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L Introduction

Taxes are an lmportant phenomenon and the focus of government. The government creates
tax-related programs and regulations aimed at maximizing state revenues from the tax
sector. However, in recent years the realization of tax revenve in Indonesia has not yet
reached the target set by the government. The government's |mablliey to achiesve tax
revenue mrger can be caused by various factors, one of which is the company's aggressive
attitude toward @xes,

According to the Minlstry of Finance, of a total of 12 million corporate taxpayers only 11%,
routinely report anmial tax returns This B evidenced by the low tax rato of Indenesia
which is only 10.3% compared to other countries such as Malaysia over 13%, and Vietnam
and Singapore which has reached 16%. According w Suyvanto & Suprameno [2012), the
company 15 considered more aggressive agamst taxes If more and more gaps are used,
Companics tend to tax aggressiveness in order to minimize the tax burden to increase the

company’s et income (Chen ef af, 2010,

Corporate povernance within the company s necessary to reduce the existence of tax
ageressiveness so that it can have a positive impact on tax compliance. The Company
Implements corporaie governance i creafs @ ffective corporaie performance and Impact an
dacisions to be effective in determining poficies related to the effective corporate tax rate
(Pranote & Widagdo, 20153 This research refers to research conducted by Nugrohoe B
Firmansyah {2017), Prawira (2017} Hanna & Harvanto [2006). Cahyone et ol [2016),
Fadli {2016), Walansari (2015), Prancte & Widagde {2015}, Embree [2012), Suyanto &
Supramono (2012]), Khurana & Moser {200%), Badertscher <t aql, [20049] that uses
corporate governance, which & measured using Institutional ewnership and indepemlent

brard of commissioners, kave an impact on s apgressiveness,

This study differs from the previous study as it uses insttwtional ownership and the
proportion of iIndependent board of commissioners in measuring corporate gevernance.
Thess two corporabe governance mechanisms are expected oomake the management of the
company better so that it will improve the company's performance and become an added
value for the company. In addition, this study uses eamings management as an intervening

variable The act of tax aggressiveness that sccurred ciosely related to the behavior of the
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management who tend to practice eamings management In order to minimize the tax
burden of the company. Kim ot of, (2010} finds evidence that earnings management can be
wsedl as a tool for tax aggressiveness in order to redoce the tax burden

1. Literature Review
L1 Agency Theory

Jensen & Meckling [1976) describes the agency relatlonship in agency theory that the flrm
k5 a collectlon of contracts between the owner of the ecomomic resources (principal) and
the manager [agent] that takes care of the wse and control of the resource, Differences of
interests that occar between the management of the company as taxpayers with tax

authorides as tax collectors to cause conflict between the twao.

1.2 Pogithve Accouating Theory

Positive accountlng theory was proposed by Watts & Zimmerman [1986) Posbtive
accounting theory explains the tactors that make the manrogement has a motivation in
choosing methods and accounting principles that can improve the welfare of the company.
Watts & Zimmerman (1986) reveals three maln hypothesas in positive accounting theory,
mamely: (1] Benus Plan Hypothesis, (2) Debt Convenant Hypethesis, (3) Political Cost
Hypathesis.

L3 Hypothesis Development
1.3.1. The Effect of Institutional Ownership on Management Earnings

Instituwtional parties are considered sophisticated investors because the institutional can
monitor the behavior and actions of manzpement that will reduce the behavior of
management ko make eamings management [Midiastuty & Mahfoeds, 2003, This is in line
with agency theory, which states that the ownership of shares by other institutions can
reduce the conflicts of interest that acour and opporunistic behavior of management o as
b redhuce the potential likelibood of profit management practices (Jensen dan Meckling,
1976]. This i= also in acoordance with the reselts of research [an & Pagalung (20011} which
shoews that [nstitutienal ownership affects earnings management. Based on the description

above, the proposed hypothesis is as follows;
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Hy :Instimutional ownership has negative effect on the earnings management

