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Abstract. Introduction. Tax avoidance is strategies and techniques that take advantage of grey areas contained
in the tax law itself. The different interests between business people and the tax office make tax avoidance a common
practice. The data used in this study is secondary data from Indonesia Stock Exchange. The population of this research is 41
mining companies which are listed in Indonesian Stock Exchanges in during period 2013-2017. The number of companies
that will be used for the sample in this study is 16 companies. The analytical tool used in this study is multiple regression
analysis with moderating variables

Purpose. The purpose of the article is to investigate and get empirical evidence about the effect of transfer pricing,
financial distress, and capital intensity on the tax avoidance with firm size as a moderator variable.

Results. The results showed that transfer pricing significantly affected tax avoidance, positive influence, financial
distress significantly affected tax avoidance, negative influence, while capital intensity did not significantly affect tax
avoidance, and firm size did not moderate the relationship between transfer pricing, financial distress, and capital intensity
on tax avoidance

Conclution. Financial distress and transfer pricing are variables that must be considered because they show a
significant influence on tax avoidance, especially transfer pricing, government regulations related to transfer pricing have
proven effective in combating tax avoidance.
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May.1aHa, ctygeHT, YHiBepcuTeT llpuBimkas, [lanem6anr, [HgoHesis
Taydik MapBga, siekTop, YHiBepcuTeT llpuBimxkas, [lanembanr, IHoHesis

TepTtiapTo Bax'oai, nektop, YuiBepcutetT llpuBigxas, [lanem6anr, IngoHesis

BB LiHOYyTBOpEeHHs, iIHTEHCUBHOCTiI BUKOPUCTAaHHA KaniTajly Ta ¢iHaHCOBUX
TPYAHOLLIB Ha NPOLECH YXUJIeHHS Bi/| CIJIaTU IOJATKIB

AHomayisn. Y npoyeci yxusieHHs 6id cniamu nodamkis 3acmocogyoms cmpamezii ma Memoou, ujo 6a3yrmbscs Ha
HedocKoHasocmsax nodamkogozo 3akoHodascmea. [IpomusiesxcHi iHmepecu mixc 6i3Hec-cmpykmypamu ma nodamkogoio
CAYHCO0 nepemeopuau «yxujdeHHs 8i0 cnaamu nodamkie» Ha 38uualiHy npakmuky. [lani, npedcmaeseHi 8 yvomy
docaidxceHHi, € emopuHHUMU daHumu [HOoHesilicbkoi poHdoe8oi Gipaci. Mamepiaa ybozo docaidxnceHHs ckaadaemuves 3 41
2ipHU40006y8HOI KomMnaHii, o npedcmasieHi Ha iHOOHe3ilicbkux gpoHAo8ux Gipacax nhpomsizom 2013-2017 pokis. Memoto
docaidiceHHs1 € OMPUMAHHA eMNipudHUX 00KA3ie8 npo HAs8HicMb 8nausy YiHoymeopeHHs, giHaHcosux mpydHowie ma
iHmeHcusHocmi 8ukopucmaHmHsi kanima/ay HA hpoyecu yxuJjeHHsl 8i0 cnaamu nodamkie. Pezysbmamu nokaszaau, wo
mpaxcgepmHe YiHOYyMB8OpeHHs1 3HAYHO 8NJAUHY/I0 HA npoyecu yXujaeHHs 8id cnaamu nodamkis, gionogidHo, iHaHcose
cmaHosuue cy6’ekma 20chodapr8AHHS CYMMEBO 6NAUBAE HA Nhpoyecu yXu/aeHHs 8id chaamu nodamkie, modi sk
iHMeHcusHicMmb BUKOPUCMAHHA KanimaJjay en/auede Ha npoyecu yXu/aeHHs 8id cniamu nodamkie Hecymmego. PiHaHcosi
npobaemu cy6’ekma 20cnodapro8aHHsA ma 3MiHU YIHOyMeOpeHHS € 3MIHHUMU, Ye CAi0 8paxoeysamu, OCKibKU 80HU MA0Mb
3HAYHUU 8N/AU8 HA npoyecu yXuieHHs 8i0 cnaamu nodamkis, 0co61U80 Ye CmocyemuCsi 3MIiH YiHOYmMeopeHHsl, 8i0nogioHo,
3MiHU YiHOymeopeHHs J0oYinbHO posaasdamu K eeKkmugHull iHcmpymeHm y 60pomb6i 3 yXuaeHHAM 8i0 cnaamu
nodamkis.

