2019 Nazihah Azwardi Luk Luk Journal
of Accounting, Finance and Auditing
Studies

By Afifah Nazihah



DOI: 10.32602 /fafas.2019.0

JOURNAL OF ACCOUNTING, FINANCE AND AUDITING STUDIE

higg eyl o

The Effect Of Tax, Tunneling Incentive, Bonus Mechanisms, And Firm Size On

Transfer Pricing (Indonesian Evidence)
Afifah Nazihah? Azwardi® Lk Lk Fuadahr

« Covessponding Author, Faculty of economics, Sriwijaye University, Palembang,
Indonesia, afifahnazidiyahoo coid

B D, Faculty of economics, Srowiajaya University, Palembang, Indonesss

« PhaDy, Faculty of economics, Sriwiajaya University, Palembang, Indonesia

Keywords Abstract

Transfer Pricing, Tax, Transfer pricing is the transaction price in the form of
Tunneing Incentive, tangible poeds, intangible pgoods or the prevision of
Bonus Mechanisms, sorvices bobweon parties that have a special relationship,
Firm Slza. Transfer pricing used by companies in order to avold tax

payments that can cause problems for the tax authorities
eir efforts to maximize revenue from the tax sector.
This study aims to analvze the effoct of taxes, tunneling
H26 incentives, bonus mechanisms, and firm size on transfer
pricing in manufcturing sector, This study selected 28
manufacturing companies that were selected by using
purpasive sampling technique from a population of 153
companies listed on [n-:ll:lia Stock Exchange of the
period 2013-2017. The presulis of the panel data
regression with random effect medel shows that taxes,
bonus mechanisms, and firm size have a significant
positive effect on transfer pricing However tunneling

mcentives do not affect transfer pricing,




Jowrnal of Accountérg, Finance and Auditing Studles 5/1 (2019} 1-17

1. Introduction
The inability of the government and tax anthorites in achleving the tax revenue target can
be caused by varicus Ractors. One of these facters is the existe nee of transfer pricing actions
by companies. For companies, the tax burden is considered to inhibit the develnpment of
the comparny, therefore the company in this case the management s rving o minlimize
their tax burden by tax avoidance one of them is through transfer pricing (Murazi, Samt,
Usman, 2015].
Interdependence between cowntries s follewed by increasingly rapid trade and economic
relations, especially in the capital sector has bed to the development of a new arder in the
global economy, namely the emergence of @ uniflcation of the global economy with a
pendlency towards regionalization and globalization [Uyvar, 2004), Increased cross-horder
transactions result procurement of the flow of goods, peeple, services and investments
between countries In this multinatienal transaction, the role of transfer pricing is very
rrant.
Transker pricing is the determination of the exchange price for a product or service of a
differant business unit in the company exchanging it {Augusto £ Rathke, 2005). This causes
State losses due to lack of paid-in calculation of tax on corporate Income from the
transferred income.
There are several motivations to de transfer pricing one of t iz the motivation of tax
avipbdance. Tax Is a mandatory centrbutlon @ a country that |5 owed by an individeal or an
antity based on the Law, by not getting compensation directly and used for state purposes
for the greatest prosperity of the people. The greater tax burden causes companles to
transfer pricing in the kope of minimizing the burden, The decision to do transfer pricing
will result in lower global tax paymenss in general,
Anather factor that allows companies to make decisions about ransfer pricing is tunneling.
Tunneling 15 the transfer of resources from within the company o the controlling
shareholder. The transfer of resources can be dope in variows ways, one of them is through
transfer pricing (Moviastika, F, Mayowan, & Karjo, 2006).
The decision te do transfer pricing ls alze [nfluenced by bonus mechanism Bonuses ara
reswards given by the Annual General Meeting o members of the board of directors every
year If the company earns a good profit [Misplyanti, 2015]. The bonus compenrsation
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system will influence management to manipulate profits. Managers will ke action to
repulate pet (neome Inorder to maximize the bonos they will recelve. Management can
utilize transder pricing as a mechanism for transfering prefits between companies in order
to reduce taxes, increase management bonuses and divert resources from one company to
ancther that st in one ownership.

The difference between this study and previous research is the additional the firm size as
one of the independent variables. The firm size is chosen as an independent variabie
becanse nol many research that wses firm size as a variable that is suspected (o alTect
transfer pricing

Large companies have operational activities that are maore complex than small companles,
moee leely o do complex tax planning as well. Large-sized compankes temd ta have main
companies or subsidiaries in other countries, so the tax planning will involve inter-
company such as transfer pricing.

