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Abstract. The purpose of this study is to determine the effect of corporate governance on tax 

avoidance, and to determine the role of the size in moderating the relationship of corporate 

governance and tax avoidance. The secondary data collected came from manufacturing industries 

listed on the Indonesia Stock Exchange for the period of 2016 - 2018. The data was obtained 

from the annual report of the Indonesia Capital Market Directory and the Indonesia Stock 

Exchange website. This study uses multiple moderated regression analysis. The results showed 

that the proportion of audit committees had a negative and significant effect on tax avoidance. 

Meanwhile, the board of commissioners and institutional ownership do not affect tax avoidance, 

while the size can moderate the relationship of the audit committee and tax avoidance. 

Keywords: audit committee, board of commissioners, corporate governance, institutional 

ownership, tax avoidance, the size 

1 Introduction 

The National Budget is a source of state revenue that is planned to increase 

investment, equity and reduce poverty. The state budget also has an important role 

in managing the country's economy. Therefore, in 2019, the State Budget has a fair, 

healthy and independent theme. "Healthy" can be interpreted that the state budget is 

expected to be maintained its balance characterized by low deficits. "Fair" means the 

state budget can create jobs, reduce poverty and overcome income disparities by 

region. National Budget (APBN) consists of state revenues from the tax sector and 

the non-tax sector. On the other hand, taxes have contributed greatly to the state 

finances, as evidenced in the 2019 of APBN, tax revenues contributed 82.5% to 

state. Therefore, tax revenue is needed, for the development and welfare of the 

community. Consequently, the state must also improve services, so that people are 

more easily and motivated to pay taxes. 

On the other hand, in the midst of efforts continuously to increase tax revenue, 

the country faces obstacles, with tax avoidance activities, usually done by 

ICoSMI 2020, September 14-16, Indonesia
Copyright © 2021 EAI
DOI 10.4108/eai.14-9-2020.2304404

mailto:prisild@rocketmail.com
mailto:rambetania1@gmail.com


companies legally. Tax avoidance is the treatment of companies that try to reduce 

tax obligations by regulating in such a way that their benefit from loopholes in 

proper tax law provisions. This act of tax avoidance does not actually violate tax 

laws but is not in line with the objectives of the Taxation Act. In practice, the 

treatment of tax avoidance is usually done by minimizing the amount of tax 

obligations that must be paid legally, while illegal business, known as 

"embezzlement" (tax evasion). So, tax avoidance is an attempt by the company to 

pay the minimum amount of tax. Astuti and Aryani [2] state that legally, tax 

avoidance is not illegal or against the law but it is only an act that is not good and is 

considered negative, because it causes state losses. 

In 2016, the world was shocked by the leak of confidential documents from 

the law firm Mossack Fonseca in Panama known as the Panama Papers. Inside are 

world leaders, politicians, public officials, drug dealers, celebrities and billionaires 

involved. The document states that the alleged practice of the flow of illicit funds in 

the global financial world has secretly taken place systemically. It was originally 

founded by Shell Corporation, a fictitious company whose legal procedures were 

established. In its operations, the company does not conduct company transactions, 

but fictitious transactions by hiding company assets. This activity is clearly as tax 

avoidance through legal business practices but aims to rob the country because the 

tax is not paid. 

Meanwhile, good corporate governance is a system that regulates the 

relationship between the roles of the board of commissioners, directors, shareholders 

and other stakeholders. Agoes [1], states that companies implement good corporate 

governance practices to avoid business risks by implementing good governance, so 

that companies have a clear picture in determining the direction of their 

performance. On the other hand, good corporate governance is a mechanism used by 

shareholders and creditors in controlling the actions of company managers. 

Companies that in practice do tax avoidance can provide an explanation that 

corporate governance has not been carried out optimally by public companies in 

Indonesia. The corporate governance component, among others, is the board of 

commissioners who in carrying out their duties are expected to oversee the company 

in order to create good corporate governance. The audit committee formed by the 

board of commissioners is expected to carry out supervisory duties, namely the 

company's internal control. With the existence of an audit committee, it is expected 

to improve corporate governance for the better. 



