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Abstract. This research investigates the relationship between tax avoidance with 

executive characteristics, independent commissioner and profitability at manufacture 

firm in Indonesia. Tax avoidance was difference measure by using corporate tax to return 

ratio (CTTOR). This ratio present for tax avoidance level, in which higher CTTOR 

means the lower tax avoidance level. This study was using 20 manufacture firms in 

Indonesia. There were 80 annual reports data. This research used multiple regressions 

linear with SPSS 23 for tool analysis. The result shows the executive characteristics has 

negative impact but not significant to tax avoidance. Independence commissioner and 

profitability have positive significant effect to tax avoidance. Besides, size and total asset 

turn over and leverage has relationship with tax avoidance. 
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1   Introduction 

The Panama Papers case was discussed in the spotlight of the Indonesian government, the 

Panama Papers became the biggest tax avoidance scandal that could even be classified as a 

practice of tax crime (1). Many businessmen from well-known companies in Indonesia were 

involved in the Panama Papers, entrepreneurs transferred their money to Panama to avoid 

taxation in Indonesia. This has become a serious problem for the Indonesian government, 

especially the Directorate General of Taxes, to improve the governance of the taxation system 

in Indonesia. Not only stop there, many cases of tax evasion by national and multinational 

companies include the case of the internet giant from the United States, Google which was 

busy discussed in 2016 by utilizing the status of its legal entity that claims that it is not a BUT 

(Permanent Establishment) and instead of claiming PMA (Foreign Investment) while in 

Indonesia PMA itself is not taxed and Google is always evasive when it wants to do an 

examination of the status of Google's legal entity. 

Tax avoidance is part of the company's strategy related to the structure of transactions by 

tax law and legal provisions to reduce the level of tax payable. This reduction in legal tax debt 

can be a matter that is for the company (2). In this study tax avoidance uses indicators that 

have never been used before in accordance with the conditions of taxation in Indonesia, 

namely referring to SE-96 / PJ / 2009 regarding benchmarking ratios using several indicators 

to measure tax avoidance (3). The indicator used in this study is the Corporate Tax to turn 

Over Ratio (CTTOR).  
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Top management as the highest of the company has a very important role as decision 

makers including tax saving decisions according to taxation theory (4). Tax avoidance by the 

company is of course through the policies taken by top management itself. Top management 

as decision makers and policies in the company certainly has different characters. A leader can 

have a risk taker character or risk avers which is reflected in the size or risk of the company 

(5). The higher the risk of a company, the executive tends to be a risk taker. Conversely, the 

lower the risk of a company, the executive will be risk averse. This study wanted to find out 

the role of top management in tax avoidance. The role of top management is seen in the form 

of risk in this study. Examined the effect of executive characteristics on tax avoidance (6). The 

results of this study are corporate risk has a positive effect on tax avoidance. this research has 

same result (7),(8). But different result with  that character excecutive has no effect to tax 

avoidance (9).  

Tax avoidance carried out by companies is of course influenced by the leaders of the 

company who are very instrumental in decision making, the Chief Executive Officer (CEO) 

can influence tax avoidance decisions by regulating the "tone at the top" related to corporate 

tax activities (10). An independent commissioner is has positive effect to tax avoidance (11). 

This result (12),(7). While, different result showed that independent commissioner has no 

effect to tax avoidance. 

The profitability of a company reflects the company's financial performance. This ratio 

was chosen in this study because this ratio can measure how much the company's ability to 

generate net income from net sales (Kasmir, 2017). This ratio is considered important because 

net profit margins can indicate the survival of a company depends on the net sales it gets in a 

period. Prior research using return on asset as measurement of profitabilities (2),(13),(6). In 

this research will try to find the difference result if using different measurement of 

profitability and its effect to tax avoidance. 

 For developing countries such as Indonesia, they desperately need taxes as funds for state 

funding. Therefore, tax avoidance carried out by companies is a matter that is very detrimental 

to the state. For that reason, this research is very important to know what factors influence the 

company to do tax avoidance. Another reason is there was still different result from prior 

research. 

Contributions from this study can provide a literature review of the characteristics of 

executives, independent commissioners, profitabilities for tax avoidance. Tax avoidance here 

is difference measured by detecting the possibility of tax avoidance by benchmarking (BM). 

In addition, the results of this study can provide input to the company management in making 

tax savings so that companies are more careful in taking tax avoidance actions, companies are 

expected to be able to avoid the risks that might occur due to inspection by the tax authority. 

Besides, the results of this study also provide input to investors to be careful in buying 

company shares. They required assessment of compliance from the company in carrying out 

its tax obligations so that can determine the stability of the company is running well. 