Due to the wnavallability of standard mules, cases of transfer pricing fransaction
examinations are often won by taxpayers in a tax court, this causes the company o be
motivated to do trenster prcing. (Dogan & Deran, Ali & Ayse Gel 2013} Intense and
continuous research en transfer pricng will greaty assist the tax authorities in drafting
regulations that are able to contrel transfer pricing activities among companies that have
special relationships, so that tax revenue will be macimized,

This study focuses on analyzing to fnd owt how the Inflluence of tax, tunnellng incentive,
banus mechanism, company size on transfer pricing on manufacturing companies listed on
the Indonesla Stock Exchange n 2013-2017.

Section 2 of this study presents a Hterature review of the er‘r’era.uf the tax, tunneling
incentive, bonus mechanism, and firm size on transfer pricing, Section 3 presents the
methodolegy used in the study. Section 4 presents the resolt and discussion Sectien 5 of
this study presents the comclusions, the lmitations of this soedy, as well as the
recommendations tor further studies,

2, Licterature Review

21 Agency Theory

Jensen & Meckling (19764) explain the agency relationship in agency theory that a company

ks nexus of contract bebween the owners of economic resowrces (princpal] and managers
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{apents] who take care of the use and control of these respurces. In an effort to overcome
or reduce agency problems this raises the agency costs that will be borme by both the
principal and agent,

After the author reviewed several previous studios, the authors Found in the stady [Tiwa,
Saerang, & Tieayoh, 2007 who have also reviewed other studies, say that ageney theory
can be used In taxation research with the assumption that agents are taxpayers and
principals are the Directorate General of Taxation,

This thesry attempts o describe the main actors that shoukd be considered in designing
incentive conkracts [Harimurti, 2012). Although agency theory in accounting case studies
focuses on the relationship of managers and their companies, taxpayers can also be zeen as
agents. I research Sacl (2002], said that the relationship between principal and agent can
bz found betwsen tax suthorities and taxpayers, The rele of the tax authorities to collect
taxes, and the role of the taxpayer s to report the tax payable and pay the tax to the
government. [n the study using the taxpaver compliance model, the tax authorltles as
principals want maximum tax revenue, but do pot know the actual income of the taxpayer
as an agant.

Owve of the aszumptions of agency theory in this study 19 that priscipal objectives and
differant agent objectives can lead to conflict because company managers tend to pursue
personal goals. Which results in the tendency of companies to finalize their taxes or even
sk pay taxes, s to transfer te sebsldlarles outside the maln company area to minlmize ax
pavments, while the tax authorities tend to continue tocalculate and investigate the taxahle
assels of a company with regulatory provisions,

22 Empirical Research

Research by Kusuma & Bayu (2017], which aims to analyze the determinants of transfer
price intensity shows that tax avoidance, intangihle assets, firm size, and profitabiliy
significantly increase the Intensity of transfer prices. Research by Samawatl & Sojana
(2017 concluded that tases and tunneling incentive hiove a positive effect on indications of
transfer pricing. However the bonus mechanism has no effect on indications of transfer
pricing.

Orher research that aims to prove and anzlyze the influence of tax and foreign invesment

o the transfer pelcing in the multisational companies engaged o manabetudng shows
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the results of regression that tax has a significant posikive effect on the implementation of

trancfer pricing, while the forelgn invesment does not have signiflcant effect on
implementation of transfer pricing {Tiwa et al, 2017}

On research by Marisa (Z017) with title the infloence of tax. bonus plan, tunneling
Incentive, and firm size on transfer pricing found that the size of the Company has a
significant efiect on Transfer Pricing, it says because large companies also tend large profits
with a small amount of ta, large companies also certainky has the ability to build 2 branch
of the company both domestically and abroad and also in ax heaven countey with lower
tax rates to dividing the profits so that the amount of tax paid will be lower, or even to
avobd paying taxes in the country.

Woviastika, F er al. (2016]). say that companies with good implement Good Corporate
Governance tend not to manipulate eamings, And shows that tazes and tunneling
incentives have a significant effect on transfer pridng However pood corporate
povernance does net have significant effect on transfer pricing. According te Wawoernntu &
Hadisaputra [2016) The main determinants of transker pricing aggressors in Indenesia are
firm size and leverage that are positively related to transfer pricing aggressors, while
inranglble and mult-cltizenshlp aggers are negatively agaacliated. This study also shows
that profitability and tax haven are not related to the aggressive transfer prigiag.