Kawouoei cnoea: 3miHu YyiHOYyMBOpeHHs1; IHmeHCUBHICMb 8UKOPUCMAHHA Kanimany; iHaHc 08l mpydHouji; po3mip
@ipmu; yxuseHHs gid cniamu nodamekis.

Problem statement. Tax avoidance is strategies and  the tax law itself. Publication of panama papers open up
techniques that take advantage of grey areas contained in  horizons of Indonesian citizens about how the rich and big
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company’s world save money in certain countries in order
to avoid taxation (tax avoidance).

This study uses a positive accounting theory to explain
The Effect of Transfer Pricing, Capital Intensity and
Financial Distress on Tax Avoidance with Firm Size as
Moderating Variables. Positive accounting theory by
Watts and Zimmerman (Shil, 2014) in (Shil, 2014) trying to
explain the phenomenon of accounting based on the
reasons that led to the occurrence of an event.

Analysis of recent research and publications.
Different interests between business people and tax
offices in various countries make transfer pricing issues
not easy to solve. Multinational companies tend to shift
tax obligations from countries that have tax rates to
countries that apply low tax rates. The company who are
experiencing financial difficulties, then the manager of the
company can be aggressively pursuing tax avoidance and
ignoring the risk of audits conducted by the tax
authorities. According to Richardson et al. (2014). There
are several implications on company tax rules when the
company is experiencing financial difficulties. For
example, the rising cost of capital and the crisis of external
financial resources (loans / loans) faced by the company
and in general, the desire of managers to take risks that
can restore the balance of the company through tax
avoidance.

Another factor that influences tax avoidance is the
condition of the company. The characteristics of the
company determine the effective level of tax directly,
namely capital intensity or capital ratio. Capital ratio is the
number of assets that invest assets in fixed assets.
According to Rodriguez and Arias in Ardyansah (2014)
fixed assets that allow companies to change taxes due to
depreciation expense on these assets. Fixed assets will
increase depreciation and will be depreciation costs in the
company's financial statements. Depreciation is costs that
can be deducted from the tax calculation. The greater the
depreciation cost, the smaller the tax rate is issued by the
company. Companies with a large ratio level show
effective tax rates, this shows the relationship between
capital intensity and tax avoidance by companies.

In addition to the influence of transfer pricing and
capital intensity, tax avoidance behavior is not limited by
the size of a corporate entity. The Company is a taxpayer,
so the size of the companies considered capable of
affecting the way a company to meet its tax obligations
and is a factor that can lead to tax avoidance (Dewinta &
Setiawan, 2016), Large companies in the spotlight that the
government will consider in managing their tax risk, the
enterprise managers are likely to be aggressive or
submissive in reporting taxation (Kurniasih & Sari, 2013).

The difference between the results of research or
research between variables that affect corporate tax
avoidance and some phenomena of tax avoidance cases in
Indonesia, especially in the mining sector, have motivated
the author to continue the research conducted by Dharma
& Ardiana (2016) by adding financial distress and pricing

as independent variable and firm size as a moderating
variable. The author uses the size of the company as a
moderating variable because the results of testing the
firm size variables in the previous research are more
consistent than other research variables.

Based on the background description of the problem
and several previous studies and still in accordance with
the suggestions of previous studies which stated that
there is still a lack of research instruments to examine tax
avoidance. Have encouraged the author to compile a
study entitled "The Effect of Transfer Pricing, Capital
Intensity and Financial Distress on Tax Avoidance with
Firm Size as Moderating Variables".