2   Literatur Reviews 

2.1   Agency Theory 

  

Agency theory as a relationship between an agent (management) and a Principal 

(company owner) who are bound in a contractual manner (14). The Principal assigns tasks to 



 

 

 

 

 

agents to provide services for the benefit of the principal. In agency theory, it is known that 

there are work contracts that regulate the proportion of utility of each party while still taking 

into account the benefits as a whole. 

   

 

2.2 Tax Avoidance 

 

Tax avoidance is a transaction scheme to reduce the tax amount by making use of the 

loophole of tax regulation in a country. Tax avoidance can be conducted by (1) substantive tax 

planning which is transferring tax subject and tax object to tax haven or the government has 

given a special tax treatment; (2) Formal tax planning which is defending the economics 

substance from any transaction by choosing a formal transaction that can provide a lower tax 

requirement; (3) Anti tax avoidance regulation against the transfer pricing transaction, thin 

capitalization, treaty shopping and controlled foreign corporation (15). Tax avoidance is an 

effort to reduce or save taxes as long as this is made possible by existing regulations. An 

example of tax avoidance is directing transactions on transactions that are not tax objects (5). 

 

 

2.3 Characteristics Executive 

 

Everyone has different characteristics. Each individual has one of two characteristics, 

namely risk takers or risk avers (5). Executives who have the characteristics of a risk taker will 

be more willing to take risks in decision making. Conversely, risk avers is a characteristic of 

executives who do not like risk, so that in making business decisions, these executives will 

prefer to take smaller risk decisions. 

 

 

2.4 Independent Commissioner 

 

The Independent Commissioners is a corporate organ that has the task of supervising in 

general and / or specifically in accordance with the articles of association and divising the 

directors (UU NO. 40, 2007). An independent commissioner is defined as an unaffiliated 

person in all matters with a controlling shareholder, not serving as a director of a company 

related to the owner's company. The existence of independent commissioners based on the 

Indonesia Stock Exchange (BEI) regulation Number Kep-305 / BEJ / 07-2004 requires 

companies whose shares are listed on the Indonesia Stock Exchange (BEI) to have at least 

30% independent commissioners from all members of the board of commissioners. 

 

 

 

 

2.5 Profitability 

 

Net Profit Margin is the profitability ratio used to measure the percentage of net profit in 

a company against its net sales. This Net Profit Margin shows the proportion of sales 

remaining after deducting all related costs. Net Profit Margin is often referred for investor. Net 

Profit Margin is the profitability ratio used to measure the percentage of net profit in a 

company against its net sales. By comparing net income with total sales, investors can see 



 

 

 

 

 

what percentage of income is used to pay for operational costs and non-operating costs and 

what percentage is left over which can pay dividends to shareholders or invest back into the 

company. 

 

3   Research Model, Hipotheses and Methodology 

 

3.1 Research Model and Hypotheses 

 

Every manager has different characteristics. Stated that each individual has one of two 

characteristics, namely risk takers or risk avers (5). Executives who have the characteristics of 

a risk taker will be more willing to take risks in decision making. Conversely, risk avers is a 

characteristic of executives who do not like risk, so that in making business decisions, these 

executives will prefer to take smaller risk decisions. Examined the effect of executive 

characteristics on tax avoidance (5). The results of this study are corporate risk has a negative 

effect on tax avoidance. Examined the effect of executive characteristics on tax avoidance (6). 

The results of this study are corporate risk has a positive effect on tax avoidance. this research 

has same result (7)(8). But different result that character excecutive has no effect to tax 

avoidance (9).  Then the hypothesis proposed is: 

 H1: Executive characteristics has negative effect to tax avoidance 

 

Independent Commissioners are members of the Board of Commissioners who are from 

outside the company, the position of the board of commissioners is independent, basically the 

same as the other members of the board of commissioners, namely as a supervisory body and 

advisor to the directors (11). With the existence of strict controls carried out by independent 

commissioners, it is predicted that the aggressiveness of corporate taxes carried out by agents 

will be even less. An independent commissioner is has positive effect to tax avoidance (11). 

This result (12)(7). While, different result showed that independent commissioner has no 

effect to tax avoidance  (Afni & Hermawan, 2016)(18). Then the hypothesis proposed is: 

H2 : Independence commissioner has positive effect to tax avoidance. 