1.3.2. The Effect of Proportion of Independent Board of Commissioners on Earmings

Management

The independent board of commissioner is responsible for oversecing the activities of the
company conducted by independent management whe work for the company's interest in
overseeing the process of prepaning the Anancial satements. Therefore, the greater the
proportion of Independent board of commissieners the higher the supervislon and
expected Do minkmize opportuniste management behavior in the form of earnings
management practices, Kesearch conducted by Bahmawati [2013], Prastiti & Meiranto
(2013], lao & Pagalung (2011) indicate that inde pendent beard of commissioners have an
influence on sarnlngs management. Based on the descelption above, the proposed

by pothesis s as Tollows:

H: & The proportion of independent boand of commizsioners has negative effect on
-E-ﬂl'll||'|ﬂ,! AT e el

L.3.3. The EfMect of Institutional Ownership on Tax Aggressiveness

I is believed thar the greater the swnership of shares owaed by sther institurions teen
they will have the ability to effectively control and supervise management and have the
ahility to influence the decisions and policies made by management (Easterbrook, 1984),
Based on the agency theory, which states that by enlarging the pwnership of shares by
Institutions outside the company can reduce the conflict of interest that occurred and
opportunistic behavior of management s as 0 reduce the potential possibility of tax
apgressiveness action. Research conducted by Mugrobo & Firmansyah {2017}, Cahyonoe et
al, (2016), Hanna & Haryanto (2016), Mahulae et al, {2016), Prakosa (2014], Embree
(2012), Radertscher er al, (2009), Khurana & Moser (2009) show that institutional
ownership has an influence on tax aggressiveness, Based on the description above, the

proposed hypothests is as follows:

Ha  :Imstiscional swnership has negative effect on tax aggressiveness
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L3.4. The Effect of Proportion of Independent Board of commissioners on Tax
Aggressivensss

Indopendent commissioners in the board of commissioners contribute to supervising
managers to not take tax aggressiveness. The greater the matlo of independent
comimissioners in the composition of the bhoard of commissioners will minimilze the
passibility ol corporate tax aggressiveness, Supervision of independent commissioners
makes management more transparent in disclesing corporate information so that tax
agpreasivencss activitles can e minlmized and even elimmated. Research conducted by
Nugrohe & Firmansyah (20077, Prawirs (2007], Fadli (2016], Wulansart (2013), Pranoto &
Widagrdo {2015), Richardson e al, (2014), Fadii {2013), Armstrong et af, (2012}, Suyanto
& Supramono [2012] indicate that independent board of commissloners influence tax

aggressiveness. Based on the description above, the proposed hypothesis is as follomes:

Hy  :The proportion of Independent board of commissioners has negative effect on tax
AgEressivens g

1.1.5 The Effect of Earnings Management on Tax Aggressiveness

Tax is believed to be the prohlem for the companies because paying taxes will lower their
net profit Therefore, the company will make earnings management to reduce the tax
burden [Scott, 2009y, Based on the political cost hypothesis in positive accounting theoery,
management tend to manipulate profits in order to avoid gevernment regulation, One of
the povernment regulatiens that directly refates o corporate prodfits Is corporate Income
tax. Research conducted by Hashim e aof, [2016), Sad et @l, (2016), Taras & Wijaya
(2015], Kamila (2014, Ohnuma (2013], Suyanto & Supramono (2012} Frank ef of, (200%)
shows that earnings management has an influence on tax agpressiveness. Hased on the

description above, the proposed hypothesis i as follows:

H:z  :Earnings management has positive effect on tax agressivenss
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L6, The Effect of Institutional Ownership on Tax Aggressiveness through Earnings
Management as Intervening Varlable

Ownership of shares of companies by other institutions is one part of corporate governance
that allegedly can salve conflicts of interest between shareholders and management and
can reduce opportuniste management behastor o the form of sarnings management
practices because ownership of shares of companies owned by other institutions can align
the warious interests between the interests of holders shares with the interests of the
management [Jensen & Meckling, 1976) With decreasing opportunistic management
behavior in the form of earnings management pracrice, it i assumed that it can reduce the
patential of tax aggressiveness, Based on the description above, the proposed hypothesis is
as folkews:

He  :Instimitional owiership has positive elfect on tas aggressiveness with earnings

management as intervening variahle

1.3.7. The Effect of Proportion of Independent Board of Commissloners on Tax
Agressiveness through Earnings Management a5 Intervening Variable

