 

the general provisions and provisions of tax laws. 

A company with a large size shows the stability and ability 

of the company to carry out its economic activities. Large 

companies certainly have human resources who are 

experts in managing their taxes. Tax avoidance by 

management is by saving tax burdens so as to increase 

company profits. The company's increasing profit got a 

positive reaction from investors. This in turn will have an 

impact on the company's increased value. 

5. CONCLUSION 

GPM has an effect on tax avoidance; DER has no effect on 

tax avoidance. Sales have no effect on tax avoidance; 

GPM has an effect on firm value. DER has no effect on 

firm value. Sales have an effect on company value. CETR 

has an effect on firm value. Tax avoidance cannot mediate 

the impact of leverage on firm value. Tax avoidance can 

mediate firm size on firm value. 

Future research is expected to develop to look for other 

variables that might influence tax avoidance. Several other 

factors that may influence tax avoidance are company 

growth and good corporate governance. In addition, the 

use of a wider sample, an additional observation period, 

and a more recent study time are also suggested so that the 

results of the study are more representative. 
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