Based on research by Wafiroh & Hapsari [2018] tax variables show itive and
sipnificant effect en transfer pricing tunneling ncentive varlables show a positive and
significant effect on transfer pricing , bonus mechanism variables show a megative and
insignificant effect, meaning the bonus mechanizsm does not affect o transfer pricing.
cher research that analvze the influence of taxes, funneling Incentives and bonus
mechanisms on transfer pridng decisions of manufacturing companies listed on the
Indonesia Stock Exchange researched by Mispiyanti [2015) show that tax and bonus
mechanism does not have effect on ransfer pricing. However, tunneling incentive has
significant etfect on transter pricing,

Hartan, Desmivawati, & [ulita [2015%) said that transfer pridng can occur duee to
management motivation for tax avoldance between related parly ransactiens or
oppartunistic behavier, especially to Increase management compensation. The size of

bonus mechanlsm geen from Net Profit Trend Index wdll affect ontransfer pricing decision,
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Because in giving bonuses to directors, oamer will see the whole profits as an assessment
for the directors performance.

However from research by Marfuah & Azizah (2014}, From the results of legistic regression
analysis it was bound that there was a3 positive eflect of tunneling incentives on transfer
pricing. And taxes kave a significant negative effoet on the company's transfer pricing
decision, While the effect of exchangs rate on wansker pricing shows a positive direction
bt insignificant. In research by Dogan & Dersn, Ali & Ayse Gul [Z2013), the factors that
influence ransler pricing are classified as legal, political, internal aml external otors.
Research by Richardson et al, {2013) shows that the effect of company size, profitability,
feverage, intangible assets, and multinational are slgnificantly positive on transfer pricing
Regression results also show that firms increase the aggressivensss of their transfer prices
through the combined effects of intangible assets and multinationality.

23, Hypotheses Development

2.3.1. The Effect 0f Tax On Transfer Pricing

In transfer pricing activities, companies with several ches in varivus ceuntries cheose
to shift their tex obligations from countries that have high tax rates to countries with low
pax rates (Marfuah & Azlzah, 2014). Research by Thea et al, (2007) Indlcates the blgger of
amount from tax that must be paid by the company, makes the company willing to
implement transfer pricing in case to minimize tax burden,

Tax has a posltive effect on the company's declslon to transfer pricing. The bigeer amount
o tax burden makes companies take transter pricing in case to redocing tax burde {Hartat,
Desimyand, & Nur, 2014). Because in business practices, company generally identify tax
fRymenis A exXpEnss 50 managenent tries e minimize these expenses norder Do optim ze
profits,

H1: Tax has a posttive effect on transfer pricing.

2.3.2. The Effect 0f Tunneling Incentive On Transfer Pricing

Based on the agency theory, the largest sharcholders uswally have high participation rights
in decision making and act opportunistically towards the principal and causes the
Information asymmetry between the agent and the principal (Wafiroh & Hapsad, 2018).
The majpority shareholders will do many ways to generate high profits and sacrifice the

rights of minerity shareholders. One of the ways ls transier pricing.

]
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Saraswatl £ Sujana {2017) found a positive effect from tunneling incentives on corporate
pranefer pricing declelons. Belated party transactions are more commonly wed for the
purpase of wealth transfers rather than dividend payments An unique condition where
share awnarship in public cormpanies in ndonesia are concentrated, so thera is a tendency
of the majority sharehalders to do tunnsling,

HZ: Tunneling incentive has a positive effecton ranster pricing

2.3.3. The Effect 0f Bonus Mechanism On Transfer Pricing

The bigger of profits, it will make the better image of the directors (o cenpany OwRer,
Because of that, directors able to lift profits by selling inventory to one group company on
the price that below marker price. With the right bonus policy, the owner hopes that
management can improve the company's performance through tax pavment eficlency.
From research by Hartati et al, {2015) found that benus mechanism has effected an
transfer pricing decision, bonus mechanism can be seen from Met Profit Trend Index will be
effected on transfer pricing. In this cage, the pwners of the company will seen the whole
profit company as based to caleulate the performance of direcoers, Beaese of that,
directors will try as much as pessible so that the protits company can be maximize,
Ineluding by dolng Transfer Pricing.

H3: Mekanisme Bonus berpengaruh positif terhadap transfer pricing.