Maraya and Yendrawati [20] stated that companies were asked to continue to 

make improvements and increase competitiveness, nationally and internationally, so 

as to increase market confidence and increase investment to boost national economic 

growth. Therefore, the Indonesian government and the IMF continue to introduce 

the value of corporate governance, because companies that have good governance 

can increase the level of compliance with their tax obligations [27]. 

The board of commissioners is an important part of the organizational 

structure because it has a control function by providing oversight in general and 

specifically, in accordance with the articles of association and giving consideration 

to directors. Thus, the board of commissioners in a company is the representative of 

the owner of the company who is responsible for overseeing the activities of 

management so that the company's activities are in line with the expectations of the 

stakeholders. Ariawan and Setiawan [2] state that one measure that the 

implementation of good corporate governance has been carried out properly is the 

ability to control and supervise the actions of managers to implement tax saving 

practices so as to minimize agency costs, thereby affecting companies in 

implementing tax avoidance. 

The Audit Committee is part of the corporate governance mechanism whose 

functions include controlling and supervising managers in managing the company. 

As such, the audit committee carries out independent oversight of the financial 

reporting process and external audits, as well as providing independent oversight of 

risks and control over the governance process of a company. Damayanti and Susanto 

[11] added that the Board of Commissioners assigns the task to the audit committee 

to guarantee the quality of financial statements from errors, so that the financial 

statements can be trusted. Finally, the audit committee can improve the quality of 

information in reporting to stakeholders. Therefore, the existence of the audit 

committee is expected to avoid tax avoidance [26]. 

On the other hand, institutional ownership is ownership of shares owned by 

institutions and institutions, such as insurance, investment companies and banks. 

The presence of institutional ownership is expected to improve the function of 

supervision better. In the supervision function, it is certainly expected to guarantee 

the prosperity of the shareholders. On the other hand, the influence of institutional 

ownership can pressure companies to improve their performance because of their 

substantial share ownership in the capital market. Ownership structure has an impact 

on tax management decisions. Khan [16] said that institutional ownership 

originating from institutional companies, banks, insurance companies and 



investment companies greatly influences the supervision of company management, 

so that supervision runs effectively to tax avoidance measures. 

Companies are required to improve and enhance competitiveness nationally 

and internationally so as to increase market confidence and can encourage 

investment flows and sustainable national economic growth. In this connection, the 

Indonesian government and the International Monetary Fund (IMF) introduced the 

concept of Good Corporate Governance (GCG). Companies that have good 

corporate governance mechanisms will be directly proportional to the compliance of 

the company in meeting its tax obligations [27]. Several previous studies, regarding 

the effect of corporate governance on tax avoidance, including Maharani and 

Suardana [22], found that the proportion of the board of commissioners, audit 

quality has a negative effect on tax avoidance. Sandy and Lukviarman [26] also 

showed that corporate governance, namely the proportion of independent 

commissioners, audit quality and audit committee negatively affecting tax 

avoidance. 

The size of the company is a comparison of objects seen from the size of the 

total scale size of the company's assets. Large-scale companies are companies that 

have abundant resources in achieving company goals. The greater the amount of 

assets of a company, the more stable the company is in making a profit. The smaller 

a company is, the more resources it has. Based on agency theory, large companies 

can use their resources to compensate agents to reduce the tax burden to maximize 

company performance [10]. 

1.1 Literature Review 

1.1.1. Tax Avoidance 

Tax avoidance is a way to avoid tax legally, which is usually done by 

taxpayers by reducing the amount of tax that must be paid. This method violates 

taxation rules because it exploits the weaknesses of taxation rules. Lim [18] states 

that tax avoidance can be defined as the utilization of tax provisions in order to save 

tax payable that is done legally by the company so as to minimize the tax payable 

that must be paid. Actions like this can certainly affect state tax revenue so that it 

can result in a reduction in the source of the state budget. Even though the APBN is 

used to build public facilities and finance government activities. If the state budget is 

hampered, development will also be hampered. Companies that minimize the 

amount of tax that must be paid but still within the framework of the tax regulation 

do not violate tax rules and regulations. Efforts to minimize tax euphemism can be 



referred to as tax planning. The tax planning refers to the business engineering 

process and taxpayer transactions so that tax debt can be minimized but still within 

the framework of taxation rules. 