 

Net Profit Margin is the profitability ratio used to measure the percentage of net profit in 

a company against its net sales. This Net Profit Margin shows the proportion of sales 

remaining after deducting all related costs. Net Profit Margin is often referred to as the Profit 

Margin Ratio (Kasmir, 2017). Net Profit Margin is the profitability ratio used to measure the 

percentage of net profit in a company against its net sales. This Net Profit Margin shows the 

proportion of sales remaining after deducting all related costs. The more profit generated, the 

greater the tax that must be paid. Profitabilities has effect to tax avoidance (2)(13)(6). In this 

research will try to find the difference result if using different measurement of profitability 

and its effect to tax avoidance.  Then the hypothesis proposed is: 

 H3: Profitability has positive effect to tax avoidance 

 

 

 

 



 

 

 

 

 

 

The research model in this study is as follow: 

 

 
 

 

 

 

 

 

 

 

 

 

 

Fig. 1. Research Model 
 

 

 

 

3.2  Methodology Research Design 

 

The research design is causal research which aims to test hypotheses about the effect of 

independent variables on the dependent variable. This study was designed to find out and 

describe how the influence of executive characteristics, independent commissioners, 

profitability on tax avoidance. 

The regression linear model is : 

CTTOR   =α + β1 executive+ β2 Indep+ β3Profit+ β4Size + β4Lev + β4Tato+ e 

CTTOR  = Corporate Tax to Turn Over (Tax Avoidance) 

Executive = Executive characteristics 

Indep  = Independent commissioners 

Profitability = Net Profit Margin 

Size  = Control Variable (log Total Asset) 

Lev  = Control Variable (Debt to equity ratio) 

Tato  = Control Variable (Total Assets Turn Over ratio) 

e    = eror 

 
 

 

3.3  Population and Sample 

  

The population in this research is the manufacture firm in chemical sector listed in 

Indonesia Stock Exchange. The sampling method used was a purposive sampling. The table 

below is the sample criteria. 

 

Table 1. Population and Sample 

 

No. Criteria Amount 

1 Manufacture firm of chemical sector listing in Indonesia Stock 48 

Executive Characteristics 

Independent Commissioner 

Profitability 

Tax Avoidance (CTTOR) 

Control Variabels: Size, Leverage, Total Aset Turn Over 



 

 

 

 

 

Exchange (population) 

2 

 

Companies that do not report financial reports and annual reports 

consistently from 2014-2017 

6 

3 
 

Companies that suffered losses in 2014-2017 
22 

Total Sample (20 manufacture firms) 20 

 

 

4   Results and Discussion 

 

4.1 Descriptive Statics 

 

Table 2. Descriptive Statistics 

 

Descriptive statistics show that executive characteristics variables have an average of 

11.6%, which means to generate profits the top managers decide to use company assets on 

average by 11.6%. The proportion of independent commissioners has an average value of 

39.88%. This shows that the sample companies have as many as 3 independent 

commissioners. Company profitability calculated by net profit margin has an average of 

8.07%, which means that the average company earns profit of 8.07% of total sales. Variable 

tax avoidance calculated by CTTOR shows an average number of 2.11%, that the company 

pays an average tax of 2.11% of total net sales. 
 

 

 

4.2  Classic Assumption Tes and Goodness of Fit Model 

  

The data was normal and passed from classic assumption test like heterorcedaticity, 

multicolinearity, autocolleniarity. 
 

 

Table 3. ANOVEa 

 

 N Minimum Maximum Mean Std. Deviation 

Excecutive 80 3.00 38.00 11.6000 7.23144 

Indep 80 29.00 60.00 39.8875 8.67558 

Profit 80 1.00 23.00 8.0750 4.95237 

Size 80 2562.00 3104.00 2814.6875 147.13867 

Lev 80 8.00 181.00 66.6375 47.05377 

Tato 80 31.00 163.00 94.3375 33.39520 

CTTOR 80 .00 5.00 2.1125 1.27283 

Valid N (listwise) 80     



 

 

 

 

 

 

 
 

 

Based on the F-test on table 2 above, the significance is 0,000 <0,05. This shows that the 

model proposed in this study is quite good. 

 

Table 4. Model Summaryb 

 

 
 

 

 

4.3  Hypotheses Result 

  

Table 5. Coefficientsa 

 

 
 

According to t-test result in table 4.6, we found that: 



 

 

 

 

 

a. Executive characteristic has negative coefficient with significant level in 0,803. It is 

mean that executive characteristic has negative effect and not significant to tax 

avoidance. 

b.  Independent commissioner has negative effect and significant in 0,011 to tax avoidance. 

c. Profitability has positive effect and significant in 0,000 to tax avoidance. 

d. Size has positive effect but not significant in 0,481 to tax avoidance. 

e. Leverage has negative effect and significant in 0,051 to tax avoidance. 

f. Total Assets turn overs has positive effect but not significant in 0,68 to tax avoidance.  