Formulation of study objectives. Transfer pricing is an
issue in international transactions. In terms of
government, transfer pricing results in reduced or lost
potential revenue of a country, especially from taxes,
because multinational companies tend to shift their tax
obligations from high tax countries to low tax countries.
Chronically, this problem cannot be resolved unilaterally
by each country but must be carried out jointly
(multilateral cooperation) but from the business side,
companies tend to try to minimize costs (cost efficiency)
including corporate income tax. For global scale
companies such as multinational corporations, transfer
pricing is one of the effective strategies to win
competition in fighting over resources.

Transfer pricing is calculated using a dichotomy
approach, namely by looking at the existence of
transactions to related parties. The company conducts
transactions with related parties given a value of 1 and is
not given a value of 0.

H1: Transfer Pricing significantly affects tax avoidance.

Capital Intensity is an investment activity in the form
of fixed assets (capital). Capital intensity can reflect the
amount of capital needed to generate income, so capital
intensity can be an indicator of companies in fighting over
the market. In this study using the fixed asset intensity
ratio. Capital intensity Ratio is how much the proportion
of fixed assets in the total assets owned. The increase in
the company's fixed assets will increase the company's
productivity and increase the company's income. High
ownership of fixed assets will result in a high depreciation
expense, so that the corporate tax burden will decrease.
Thus, the high number of assets owned by the company
encourages companies to take tax avoidance measures.

H2: Capital Intensity significantly affects tax avoidance.

Companies that increase capital costs and reduced
external financial resources or experience financial
distress, can tend to distort the state of the company at
the risk of tax avoidance practices (Richardson et al.,
2014), Companies experiencing financial distress would
risk more aggressive in tax avoidance to keep her
company. The cash critical condition and the corporate tax
burden the main thing in a cash outflow, then the
company would rule out the possibility of a negative
reputation gained for aggressively pursuing tax evasion.

123



EaexkTpoHHE HayKoBe (paxoBe BHAAHHA 3 eKOHOMIYHHX HayK <Modern Economics», No10 (2018), 122-128
https://modecon.mnau.edu.ua | ISSN 2521-6392

H3: Financial Distress affects tax
avoidance.

Tax avoidance practices in Indonesia involve numerous
relatively large multinational companies. Several major
cases of tax evasion have been taken by the Directorate
General of Taxes (DGT), including cases of agriculture and
mining company. This fact shows the aggressive
relationship between tax avoidance and multinational
companies, most of which have large firm value (Rusydi,
2013). The fact that there is an aggressive tax avoidance
relationship with firm size has also been carried out by
research (Richardson et al. 2014) with a political cost
theory shows a positive relationship between firm size
and tax avoidance.

H4: Company Size moderates the effect of transfer
pricing, capital intensity and financial distress on
corporate tax avoidance.

Presentation of the main research material. All
mining companies listed on the Indonesia Stock Exchange
are the population of this study. Sample criteria in this
study are:

1. The company must be listed on the IDX and publish
financial statements consistently and completely from
2013-2017.

2. Having complete information needed in relation to
calculation indicators used as variables in this study.

3. Mining companies that do not have a negative tax
burden.

The total of mining companies listed on the IDX are 41
companies, and those that meet the observation criteria
are 16 companies. The observation period is 5 years so
that the total sample in this study is 80 observations.

The study consists of one dependent, three
independent variables and one moderating variable.
Below is information about the variables used:

1. Tax Avoidance becomes a dependent variable that
is measured by the Effective Tax Rate

significantly

2. Transfer Pricing becomes an independent variable
that is measured by a dummy variable category 1 for
companies that conduct related party transactions in
accordance with the provisions in Indonesia and O for
those who do not conduct related party transactions

3. Capital intensity becomes independent variable
measured by capital intensity ratio

4. Financial Distress becomes an independent variable
that is measured by a dummy variable, category 1 for
companies that have Interest Coverage Ratio values below
1 and O for companies that have Interest Coverage Ratio
values above 1

5. The size of the company becomes a moderating
variable as measured by the total asset logarithm.

This study uses panel data and ordinary least square
models through the following regression equation

TAXAV=a+B1TF+B2CI+B3FD+e (1)

This study uses the OLS model so that it must pass the
classic assumption test consisting of multicollinearity
tests, heteroscedasticity tests and autocorrelation tests.