Brown [7] states that tax avoidance is different with tax evasion. Tax evasion 

is related to how companies violate the law because it reduces or eliminates the tax 

burden, while tax avoidance is a legal way by utilizing taxation loopholes by 

minimizing tax payments or making transactions that can avoid taxes. Tax 

avoidance can be linked to tax planning because tax planning also uses legal means 

to minimize or avoid or even eliminate tax obligations. Tax avoidance is also done 

by companies by minimizing the amount of tax that is still within the limits of the 

provisions of tax regulations through tax planning. 

1.1.2. Corporate Governance 

Corporate governance is a concept to improve efficiency through the 

relationship between shareholders, company management and the board of directors 

and other stakeholders. Corporate governance can be a means of monitoring 

performance. Watts [33] stated that corporate governance is one way to limit the 

opportunistic behavior of management. According to Hastuti [15], corporate 

governance is expected to provide protection and guarantees for stakeholders, such 

as shareholders, creditors, the government, customers and other stakeholders. In 

general, the principles of good corporate governance consist of: 

1) Fairness (justice), ensuring the protection of the rights of shareholders, and 

ensuring the implementation of commitments with investors. 

2) Transparency, requires an open information system, timely, clear and can be 

compared with the financial situation, company management and company 

ownership. 

3) Accountability, explains roles and responsibilities and supports efforts to balance 

inter-interests, namely between management and shareholders overseen by the 

Board of Commissioners. 

4) Responsibility, ensuring compliance with the rules and regulations that apply as a 

mirror of compliance with social values. 

Corporate governance can also be interpreted as a concept that is based on 

agency theory about investor rights, when corporate governance can provide hope to 

investors that they can receive returns on the funds they invest. Corporate 

governance is believed to provide confidence for investors that managers will 



benefit and will not embezzle, steal or invest funds in unprofitable projects. In this 

case, corporate governance can reduce agency costs [28]. 

The implementation of corporate governance can be done internally or 

externally. Internal processes can be carried out using internal structures and 

processes, such as shareholders' general meetings, the proportion of independent 

commissioners and the composition of the board of directors, while external 

mechanisms can be used through corporate control, ownership structure and market 

control [13]. 

1.1.3. The Company Size 

The size of the company can be determined by calculating the company's total 

assets. A large company means having a larger amount of assets than a smaller 

company. Bestivano [6] stated that the total assets of a company can be used as the 

company size. High value assets owned by a company can indicate that the company 

has entered a maturity stage, a positive cash flow condition that indicates the 

company has a good and stable future because it can generate greater profits 

compared to companies with smaller assets [14]. 

The size of the company can also be seen from the large assets owned. 

Through the size of the company, the size of the assets of a company can be seen in 

the form of total assets. The size of a company certainly greatly influences the 

capital used in its operational activities. The company's ability to obtain additional 

capital from external parties when there is a lack of capital in managing the 

company's operational activities, is also influenced by the size of the company [19]. 

1.2 Hypotheses Development 

1.2.1 The influence of the Independent Board of Commissioners on Tax Avoidance 

Board of commissioners carries out its duties based on the role and function of 

supervision and provides advice to the Board of Directors. To be able to do good 

corporate governance, the role and function of independent commissioners is very 

important because the company's business activities must indeed be monitored. The 

role of the board of commissioners can support better management for companies, 

so as to improve the quality of financial statements [23]. The existence of the board 

of commissioners can reduce the practice of management fraud in taxation reporting. 

Based on this explanation the following hypotheses can be obtained: 

H1: The board of commissioners has a negative effect on tax avoidance 



 

1.2.2. The influence of the Audit Committee on Tax Avoidance 

The audit committee is a body appointed by the board of commissioners to 

carry out checks and checks as well as research on the performance of the board of 

directors. The audit committee is also seen as an extension of the board of 

commissioners in carrying out supervision of the board of directors. In addition, the 

existence of the audit committee is also intended to carry out the task of controlling 

management in the process of preparing financial statements, so as to eliminate and 

avoid fraudulent practices that will harm stakeholders. The audit committee is 

expected to support the company's efforts in implementing good corporate 

governance. Annisa and Kurniasih [5], Dewi et.al. [12] stated that the presence of an 

audit committee can improve corporate governance and can reduce the occurrence 

of tax avoidance. Based on the explanation, the following hypothesis can be 

obtained:  

H2: The audit committee has a negative effect on tax avoidance.  