Indepemlent beard of commissioners is one part of corporie goversance, Supervision of
independent commissloners makes management more tansparent n disclosure of
company information and is expected to minimize oppertunistic behavior of management
in the torm of eamings management so the prolits presented will be in accordance with

actual company conditions se that the tax burden of the company will alzo be in accordance
with the existing reality {[a0 & Pagalung, 2011}, Based on the desoription above, the
proposed hypothesis is as follows:

Hy  :The propordon Independent beard of commissieners has an impact on tax

aggressiveness with earnings management as intervening varkible

14




Journal of Accownting, Finance and Auwditing Studies 4,4 (2018) 11-26

Irstlturional

Ownership
(K1)
Tax
Aggms—ﬂuenm
(ETR}
Frvpariion of
Indlepemlent Baanl

f Lansmigsioacrs

[1ELA ]

Figure 1. Research Framework
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——2 : The effect of K1, DKL, DA and ETR

""" # : Mediating effect of KI, DKI and ETR
2. Methodology

2. L Population and Sample

Population in thiz study Is manufacburing companies listed In Indonesia Stock Exchange
from 200 2-2016 with the total of 152 companies, The sample selection used is purposive
sampling method uzing the following eriteria: (1] Mot delisting darng the observation
periods, 2012-2016, [2] Using rupiah as the curreny during the observation, [3) Earned
profits successively during the study period

2.2, Amalytical Method

Regression meathod wsed in this research s panel data regression by usieg path analysis

mmodel. The strectuml eguaticn in this research is as follows;
[M EXe I]"l.E!'": * I]'i DH.IH- * E! Eaas [1}
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3. Resolt and Discussion

Data were analyzed by using panel data regression with path analysis model and to test the

effect of mediation vsed sobel test The fellowing is the result of testing in this soudy by
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3.1 The Effect of Institutional Ownership on Management Earnings

Test results show that institutional ownership has @ negative and significant impact on
garnings management. This can be scen from the regression coofficient of institutional
ownership showing the negative direcion of <0033 and the level of significance of
institutional ownership of 0.000 smaller than 005 (&= 5%}, which means Hy accepted. The
coefflicient of instinutional ownership bas o negative sign which means that the greater the
shares owned by the institutional then they will have the ahility to controd and supervise
the management efectively and have the abllity to influerce the declsions and policies
made by the management to reduce the possiblity of occurrence profit management
practices [Midiastuty & Mahfoedz, 2003 L The results of this study in accordance with the
theory of the agency, namely by enlarging the ownership of shares by the institunonal then
it can reduce the conflicts of I:ﬂterl that accur amd epportunistie behavier management
that can reduce the practice of carnings management, The results of this study are
consistent with the Jao & Pagalung {2011] study indicating that institutional ownership

affects enmlngs management

3.2.The Effect of Proportion of Independent Board of Commissioners on Earnings

Manzape ment
The test results shosw that the propoertion of independent board of commissioners has a

negative and significant effect on carnings managemenkt This con be seen from the
regression coefficlent of the proporion of independent board of commissioners showing
the negative direction of -0.098 and the level of significance of insututional ownership of
0000 smaller tham 003 {e = 5%), which means Hz 18 accepied The coeefficient of
independent board's proportion has a negative sign which means that the increasing
number of Independent board of commissioners along with the [mproved role of the
independent hoard of commissioners, is able to reduce the management's chance to
practice camings management. This is because the greater the composition of the board of
mdependent commissonears, the highar the supervision in the company will be, thus, t£will
make the manager be more careful and ansparent in mnnlngﬂﬁe company which will
encoumge the realization of Good Corporate Governance, The results of this study are
consistent with the research of Rahmawati [2013]. Prastiti & Meiranto (2013). a0 &
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Pagalung (2011)] which indicate that the propertion of independent board of

commissioners influences earnings management.
3.3, The Effect of Institutional Ownership on Tax Aggressiveness

