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1. Introduction

Tax aggressivenes refer to any activities in reducing taxes in an illegal, legal or both way
(Yoehana, 2013). The motivation of tax aggressiveness is profit reducing effect from each dolar paid for
tax (Rozak, Hardiyanto, & Fadilah, 2017). Tax aggressiveness can be disadvantage to the government,
since these activities will reduce the tax income (Octaviana, 2014).

Conflict of interest occurs between tax payers in managing company’s tax and the tax authorities
(Asri & Suardana, 2016). This is due to tax is considered as an expense that results in reducing a
company’s profit, therefore the company try to find any way to reduce the tax (Asri & Suardana, 2016).
Tax regulations itself contain loopholes that can be used by companies to do the tax aggressiveness
(Ngadiman & Puspitasari, 2014).

Corporate Governance (CG) has a role in managing the impact of agency problems between
parties in regard to the tax avoidance (Armstrong, Blouin, Jagolinzer, & Larcker, 2015). Darmawan &
Sukartha (2014) states that the existence of CG can reduce the occurrence of agency problems where the
goals achieved by managers are not in accordance with the expectation of shareholders, so the
harmonization between shareholders and managers will affect tax decisions.

A company's policy in financing activities may also regulate the use of debt to finance company
activities or commonly called leverage (Ngadiman & Puspitasari, 2014). Leverage is a ratio to show the
level of debt used by companies (Aprianto & Dwimulyani, 2019). The amount of interest expense will be
higher if the amount of debt in a company was high, this reduces the amount of corporate tax expense
(Susilowati, Widyawati, & Nuraini, 2018).

In Indonesia, the case of PT Adaro has suspected as a tax aggressive practices through transfer
pricing transactions from 2009 to 2017, PT Adaro pays the tax at Rp 1.75 trillion lower than the original
amount (Sugianto, 2019). According to Rahadian (2019), Indonesia relies on the coal mining sector
because coal mining is considered as one of the sources of non-tax state revenue, two of the many coal
mines in Indonesia are considered in the list of coal mines with the largest amount of production in the
world. Therefore, Indonesia ranked as the fifth largest supplier in the world.

Fraudulent behavior in taxation is one of the reasons why government revenue from tax sources
is still below the target. The following is the 2013-2018 budgeted tax revenue and its realization data
(Kementrian keuangan, 2018; Kementrian Keuangan, 2016):

Table 1. State Budget Data 2013-2018 (in Trillion Rupiah)

Year Target Realization Precentage
2013 1.529,7 1.502 95,4%
2014 1.246,1 1.143,3 91,7%
2015 1.761,6 1.491,5 84,7%
2016 1.539 1.283 83,4%
2017 1.283 1.147 89,4%
2018 1.424 1.315,9 92,4%

Source: kemenkeu.go.id

According to Table 1, there was a decrease in the percentage of tax revenue in 2013-2016, but
again increased in 2017-2018 even though the revenue target had not been reached. The target nominal
fluctuations in 2013, 2014, 2016, 2017 and 2018 are not greater than in 2015, which should have been
increasing annually.

Sandy & Lukviarman (2015) has examined the effect of good corporate governance variables on
tax avoidance of the manufacturing companies listed on the Indonesia Stock Exchange in 2011 until 2013.
This research will replicate previous research and provide additional leverage variabel, and a focus into
the mining companies which listed on the Indonesia Stock Exchange in 2013 to 2018. Therefore, the
research question in this research are: (1) Does institutional ownership have a positive effect on tax
aggressiveness?; (2) Does the proportion of independent directors have a negative affect on tax
aggressiveness?; (3) Does audit quality have a negative affect on tax aggressiveness?; (4) Does the audit
committee have a negative effect on tax aggressiveness?; (5) Does leverage have a positive effect on tax
aggressiveness?.

This research aims to determine the effect of corporate governance and leverage on tax
aggressiveness activities in mining companies which listed on the Indonesia Stock Exchange in 2013 to
2018. The results are expected to contribute the literature about tax aggressiveness and can help the
government in assessing the tax aggressiveness motives.
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2. Methods

Type of Source of Data

This research is a quantitative study using secondary data sources. The data source is obtained
through the Indonesia Stock Exchange (IDX) website by taking information contained in financial
statement documents (profit before tax, number of independent commissioners, KAP information, etc.).
This study uses time series data and cross sections. This study processes data from the financial
statements of several companies in the 2013-2018 period.