 

1.2.3. The Effect of Institutional Ownership on Tax Avoidance  

Institutional ownership is the ownership of company shares by certain 

financial institutions to be able to exercise the authority to manage large amounts of 

funds on behalf of other institutions proportionally. Institutional ownership is 

expected to oversee policies and decisions taken by management. Shleifer and 

Vishny [28] states that the existence of institutional ownership in a company can 

make management more careful in making decisions, so that opportunistic behavior 

does not occur. Institutional ownership can avoid tax avoidance behavior. Fadhilah 

[13] asserts that high institutional ownership can provide effective control to 

management, so as to reduce agency problems and reduce management 

opportunities for tax avoidance. Based on the explanation, the hypothesis can be 

formulated as follows:  

H3: Institutional ownership has a negative effect on tax avoidance 

 

1.2.4. The Size Moderate the Audit Committee's Relationship to Tax Avoidance 

The size of the company is a scale that can distinguish the size of a company 

in terms of differences in the size of income, total assets and total capital. The 

greater the size of the company will show that the company's situation is getting 

stronger. Basyaib [8] and Tristianto & Oktaviani [32] in their research on cash 



effective tax rate as a proxy for determining tax avoidance measure stated that the 

greater the intended value indicates the lower tax avoidance undertaken. 

Swingly and Sukartha [29] also mentioned that the company size did not have 

a positive effect on tax avoidance. Mayangsari [23] also mentioned that corporate 

governance supports the company's internal control better. The larger the size of the 

company will have a large audit committee as well, so that it can suppress tax 

avoidance actions. Based on this explanation, a hypothesis can be formulated as 

follows: 

H4: The Size moderates the relationship of the audit committee with tax 

avoidance 

2 Research Method and Analysis Data 

2.1 Research Design and Measurement 

 This research is included in a quantitative study using a causality model, 

which is testing variables that can change other variables or not change variables. 

The primary data in the form of financial statements that have been audited and 

published by the Indonesian Capital Market Reference Center (PRPM) and the 

Indonesian Capital Market Directory (ICMD). The secondary data were collected 

from the manufacturing industries listed on the Indonesia Stock Exchange in the 

period of 2016 - 2018, totaling 30 samples. The analysis used is moderated multiple 

regression. 

2.2 Measurement 

Measurement of the independent and dependent variables obtained are as 

follows: 

 

 

 

 
Table 1. Variable Measurement 

Variable  Measurement Scale 

Dependent Variable Tax Avoidance ETR Cash = 

Current tax burden: Profit before tax 

Ratio 

Independent Variable Board of DKI = Ratio 



 Commissioners 

 

Number of independent commissioners: 

Number of commissioners 

Audit 

Committee 

KA = 

Number of audit committees 

Ratio 

Institutional 

Ownership 

 

KI = 

Shares owned by institutions: 

Number of shares outstanding 

Ratio 

Moderating Variable The Size The Size = Ln Total Assets Ratio 

Source: Data processed 

The data analysis uses multiple regressions with moderating variable. The 

analysis model uses moderating with the following equations: 

TA = β0 + β1.DKI + β2.KA + β3.KI + β4.KA * Size + ε it 

Note: 

TA: Tax Avoidance, DKI: Independent Board of Commissioners, KA: Audit 

Committee, KI: Institutional Ownership 

3 Results 

Based on testing using SPSS 21, the results are obtained that all variables meet 

the role of thumb assumptions specified in the classical assumption requirements. 

All variables tested with secondary data distribution, including descriptive statistical 

tests, did not cause serious problems with normality, multicollinearity and 

heteroscedasticity. 