The results show that institutional ownership has a pegative and significant ¢fect on gax
apgressiveness. This can be seen from the regression ooeflicient of institutional ownership
showling the negative direction of -0.018 and the level of zsignificance of institutional
cawvnership of 0000 smaller than 0035 [ o= 5%, which means Hi accepred. Coeficient valze
of institutional ownership has a negative sign, which means that if there is an increase in
Insthutional ownership of shares |t will decrease the chance of management to act
aggressively against taxes, This shows that the size of the shares owned by the institutional
will affect the amount of tax burden that must be pabd by the company. By Increasing
Institutional ownership, the higher the control of the management will be, thus, it will help
te reduce the behavier of management to act aggressively against taxes. The results of this
test In accordance with the theory of the agency, namely by Increasing the institutbonal
owmership, it can reduce the oppertunity to act aggressively against taxes. Companies with
higher institutional ownership tend to lower tax aggmw"rencss than companies with low
mstitutional ownership [Badertscher et af, 2009). The results of this study are consistent
with the research of Nugroho & Firmansyah (201 7], Hanna & Harvanto [2016), Cahyvono et
orl, [2006], Fadli {(2016], Embree (2012), Khurana & Meser (2009) thar found an effect of

mstitutional ownership on tax ageressivensass.

34.The Effect of Proportion of Independent Board of Commissioners on Tax
Aggressivensss

The results show that the propartion of independent board of commissieners has a positive
and signiflcant effect on tax aggressivensss. This can he seen from the regression
coeflicient of the preportion of the board of commissioners showing the positive direction
of 1.020 and the significance level of the proportion of independent board of 0000 that is
smaller than 0,05 [ = 5%), which means Hs is rejected, This is because the result of the
research shows that the propertion of Independent board of commissioner has a positive
affect on tax aggressiveness, meaning that the groater propertion of independent board of
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commissioners will affect the amount of tax burden to be paid by the company. In this case,
the Independent board of commissloners has not been able to parfarm its vole well sinea
the independent board of commissioners actwally increases the potential lor tax
aperesshveness due to the lack of oversight function of independent brard members, it is
assumed that the placement or addition of independent board members merely fulills
formal requirements, the granting of commissicners in Indonesia paid less amention 1o the
competence and integrity of the commissioners, but tended as a tribute or reward onby,
This s also evidenced by the coeMicient valie of the propociion of sdependent board of
commissioners that has a positive sign which means that the independent board of
comimissioners withina company can not dampen or reduce the managerment's behavior to
act aggressively against taxes The results of this study are consistent with Nogrobo &
Firmansyah [2017], Prawira {2017}, Wulansari [2015), Pranoto & Widagdo (2015], Fadli
{2013), Suyanto & Supramono (20127, which show that the proportion of independent

board of commissioners Influences tix aggressiveness.
3.5. The Effect of Earnings Management on Tax Aggressiveness

The test results shaw that earnings management has a positive and significant effect on tax
apgressiveness. This can be seen from the earmings regression coefficient of eamings shows
the positive direction of 0,380 and the level of significance of profit managemaent of 0,000 is
smaller tham 005 (@ = 5%), which means Hs accepted, Coeflficient value of earnings
management has a positive sign which means that if #amings management practices
limprove then there s likely to lnorease the chamces of management to act aggressively
against taxes. This indicates that the amount of tax Bierden to be paid by the company s
influenced by ecamings mansgement practices conducted by the management. Profit
management |s dome for the purpose of tax savings. Effect of earnings management in the
form of income decreasing against corporate tax aggressiveness can be explained. as the
preft becomes the benchmark to measwre the amount of corporate tax burde n, Therefore,
management will report profits tailored to its objective, namely using accounting options
that reduce the income or income decreasing as a form of @x evasion. The results of this
study i accordance with the political cost hypothesis in positive accounting theory, Le the

management tends to manipulate profit in order o aveld gevernment regulation, one of
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which is to avoud corporate income taw. The resulis of this study are consistent with
Mugrohe & Firmansyal [2017], Prawiea [2017), Walansarl [2015), Pransto & Widagdo
(2015), Fadli [2013), Suyante & Supramone [2012] which shows that camings

management has an effect on tax apgrossiveness.