2.3.4, The Effect 0f Firm Size On Transfer Pricing

In large companles that have large profits tend to be Involved In transactlens or schemes
designed to significantly avoid tax payments [Kusuma £ Bayu, Z017), Larpe companies
have complex tax payment preblems because of that there are several companies that do
viarious ways to make corporate tax payments lower. One of them 15 transfer pricing
decision,

In research by Marisa [2017), found that Arm size has signifcant effect on Transfer
Pricing, it's because the large company owners wants to make the higger profit with
smaller amount of tax burden, the owners has the ability for make anothers company on
the other country that have the lower tax rates or called tax haven country in case for
devided the proflt company so the amouwnt of tax burden will be mintmize or even to do tax
avoidance.

Ha: Firm size has a positive effect on ransfer pricing.
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Figurel. Conceptual Frameworks

Explanation;
—* Influence of independent and dependent variables.

31,  Research Methodology
This research is a quantitative research and data used is quantitative data obtained
from the annual reporis of manufacturing companies listed on the Indonesia Stock
Exchange in 2013 to 2017, This study uses secondary data sourcesgbtained from Ananclal
reports and annusl reports of companies that are the object of research The data was
ohialned from the official website, http:/ fwww ids eodd or the company’s website.
In this study the population uwsed is manufacturing companies listed on the Indonesian
stock exchange in 2013-2017 totaling 153 companies. The sampling technigque used was
purpasive sampling technigue. And the criterls that used ave:
1. Manulbowring companies listed on the Indenesia Stock Exchange and net delisted
during the study period, rom 2013 to 2007
2. The sample company dees not experience losses during the observation perod. This
I hecause compankes that experience losses do not kave tax obligations at the
company level so tax metivation becomes frrelevant.
3. The sample company is controlled by foreipn companies with a percentage of
ownership of 208 or more. Accarding to Indosesian GAAF No. 15 which states that
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the contrelling shareholder is a party that has shares or equity securitdes of 20% or

HOre.
From the criteria above, 20 manufacturing companies were selected to be the object of this
research sample,
The dependent varlable used In this study is ransfer pricing that is proxied by Related
Party Transaction. [n 154 550 states that a related party is a person or entity that has
significant control or influence both directiy and indirectly on one or more intermediaries
in the engity that is reporting (client) (Noviastika, F et al, 2016]). In this research, transler
pricing proxied using RFT, where the total receivables from special parties are divided by
tetal corporate receivables,
In this study Independent varahle tax is provied by effective fax rate. Effective fax rates are
the amount of income tax poayvable swed by income before tax, The tex burden on income
pavable referred to in this study is the amount of income tax owed by the company in one
pedod. [ndependent vardable tunneling Incentive is proxied by percentage of share
ewnership above 20% as controlling sharchelder, Tunneling Incentive is measred by the
percentage of how large the sample company i= owned by a dominant shareholder with a
mibnimum Hmit of 20%,. Variable boous mechanizm o this study is proxied by compenent
of Met Profit Trend Index calculation [ITHE’%LB]. The net profit trend index is calculated
based on the parcentage of achievement of net income for vear t on netincome of year t-1.
In this study varlable irm slze & proxlied bog of total assets The log of total assets & used to
reduce the significant difference between the large company and the small company, the
total value of the asset is formed into a natural logarithm [Martsa, 2017). The conversion
that is formed aims to make the total asset data normally distributed
The mathod of analysis used in this stwdy is panel data regression. The model in this study
i= as follows:

TP = a + f1TAXIt + B2TNCit + B3BONUSIt + B4SIZER - £
In which TP is transler pricing, TAX is tax [effective tax rate], TNC is tunneding incentive,
bnus is bonws mechanism, size 15 firm size, o is constants, i i5an entity- i, tis t-period,
f1-44 i3 a coctAcient, and € ls error term
4, and Discussion
4.1  Multicollinearity Test
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MulticoBinearity test aims to test whether the regression model found a correlation
botween indepandent varlables [Chozall, 201 37, If the correlation valee af all iIndepandeat
viriables has a value of =08 then multicolierity does not scowr. The following are the
results of the multicalierity test in this stizdy:

Table 1 Multicollinearity Test Result
TAX THC ROMNIS SIZE

TAK Lo o0sE261  -0U1091E25 -0 1050492
THC 0058261 L0000 -0057093 0095773
BONUSE 0109125 -00057093  LO000000 0012829
b SLI05092  -0095TFTE OOAZE2S 10000040