3.1 Hypothesis Test Results 

Based on data processing from the regression model that includes independent 

and dependent variables using SPSS 21, the results are as follows: 

 

Table 2. Multiple Regression Model and Moderated Regression Analysis (MRA) 

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 



Note: 

TA: Tax Avoidance, DKI: Independent Board of Commissioners, KA: Audit Committee, KI: Institutional 

Ownership 

From the table above, it can be seen that the regression equation model using 

moderation developed in this study is as follows: 

TA = 72.79 + 0.145DKI - 23.770KA - 0.030KI + 1,232 KA * Size + e 

Note: 

TA: Tax Avoidance, DKI: Independent Board of Commissioners, KA: Audit 

Committee, KI: Institutional Ownership 

3.2 Panel Data Regression Test 

3.2.1 First Hypothesis Test 

The first hypothesis examines whether the Independent Board of 

Commissioners has a negative effect on Tax Avoidance. Based on the results of the 

regression analysis in table 2 it can be seen that the t-value of 1.208 with a 

significance level of 0.238, means that the significance level is greater than 0.05 so 

that the first hypothesis accepts H0. It can be concluded that the Independent Board 

of Commissioners cannot reduce Tax Avoidance. Thus, the first hypothesis is 

rejected. 

 

3.2.2 Second Hypothesis Test 

The second hypothesis examines whether the Audit Committee can have a 

negative effect on Tax Avoidance. Based on the results of the regression analysis in 

table 2 it can be seen that the t-value of -3.704 with a significant level of 0.001, 

means that the significance level is less than 0.05 so it can be concluded that the 

Audit Committee has a negative effect on Tax Avoidance. Thus, the second 

hypothesis is accepted. 

 

B Std. Error Beta 

1 (Constant) 72,790 18,377  3,961 ,001 

DKI ,145 ,120 ,190 1,208 ,238 

      

KA -23,770 6,417 -,654 -3,704 ,001 

KI -,030 ,058 -,087 -,516 ,610 

KA*SIZE 1,232 ,469 ,514 2,625 ,015 



3.2.3 Third Hypothesis Test 

The third hypothesis examines whether Institutional Ownership has a negative 

effect on Tax Avoidance. Based on the analysis in Table 2 it is known that the t-

value of - .516 with a significant level of 0.610 means a significance level greater 

than 0.05 so it can be concluded that Institutional Ownership cannot reduce Tax 

Avoidance. Thus, the third hypothesis is rejected. 

 

3.2.4  Fourth Hypothesis Test 

The fourth hypothesis is testing whether The Size can moderate the Audit 

Committee's relationship with Tax Avoidance. Based on table 2 regression analysis 

it is known that the t-value of 2.625 with a significance level of 0.015 means smaller 

than the significant level of 0.05, so it can be concluded that The Size can moderate 

the Audit Committee's relationship to Tax Avoidance. 

3.3 Determination Coefficient Test 

Table 3. Coefficient Determination 

Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

1 ,671a ,450 ,362 8,86172 

a. Predictors: (Constant), KA*SIZE, DKI, KI, KA 

Note:  

TA: Tax Avoidance, DKI: Independent Board of Commissioners, KA: Audit Committee, KI: Institutional 

Ownership 

3.4 Panel Data Regression Test 

The magnitude of the influence of all independent variables, namely 

Institutional Ownership, Independent Commissioners, Audit Committee on Tax 

Avoidance obtained by Adj. R-Square of 0.450. This shows the magnitude of the 

influence of the independent variables on the dependent variable together by 45% 

while the rest is influenced by other factors. 

 

3.5 Model Accuracy Test (F-Test) 
 

Table 4. F-Test Results 



Simultaneous coefficient test is used to determine whether all independent 

variables included in the regression model have a joint or simultaneous effect on the 

dependent variable. Based on the ANOVA calculations in table 4 it is known that 

the F-count is 5.113, while the significance is α = 0.05 so that the F-count> 0.05. 

Thus, H0 is rejected and H1 is accepted, so there is a significant influence jointly on 

Tax Avoidance. 

4 Discussion 

4.1 The influence of the Board of Commissioners on Tax Avoidance 

Board of Commissioners is a board that in carrying out its duties has the 

function of helping the management of the company and carrying out good 

governance so that the function and role of the Board of Commissioners is very 

important in business activities. The board of commissioners is also required to have 

good faith and prudence in carrying out their functions and duties in accordance 

with the company's objectives. 