This study also measured the ability of the company
size variable in moderating the relationship between the
effects of transfer pricing, capital intensity and financial
distress on corporate tax avoidance by using the residual
test as follows:

FS=a+B1lTF+B2CI+B3FD+e (2)
{e}=a + B 4TAX AV

Descriptive statistics are statistics that function to
describe or give an overview of the object of research
through sample data or population as they are, without
analysing and making generally accepted conclusions
(Sugiyono, 2013).

Table 1 Results of Descriptive Statistics

N Min Max Mean Std. deviation
Tax Avoidance (ETR) 80 -0.43 0.92 0.2817 0.20618
Transfer Pricing 80 0.00 1.00 0.7625 0.42824
Capital Intensity 80 0.00 0:51 0.2472 0.13695
Financial Distress 80 0.00 1.00 0.1375 0.34655
Company size 80 11.20 13.97 12.6685 0.65925
Valid N (listwise) 80

Source: modified output of SPSS

Results from the classical assumption test using
statistical testing tools can be seen as follows:
1. Multicollinearity

Multicollinearity test results with SPSS tools show the
following values
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Table 2 Multicollinearity Test

Variable VIF
TF 1.268
FD 1.525
cl 1.251

Source: modified output of SPSS 21

Based on the results of the regression equation table
2, it can be seen that all variables have a VIF value smaller
than 10, it can be concluded that regression model does
not have multicollinearity problems.

2. Heteroscedasticity

Heteroscedasticity test with SPSS tools to demonstrate
the value as follows

Table 3 Heteroscedasticity Test

Variable

Sig.

TF

0.186

FD

0.212

Cl

0.644

Source: modified output of SPSS

Significant value more than 0.05 so that it can be
concluded that the model is free from heteroscedasticity

3. Autocorrelation

Autocorrelation test with SPSS tool shows the Durbin
Watson value is 2.136, and the DU value is 1.7430 so that
the Durbin Watson value is between the DU and 4-DU

values, then the
autocorrelation

After the classical assumption, we will test regression
models with SPSS 20, following the results of the
regression test with SPSS:

regression model is free from

Table 4 Results of regression Test Estimation Model

Variables | coefficients Std.Error T Sig.

0.235 0.065 3.609 0.001

TF 0.149 0.051 2.900 0.005

Cl -0.141 0.159 -0.882 0.381

FD -0.229 0.07 -3.292 0.002

Source: modified output of SPSS
Table 5 Residual Test Results
variables Coefficients T Sig.
0.418 0.057 7.342 0
Tax Av 0.122 0.164 0.748 0.457

Source: modified output of SPSS

Statistical testing in this study was carried out by
comparing the significance value of each variable, if the
significance value is less than 5% then the hypothesis is
accepted and if more than 5% the hypothesis is rejected.

Transfer pricing significantly affects tax avoidance,
positive effect because the significance value is 0.005 less
than 0.05. Capital intensity doesn’t significantly affects tax
avoidance because the significance value is 0.381 greater
than 0.05. Financial distress significantly affects tax
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avoidance, negative effect because the significance value
is 0.002 smaller than 0.05. The last hypothesis, Company
size variable doesn’t moderate the relationship between
transfer pricing, capital intensity and financial distress to tax
avoidance because the coefficient shows a positive value of
0.122 and its significance is 0.457 greater than 0.05.