The regression linear are: 

g. CTTOR =  -1,576 -0,05executive – 0,20indep + 0,152profit + 0,01size – 0,06lev + 

0,06tato+e 

 

4.4  Relationship between executive characteristics with tax avoidance 

  

Every manager has different characteristics. Stated that each individual has one of two 

characteristics, namely risk takers or risk avers. Executives who have the characteristics of a 

risk taker will be more willing to take risks in decision making (5). Conversely, risk avers is a 

characteristic of executives who do not like risk, so that in making business decisions, these 

executives will prefer to take decisions with a smaller risk 

Hypothesis 1, executive characteristics has positive effects to tax avoidance. If the 

manager is risk takers, they will do more the tax avoidance in order to minimize the tax debt.  

As per hypotheses T-test result that hypothesis 1 was rejected. In this result, executive 

characteristics has negative effect but not significant. It is means that executive characteristic 

has a little effect to tax avoidance. Although the manager was risk taker, it does not mean they 

will do more tax avoidance. As per result, the executive characteristics do not have more 

effect to tax avoidance. This result was in line that executive characteristic has negative effect 

to tax avoidance(5)(7). But this result different with (6) 

 

4.5  Relationship between independent commissioners with tax avoidance 

 

The proportion of independent commissioners in the sample companies has an average of 

39.88% with 3 to 4 person of independent commissioners in the sample companies. The 

existence of an independent commissioner at the company has shown the existence of 

supervision of management operations and decisions taken by management. Hypothesis 2, 

independent commissioner has negative effect to tax avoidance. It was means that more 

independent commissioner in the company, they can reduce tax avoidance. Independent 

commissioner act overseeing management decisions.The composition of the number of board 

of commissioners in companies can negative effect tax avoidance. Top management 

supervised by independent commissioners will work more carefully in making decisions to 

take steps to use the grey area taxation. Because if using grey area in taxation, that can lead 

company to an inspection from the tax authority. This result was in line with previous research 

(7)(15). 

 

 



 

 

 

 

 

 

4.6  Relationship between profitability with tax avoidance 

 

In this research, profitability measures by net profit margin. For Investors, this Net Profit 

Margin is usually used to measure how efficiently management manages its company and also 

estimates future profitability based on sales forecasting made by its management. Hypotheses 

3, profitability has positive effect to the tax avoidance. By comparing net income with total 

sales, investors can see what percentage of income is used to pay for operational costs and 

non-operating costs and what percentage is left over which can pay dividends to shareholders 

or invest back into the company. The more profit generated, the greater the tax that must be 

paid. This result was same with prior result like although we used net profit margin as 

difference measurement for profitability (2),(13),(6). As a result shows that the net profit 

margin has positive and significant effect on tax avoidance. The greater the value of the net 

profit margin, the better the financial condition of the company.  Firms have an ability to pay 

taxes well. But unconditionally, if the companies have small profit, then the company will act 

to make tax savings as much as possible. 

 

4.7  Relationship between size, leverage and total asset turn over to tax avoidance 

 

  

As the result, size, leverage and total asset turn over are control variables to tax 

avoidance. Size and total asset turn over have positive effect but not significant. Size has 

positive effect but not significant. In this research, It means that if total asset increase, tax 

obligation of firm will be increase too. But, size of company does not important factor effect 

to manager to save tax cost. Total asset turn overs have positive effect but not significant. It 

means that company use their sales for raise asset increase will effects to tax avoidance. More 

asset that company have, it will be more tax obligation that company should be comply. But in 

this case, this ratio is not important factor that manager will save the tax. Another difference 

with leverage, the result showed that leverage has negative effect and significant. When 

leverage increase, it will decrease tax avoidance. 

5   Conclusion 

Executive characteristics effect on how to manager make decision about tax avoidance, 

in this case. Executive characteristics has not significante effect to tax avoidance. . As per 

result above, we khow conclude that executive characteristic have not effect to tax avoidance, 

it is mean that whatever the character of executive is not impact to decision of tax avoidance, 

they assume that paying tax is mandatory for company. Independent commissioners are person 

who do over seeing and control the management decision. The number of independent 

commissioners has negative effect to tax avoidance. The net profit margin has positive and 

significant effect on tax avoidance. 

Limitation and Future Research 



 

 

 

 

 

This paper still have limitation, such as: the variables independent which were use only 

complementary about 46,1% to dependent variable. This research was only using 

manufacturing company as the sample. For future research, we suggest to measure executive 

characteristics using primer data, like questioner with psychology approach with hope that the 

characteristics executive can be measure about behaviour of manager. 
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