The results of statistical analysis indicate that the existence of an Independent 

Board of Commissioners does not have a significant negative effect on Tax 

Avoidance. This is due to the presence of the board of commissioners being 

ineffective in preventing the practice of tax avoidance, so the board of 

commissioners is not optimally carrying out a good oversight function in making tax 

decisions. The existence of the board of commissioners has not been able to 

influence the practice of tax avoidance of a company. There are allegations that the 

existence of the board of commissioners is only to meet regulatory requirements, but 

in carrying out their duties it cannot be effective in preventing tax avoidance 

practices. 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 1605,948 4 401,487 5,113 ,004b 

Residual 1963,252 25 78,530   

Total 3569,200 29    

a. Dependent Variable: TA 

b. Predictors: (Constant), KA*SIZE, DKI, KI, KA 



4.2 The influence of the Audit Committee on Tax Avoidance 

The audit committee has been used as a component of corporate governance in 

a public company. Its existence is to oversee the process of making financial reports 

and internal controls. The audit committee in carrying out its duties is also expected 

to have adequate knowledge and understanding of financial statements and the 

principles of internal control. 

The results of the statistical analysis show that the existence of the audit 

committee has a negative effect on tax avoidance. The existence of an audit 

committee can also increase the integrity and credibility of financial statements [30], 

so as to reduce the practice of tax avoidance. 

4.3 The Effect of Institutional Ownership on Tax Avoidance 

Institutional ownership has an important role in overseeing and disciplining 

management. Shleifer and Vishney [28] stated that the institutional ownership can 

force managers not to take actions that only benefit themselves. Institutional 

ownership has fiduciary responsibilities, so they can have incentives to ensure 

management's actions in directing the company to the welfare of shareholders. 

The results of statistical tests show that institutional ownership does not affect 

negative effect on tax avoidance. This can occur because institutional ownership 

believes that the company's commissioners will carry out their duties and functions 

properly. This weakness makes the existence of institutional ownership cannot 

reduce the practice of tax avoidance. The results of this study are in line with 

Fadhilah [13]. 

4.4 The effect of The Size in moderating the relationship of the Audit 

Committee with Tax Avoidance 

The audit committee is a body appointed by the board of commissioners to 

carry out checks and examinations and research which is considered to be important 

for the board of directors in carrying out their duties and functions. While the size of 

the company is seen from the size of the assets owned. 

Statistical test results show that the size can moderate the audit committee's 

negative relationship to tax avoidance. This is a result of the larger companies, the 

greater the number of audit committees, so it is expected that with more audit 

committees in large companies, compared to smaller companies, the size can 

moderate the negative relationship between audit committees and tax avoidance. 



5 Conclusion and Limitation 

5.1 Conclusion 

Research results show that the existence of an independent board of 

commissioners does not have a negative effect on tax avoidance. This shows that the 

existence of the board of commissioners is not effective in preventing the practice of 

tax avoidance, because the existence of the board of commissioners is not optimal in 

carrying out tax supervision. 

The existence of an audit committee has a significant negative effect on the 

practice of tax avoidance because the role of the audit committee in overseeing the 

process of preparing financial statements and applying the principles of internal 

control can run effectively, so as to improve the quality of financial statements, 

which in turn can reduce the practice of tax avoidance. 

Institutional ownership does not affect negative effect on tax avoidance. This 

is because institutional ownership believes that the company's commissioners will 

carry out their duties and functions properly, including by implementing good 

governance. This weakness means that institutional ownership cannot reduce tax 

avoidance practice. The final conclusion is that the size can apparently moderate the 

audit committee's negative relationship with tax avoidance. This means that the 

larger the company will have a larger number of audit committees than smaller 

companies, so that the size of a company can moderate the negative relationship of 

the audit committee with tax avoidance.  

5.2 Limitation  

Researcher's view of the size that can moderate the negative relationship 

between the audit committee on tax avoidance is not optimal, it still needs further 

study. In research, only taking a limited sample, so it cannot be generalized. A 

sample of 30 pieces from a number of years of observation is considered still far 

away to be a strict conclusion, so that more samples are needed to get more accurate 

results. 
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