Population and Sample

Mining companies listed on the Indonesia Stock Exchange (BEI) in 2013-2018 are the population
used in this study. Sampling in this study with a purposive sampling method. The criteria for mining
companies, namely: (1) Mining companies that publish financial statements that end as of December 31,
2013 to 2018; (2) There were no losses to mining companies in 2013 to 2018, because losses could have a
negative impact on ETR; (3) Companies whose financial statements have complete information about each
variable examined.

Definition of Operation Variables
In this study, the dependent variable was tax aggressiveness and it can be calculated by Effective
Tax Rate (ETR). The formula is as follows:

Current Tax Expense
Profit Before Tax

ETR =

On the other hand, the independent variables included intitutional ownership, proportion of
independent directors, audit quality, audit commitee and leverage. The proportion of independent
directors is measured by a ratio of:

Total of Independent Commissioners

1000
Total of Commissioners % 100%

The measurement of audit quality can be seen from the level of the Public Accounting Firm (KAP)
itself. Companies that entrust services from a large KAP (Big Four) will get a value of 1, but those who do
not use a large KAP will get a value of 0. Audit committee in a company consists of at least 3 (three) people
(Otoritas Jasa Keuangan Republik Indonesia, 2015). Leverage is measured by a ratio of:

DER Total Liabilities
" Total Assets
Data Analysis

Multiple regression analysis became the data analysis technique in this study. Before the data is
processed, the regression model must pass several classic assumption tests, including: Normality Test,
Heteroscedasticity Test, Multicollinearity Test, and Autocorrelation Test. The multiple regression equation
in this study:

AP = a + BLIO + B2IC + B3AQ +P4AC + BSLEv +¢

Notes:

(o4 = Regression equation constant

TA = Tax aggressiveness

10 = Institutional ownership

IC = Proportion of independent commissioners
AQ = Audit quality

AC = Audit Committee

Lev = Leverage

1,23,4,5 = Regression Coefficient

€ = Error term

Laurensia Vanesali / Corporate Governance and Leverage on Tax Aggressiveness: Empirical Study on Mining Companies in Indonesia



International Journal of Social Science and Business, Vol. 4, No. 1, 2020, pp. 81-89 84

3. Result And Discussion
Research Result

Table 2. Sample Overview

Remarks Total
Mining companies listed on the Indonesia Stock Exchange in 2013-2018 47
Mining companies that do not provide complete annual financial reports for 2013-2018 (6)
Mining companies that experienced a net loss or a fiscal loss in 2013-2018 (30)
Final total sample 11
Observation year 6
Amount of observation data 66

Mining companies listed on the Indonesia Stock Exchange (BEI) in 2013-2018 were the object of
this research data. A total of 47 mining companies have been listed on the IDX, 41 of which were
registered in the 2013-2018 period. Mining companies can be used as a sample of 11 companies, because
in 2013-2018 there were 30 mining companies that experienced both net and fiscal losses that did not
meet the requirements as a sample of this research data. The observation period of this study was 6 years,
so the number of observational data in this study was 66.

Table 3. Descriptive Statistics

Variables Mean Median Minimum Maximum Stv.dev
AP 0,49 0,40 0,00 2,00 0,16

KI 56,62 5837 21,35 90,74 10,25
PKI 0,39 0,40 0,33 0,50 3,18
AUDIT 0,64 1 0 1 0
KomAudit 3,18 3 2 4 0

DER 0,44 0,42 0,14 0,80 0,06

Source: Secondary data, processed

Table 3 shows that the mean value of tax aggressiveness measured by the Effective Tax Rate (ETR)
of 49% and corporate tax rate in Indonesia of 25%, mining companies have a low tax aggressiveness . A
minimum value of 0.00 can be interpreted as having a high aggressiveness, and a maximum value of 2.00
can be interpreted as having a low aggressiveness. The average value of institutional ownership in mining
companies is 56.62% of the total outstanding shares, so that more than half of the outstanding shares are
owned by institutions. Mining companies have at least 21.35% institutional ownership and have a
maximum of 90.74% institutional ownership. The mean value of the proportion of independent directors
is 0.39, then 39% of all boards of commissioners in mining companies consist of independent
commissioners. Mining companies have at least 33% independent commissioners and have a maximum of
50% independent commissioners. The mean value of audit quality is 64%, so that 64% of mining
companies audit their financial statements in the big four. Mining companies that do not audit their
financial statements in large KAP are four companies and those that audit their financial reports in large
KAP are seven companies. The mean value of the audit committee is 3.18, so the average number of audit
committees in the mining company is 3.18 people. Mining companies have at least 2 audit committees and
have a maximum of 4 audit committees. The mean value of leverage is 0.44, so the average mining
company pays its debt with 44% of the assets they own. Mining companies pay the least amount of debt
with 14% of assets and up to 80% of assets.