In the regression equation, it can be seen that Transfer
Pricing has a positive effects on ETR (The proxy of Tax
Avoidance). If the effective tax rate value gets smaller
then the higher the level of tax avoidance, so it can be
concluded that Transfer Pricing has a negative effect on
tax avoidance. This result proves that Indonesia has been
quite successful in preventing tax avoidance through the
transfer pricing mechanism by issuing a series of
regulations that have sanctions quite heavy. For
taxpayers, companies that carry out transfer pricing
actions will be careful in reporting their taxes, because the
risk of tax audits arising from strict regulations related to
transfer pricing will be avoided by every company. This
study shows results that are different from the research
conducted by Handayani & Arfan (2014). Cazacu (2017)
which shows that transfer pricing has a positive effect on
the practice of tax avoidance by companies.

In the regression equation can be seen that capital
intensity doesn’t significantly affects tax avoidance,
significance value greater than 0.05 indicates that the
influence of capital intensity on tax avoidance is not too
significant, this is due to the low ratio of capital intensity
in mining companies that become the sample of research,
This is indicated by the median value obtained from a
minimum value of 0.00 and a maximum value of 0.51 then
divided by two showing a value of 0.255, with a mean
lower than the median, it can be concluded that the
average of mining companies sector listed on the
Indonesia Stock Exchange have a low ratio of capital
intensity.The results of this study are inconsistent with the
research conducted by Jeong Ho Kim (2017) which states
that Capital Intensity has a significant positive effect on
corporate tax avoidance.

In the regression equation, it can be seen that financial
distress has a negative effect on ETR. If the ETR value gets
smaller, the higher the level of tax avoidance, so it can be
concluded that financial distress has a positive effect on
tax avoidance. The results are consistent with the political
cost hypothesis on positive accounting theory, the
political cost hypothesis explains that companies that
have large profits, tend to get a lot of attention from the
government so that it will cause political costs. Like the
imposition of high taxes and demands for great
responsibility for the environment. To avoid, companies
tend to reduce profits earned so that the political costs
incurred are not too large. The results of this study are
also consistent with the research from Feizi et al. (2016),
which proves the positive influence of financial distress on
tax avoidance

Dependent variable test results (Y) Tax avoidance of
the residual absolute Moderation variable that is
Company Size obtained positive coefficient value of 0.122
and significance value more than 5%, it can be concluded
that the firm size variable can not moderate the
relationship between Transfer Pricing variables, Capital
Intensity and Financial distress to tax avoidance.

In this study all companies have a natural logarithm of
total assets of more than 10. The difference in the size of
the company that is not too far away may affect the
results of the study so that the company size research
variable is not able to strengthen or weaken the tax
avoidance carried out by mining companies in Indonesia.
The results are consistent with the research conducted by
Ginting (2016) which states that the size of the company
is not able to be a moderating variable for the
independent variable of the tax avoidance variable.

This study is in accordance with the implications of
positive accounting theory that under certain conditions,
companies will carry out the most appropriate policies to
maintain their survival. This research is able to increase
understanding for companies listed on the IDX on the
importance of legal tax planning to avoid tax evasion that
leads to unconstitutional actions. The success of the
government by minimizing the negative impact of the
transfer pricing action must be appreciated, but
sustainable regulation must still be increased to anticipate
avoidance practices or even tax evasion carried out by the
company.

The government must also consider the variables of
financial distress that affect the increase in tax evasion
carried out by a company. Companies that are in financial
difficulties will try to minimize the company's cash
expenses to reduce or overcome financial problems and
ignore the risk of tax audits. The government must make
new regulations related to companies that continue to
report losses but continue to operate, because this
indicates a tax avoidance that may be intentionally carried
out by the company.

Conclusions. The purpose of this study was to
investigate the effect of transfer pricing, capital intensity
and financial distress on tax avoidance. The results
showed that transfer pricing and financial distress
variables significantly affect tax avoidance, while capital
intensity variables had no significant effect on corporate
tax avoidance, and the firm size variable is not able to
moderate the occupancy between transfer pricing, capital
intensity and financial distress variables for corporate tax
avoidance.

Suggestions for further researchers, in order to
develop theory and expand population and cross-country
research samples. Tax avoidance research should also add
aspects of behaviour and culture because the perception
of tax depends on how individuals perceive the tax itself,
both taxes are considered as a burden or as a form of
responsibility for economic development in a country.
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