Source: output eviews B0 [2018)
The test result in table 1 shows that all independent variables have correlation coefficient
vitlues = 0V, It concludes that there is no multicollinearity amoeng indeps ndent vardabdes in
this model.
4.2, Best Model Selection Test
In this study, the regression methed wsed is panel data regression. This is because this
study uses a combiration of data between cross-section and time series, Unlike the wsual
regression, panel data regression has several steps fo determine the right estimation
model. To determine the most appropriate model betwesn commaon effect models, fived
affects, and random affects there are several tests that can be done, Incheding:
4.2.1. Chow Test

Table Z Chow Test Result

Elfects Test value
Cross-section Chisqudre 00000

Source: autput eviews B0 [2018)
The test result in table 2 sho at p- value < 005 or 0.0000< 0,05, 5a the fixed effect
madel is hetter used than the common effect model

14
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422, Hausman Test
Tahle 2 Hansman Test Result

Test Summary pr va s

Cross-section random 02197

Source: output eviews B0 [2018)
The test result in table 3 shows thgkp-valoe = 005 or 02197 = 005, 50 the andom efect
madel is better used than the Feed efact model

423, Lagrange Multiplier Test
Table 4 Lagrange Multiplier Test Result

= waluee

Breusch-Fagan R
Source: outpat eviews B0 [(2018)

The test result in table 4 shows that p-valee < (.05 ataw 000048 < 005. 50 the random effect

madel is betrer used than the common effect model

43, Panel Data Regression Analysis

Tahble 5 Panel Data Regression Result Wihndum Effect Model
Variable Coeffcient L-Statistic Praoh.
£ 0.743040 -2.109842 0.0367
TAX 0316021 2.502137 0.0135
THC 01,11 7590 1.291167 (L1989
BOMNLUE 0045304 2652683 DURIRN
S1ZE 2979335 27054686 LourF7
B! 0125578
F-statistic 4. B46935
Prob[F-statistic) 0.001104

11
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Sumber: Output Eviesvs B0 (2018]

Based on the result of panel data regression on table 5, model regression of this study is:
TP =-0,743 = 0,316 TAX # 0,117 THC + 0,045 BONUS + 2,979 SIZE + ¢

Based on table 5 shows that a significance of F statismic is 0001104, which means less than
005 or 5%, it concluded regression model is feasible to use so that it can test the
stiznificance of individual parameters or statlstical tests ©

On table 5 shows that determination coefficient [B- squernsd ) For panel data regressions
model are 0125578 which means that 12.55% of the warians of transfer pgiging can ba
explained by independent variable. While the other 87.45% [100%- 12.55%) explained ly
other varlalles not incleded ln recearch model

The regression ceefficlent af tax shows a posithve direction of 0316 amd a slgnlficance value
of (L0135 which means legs than 0.05 (00135 20.05) so that HL |s accepted. [t can ba
concluded that the tax partially has a significant positive effect on transfer pricing en
manufactugdgye companies listed on the Indonesia Stock Exchange in the pericd of 2013 to
2017 The results of this stedy are consistent with the results of several previous stidies
Tiwa et al, (20177, Hartati ecal, (2014}, and Noviastika, F et al, [Z0016], which shows that
tax has a positive effect on transfer pricing. However, this research is not in fine with
research by Marfuah & Azizah [2014]); because in thas study based on testing the hypothesis
the tax actualiy has a skgnificant negative effect on transfer pricing decisions.

The research is in accordance with the theory which states that the tax motivation in
rransfer pricing for multinatienal companies is carried out by transferring inceme 1o the
country with the lowest or minimum tax burden where the country has a company group
o division of the company that operates. This Is supperted by cases that have been ralsed
by Klassen & Mescall (2014), found that there was a shift In Income by multinational
companies in response to the level of tax change in Canada, Europe and the United States,
Multinational companies shift revennes from Canada to the United States, while a reduction
Ins tax rates in Europe shifts revenues from the US to Eurepe.