Table 4. The Result of Classic Assumption Test

Test Result Conclusion
Normality test Significant > 0.05 Pass
Heteroscedasticity test ~ The point spreads above and below the number 0 on the Pass

Y axis.
Multicollinearity test Tolerance > 0,100 Pass

VIF < 10,00
Autocorrelation test 1,7675< Durbin-Watson<2,2325 Pass
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This research model has passed the classical assumption test, including: normality test,
heteroscedasticity test, multicollinearity test, and autocorrelation test, so that the research model is
feasible to continue the regression test.

Table 5. The Results of The Multiple Regression Analysis of Tax Aggressiveness

Variable B Sig.
Institutional ownership -0,517 0,000
Proportion of independent commissioners 0,248 0,027
Audit quality 0,342 0,006
Audit Committee -0,296 0,034
Leverage 0,149 0,201
R: 0,461

Tabel 5 shows the Institutional ownership has a negative and significant effect on the effective tax
rate (ETR), so that high institutional ownership will result in high tax aggressiveness activities. The
proportion of Independent Commissioners has a positive and significant effect on ETR, so that a high
proportion of Independent Commissioners will result in a low tax aggressiveness activity. Audit quality
has a positive and significant effect on ETR, so it can be concluded that high audit quality will result in low
tax aggressiveness activities. The audit committee has a negative and significant impact on tax
aggressiveness, so that a high audit committee will produce high tax aggressiveness activities. Leverage

has no effect on ETR, so low and high leverage does not affect tax aggressiveness activities. B* of this study
was 0.461 or 46.1%, so that the dependent variable was influenced together by the five independent
variables amounting to 46.1%.

Discussion
Institutional Ownership on Tax Aggressiveness

Institutional ownership has a positive and significant effect on tax aggressiveness, because it has a
negative coefficient with a significant value not exceeding 0.05. The first hypothesis states that high
institutional ownership will result in high tax aggressiveness activities, so the hypothesis is accepted.

Institutional ownership is one of the factors driving management performance in the company, this
will drive supervision on management performance to a maximum. Institutional parties can have power in
overseeing management policies if the majority of shares are held by institutional parties. Management
policies that are monitored by institutional parties tend to create policies that can reduce risks that are
detrimental to shareholders. Corporate management tends to be forced to do tax aggressiveness if the
company has a number of institutional ownership, so the dividends distributed are large. A high
percentage of institutional ownership will provide strong control from external parties (institutional
parties) over the company's management, so that it can pose a risk of tax aggressiveness activities
(Feranika, 2014). Institutional ownership has a positive and significant influence on tax aggressiveness
expressed by Feranika (2014) and Ngadiman & Puspitasari (2014) who support this study. High
institutional ownership tends to put pressure on company management which results in tax
aggressiveness activities.

Proportion of Independent Commissioners on Tax Aggressiveness

The proportion of independent directors has a negative and significant effect on tax
aggressiveness, because the coefficient value is positive and the significant value does not exceed 0.05.
The second hypothesis states that the high proportion of independent directors will result in low tax
aggressiveness activities, so the hypothesis is accepted.

Good Corporate Governance (GCG) is created because the role of independent commissioners
who take part in the company, the role of independent commissioners will not be far from the role of the
board of commissioners. An independent commissioner will direct the company about good governance
and will arrange so that the company becomes more effective and efficient in carrying out its operational
activities. The Independent Commissioner also supervises management so that the company continues to
adhere to the principles of good governance. Management is encouraged by independent commissioners
to be careful in making decisions so as to minimize tax aggressiveness activities (Wijayanti & Merkusiwati,
2017). The proportion of independent directors has a negative influence on tax aggressiveness stated by
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Eksandy (2017) and Sandy & Lukviarman (2015) support this study. The high number of independent
directors tends to reduce tax aggressiveness activities.

Audit Quality on Tax Aggressiveness

Audit quality has a negative and significant effect on tax aggressiveness, because it has a positive
coefficient with a significant value not exceeding 0.05. The third hypothesis states that high audit quality
will result in low tax aggressiveness activity, so the hypothesis is accepted.