3.6 The Effect of Institutional Ownership on Tax Agressiveness through Earnings

Management as Intervening Variable

The results of the skth hypothesis testing (Ho] by using the test sobe! show that eamings
managemeant 15 able to mediate the relat'ﬂmh:p between [nstitutlonal swnership to tax
aggressivencss This can be seen from the results of the test sobel showing the significance
vitlug between tha institutional ownership vanable, tax aggressiveness. and earnings
management, that s G000, which & smaller than 005 [m = 5%), which means Hs s
accepied, This suggests that the eamings mapagement variable & able w mediate the
relationship of institutional ewnership to tax aggressiveness. The results of this study can
be interpreted that the greater the shares owmned by the Institutional then it [s able to
reduce the spportunity of management to do earnbngs management practless Lo that IF the
practice of earnings management can be reduced it also can prevent the management

behavior to be aggressive towards taes.

A7.The Effect of Proportion of Independent Board of Commissioners om Tax

Agressiveness through Eamings Management as Intervening Variable

The results of the seventh hypothesis testing [Hy) show that carnings management is able
tr mediate the relationship between the propertion of independent board of
commissioners b tax aggressiveness, This can be seen from the result of the tost that
shows the senificance walue between the independent proportion of board of
comtmgsloners, tax aggressivensss, and earmlngs management that s 0000, whick is
smaller than 005 (@ = 5%), which means Hy 1s accepted. This suggests that the eamings
management variashle & able to mediate the proportienate relationship of independent
board of commlssioners to tax aggressiveness This can be interpreted that the increasing
mumber of independent board of commissiners ina company sl Increase supervision on

the management 5o that mansgement makes more transparont in disclosure of company
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information and expected to mintmize opportunistic behavior of management in form of
BAFT g I'r'l.ill.il.ﬂ-&l‘l'l-l!-llbﬂ].’ mibnlmizing the opportunity to practice earkings management,
the profits presented will be in accordance with the actual conditions of the company =0
that the tax burden of the company will alsa be in accordance with the existing reality,

which means it can reduce tax aggEressivencss,
4. Conclusion

The result of regression testing of pane! data proves that corporate governance mechanlsm
as measured by institubional ownership and the proportion of ndependent board of
commissioner have a significant negative effect to cornings management This means that
the greater the institutional share of ownership and the increasing number of independent
commissloners can reduce the behavior of managegent to practice earnings management.
The result also proves that institutional owpership has & significant pegative ellecs on Lax
apgressiveness, which means that the greater the institutional share of ownership the more
Hiely it & to reduce aggressive action against taxes. Meanwhile, the proportien of
independent board of commissioner has 2 positive effect on [ax aggressiveness, meaning
that an increasing number of independent beard of commissioners mmnhli' o reduce tax
apgressiveness. This study also proves that earnings management has a positive effect an
tax ageressiveness, which means that one of the objoctives of earnings management
practice is to minimize the corporate tax burden or in other words to act aggressively

apainst tanes.

In kesting the effect of mediation using a sobel test found that earnings management
mediated the institutional ewnership relationship and the proportion of independent
board of commissioners against tax ageressiveness. The graater the shares owned by the
institutional then it will be able to reduce the opportunity of management to make carnings
management sa that if earnings management practices can be reduced, it will alss reduce
the Behavior of the management te be aparaesaive towards taxves. Meamwhile, the higher tha
mumber of independent board of commissioners, the supervision of the management will
also be increased, making management more transparent in the disclosure of company
information and expected o mindmize the oppertunity to make earnings management. By

mininuzing the opportunity for management o make earnings management then the
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profits presented will be in accordance with the actual company conditions so that
corporate tax burdens will alse be in accordance with the existing reality, which means it

can reduce o be aggressive towards taxes,

In addition, this study has several limitatdons and weaknesses, inchuling the proxy of
carpotate povernance wmed o this study s stll limited o two vartables, namely
instituticnal vwhnership and the proportion of indepemient board of commissienens, and
the independent varnables used in this study only look in terms of non-financial factors that
can affect the aggressiveness of taxes. Further research |8 expected o add ether varfables
A5 A proxy of corporate governance mechanisms s¢ a8 e further enrich the discussion of

EAx ApEressiveness
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