Audit quality is judged by the size of the Public Accounting Firm (PAF) used by the company.
Investors will consider the quality of audits in making investment decisions. Companies that audit their
financial statements in large PAF (the big four) tend to have high quality, because people consider large
PAF must have high independence. Large PAF are more likely to maintain their independence reputation
so as to override the activity of manipulating financial statements in accordance with the wishes of the
company. Disclosure of incorrect financial statements not only affects the image of the company but also
affects the image of the PAF that audits the financial statements. Companies that are audited by the big
four PAF tend to have a low probability of tax aggressiveness (Eksandy, 2017). Audit quality has a
negative effect on tax aggressiveness stated by Dewi & Jati (2014), Khairunisa et al. (2017), and Sandy &
Lukviarman (2015) who support this study. Tax aggressiveness tends to be low if the company has audit
quality.

Audit Committee on Tax Aggressiveness

The audit committee has a positive and significant influence on tax aggressiveness, because the
coefficient is negative with a significant value not exceeding 0.05. The fourth hypothesis states that a high
audit committee will result in low tax aggressiveness, so the hypothesis is rejected.

The audit committee has a positive and significant impact on tax aggressiveness, the high audit
committee which will produce high tax aggressiveness activities. The audit committee has a positive
influence on tax aggressiveness stated by Prayogo (2015) and Sarra et al. (2014) which is in line with the
regression results. IDX regulations state that the minimum number of committees is three, companies that
have more than three audit committees can increase activities to reduce profits for tax purposes (Sarra et
al,, 2014). The process of making financial statements will be overseen by the audit committee (Pradana,
2016). Financial Services Authority Regulation No.55 / POJK.04 / 2015 requires companies to have an
audit committee, so the formation of an audit committee tends to be done solely to meet these
requirements (Sari, 2017).

Leverage on Tax Aggressiveness

Regression results show that leverage has no effect on tax aggressiveness, because the significant
value does not exceed 0.05. The fifth hypothesis states that high or low leverage ratios do not affect tax
aggressiveness activities, so the hypothesis is rejected.

High or low leverage has no influence on tax aggressiveness activities in mining companies. Debts
to mining companies tend to be obtained from capital loans from shareholders and trade payables arising
from purchases for company operations, so there will be no interest expense that can reduce company
profits. The actual impact of leverage is the interest expense from loans used to increase the company's
operational activities, so that not all interest expenses can be categorized as deductible expenses as
stipulated in Law No. 36 of 2008 article 6 paragraph 1la. Determination of debt as capital and taxable
income (PKP) taxpayers can be recalculated by the Director General of Tax (D]JP) regulated in Law No.
36/2008 article 18. Leverage has no influence on tax aggressiveness stated by Vidiyanti (2017) and
Alviyani (2014) which is in line with this study. Leverage is the company's operational financing with
debts from third parties, high interest costs have an impact on small company profits so that companies
tend not to finance as much debt as possible (Ngadiman & Puspitasari, 2014).

4., Conclussion

Based on the results, it can be concluded that:
1. Institutional ownership has a significant positive effect on tax aggressiveness.
2. Proportion of independent directors has a significant negative effect on tax aggressiveness.
3. Audit quality has a significant negative effect on tax aggressiveness.
4. Audit committee has a significant positive effect on tax aggressiveness.
5. Leverage has no effect on tax aggressiveness.
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This research is consistent with the research of Ngadiman & Puspitasari (2014), Feranika (2014),
Eksandy (2017), Sandy & Lukviarman (2015), Khairunisa et al. (2017), Dewi & Jati (2014), Prayogo
(2015), Sarra et al. (2014) which states that corporate governance has a significant influence on tax
aggressiveness. Then, Vidiyanti (2017) and Alviyani (2014) stated that leverage has no influence on tax
aggressiveness.

The results of this study can have implications for the tax authorities to consider institutional
ownership factors, the proportion of independent commissioners, audit committees and audit quality as
an indication of the risk of tax aggressiveness. From this research can provide information about the
number of institutional ownership, independent commissioners and audit committees can affect the level
of risk of tax aggressiveness activities. In addition, audit quality is quite important to reduce tax
aggressiveness activities.

Some limitations of this study include:

1. The object of this study is mining companies listed on the Stock Exchange in 2013-2018 with a
total of 46 companies, with companies that fit the criteria of 11 results from purposive. Many
mining companies suffer losses, so the results of this study have a risk of bias if this conclusion
is used to generalize to mining companies.

2.This study measures CG based on institutional ownership, the proportion of independent
commissioners, audit quality, and audit committee as determinants of tax aggressiveness.

Suggestions for future research:

1. Future researchers who replicate this research model by replacing measures of tax
aggressiveness other than ETR, for example book-tax difference in order to obtain more
samples;

2. Further research uses other variables in the concept of CG such as CEO duality, top share, and
others..
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