This is also evidence that the application of tansfer pricing is stll a way of @x avoidance

by multinational companies and puts an effective tax rate to measure it The resolts of this

12
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study also prowve that arm's length price which should be the controller in the transfer

pricing activity ke stll not fully utlized This wealmess neads to be a concern for the
Director General of Taxation, which in this case has the authorty to determine the price of
tranzactions hetween related parties through an Advance Pricing Apreement [APA )

The regressien coefficient tunneling Incentive shows a positive direction of 0117 amd a
significance 01989 which means more than 0.05 (01989 > 0,05) so that HZ rejected, | It
can he concluded that tunneling incentive deesn't hawve affect on transfer pricing on
manufcturing companies lsted on the Indenesia Stock Exchange in the period of 20013 10
2017. The results of this stedy are consistent with research by [Damayanti, Marwati, &
Widayantl 2017] that shows moneling incentive doesn't have effect on transfer pricing. It
ientifies that Ioreipn shareiolders do nol exercise their control rights for order
management to de transfer pricing or it can also mean that the presence or absence of
foreign sharchelders, the company will continue to transfer pricing. This result s contrary
b the logic of the preparation of hypotheses which show that tunneling incentive has a
persitive effect on companies to transker pricing,

The results of this study are consistent with research by [Dewi & Jati, 2014, The results of
thiz study state that institutonal ewnership does not affect taw aveldance which =
suspected because institutional owners only think to maximize their welfare =o that
whatever decisions made by management provided which is profitable they will support
the decislon, Including the declslon e transfer pricing In instituttonal ownership there |s
foreign swmership where in that study foreign ownership wsed by institutions.

The regression coeficlent bones mechanism shows a positive direction of 0,045 and a
significamce 0.008%9 which means less than 0,05 [0.008% < (0,05) s0 that H3 accepted. It can
be concluded that the bonus mechanism partially has a significant positive effect on
transfer pricing on manufacturing companies @sted on the Indonesia Stock Exchange in the
perod of 2013 60 2017,

The results of this study are consistent wigh restarch by Hartati et al, [2014), that shows
bonus mechanism has a positive effect on transfer pricing But this study not consistent
with resoarch by Saraswatl & Swjana (2017), that shows the result from regression ls bonus

mechanism doesn't have effect on transfer pricing.

13




Jowrnal of Accountérg, Finance and Auditing Studles 5/1 (2019} 1-17

The amount of the Bonus Mechanism seen from the Met Profit Trend [ndex will affect the
Transfer Pricing declslon. Bacouse |n glving bonuses to directors, company owners will
certainly see the pedformance of the directors in managing their companies. In this case as
an assessment, the cumer ot the company will see the company profits For this reason, the
directors will try thelr best to Inerease the company's profits, incloding by transfer pricing.

This research is also in accordance with the positive accounting theory, the bonus plan
hypothesis, which savs companies with the bonus plans, managers will tend to choose the
best accounting methods that can report future peciod earnings to the gresent, including
transfer pricing metod. The bigger profit received by the company, company owner
considers that the board of directors has carried out thelr duties well so that the image of
the hoard of directors will better, thus the owner of the company will give honuses 1o the
diractors, For this reason, management can increase the company's pretits by transfer
pricing.

The regression coeflicient firm size shows a positive direction of 2970 and a significance
00077 which means less than 0,05 (00077 = 0.05) so that 4 accepted, |t can be concluded
that the Hrm swe partially has a significant positive eftect on transfer pricing on
manufacturing companies lsted on the Indonesia Stock Exchange in the period of 2013 w
2017

Firm size can be defined as an effort to measure the size of the company. In general,
research In Indonesia uses total assets as a prosgy of firm size. Compandes that have large
total assets show that the company has reached maturity stage where in this stape the
company's cash flow ks positive and Is considered to have good prospects in longer peried.
Large companies that have more big proflis to engage in tax aveldance transactions. In
somw cases large companies tend to have high tax payment problems, therefore some
companies do variows ways to make tax payments low, ane of them by transfer pri The
resules of this study are conslstent with research by Marvisa [(2017), that shows the firm slze
hasa positive offect on I.ranslwri::ing. Howwever this study not conststent with research by
Refgia (2017), that shows the firm size has a negative effect on transfer pricing.

5. Conclusion

Variable tax has a significant positive effect on transfer pncing on manufacouring
companies listed on the Indonesla Brock Exchange in 2013-2017. Tax motivation 15 one

14
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reason manufacturing companies do transfer pricing by conducting transactions to
affillated companies that are sutslde the natienal boundary. Varlable bonus mechankem has
a significant positive effect on transfer pricing on manufacturing cempanies Bsted on the
Indonesia Stock Exchange in 20013 - 2007, Bonuses are distributed on the basis of directors’
performance which is measured by the current year's net profit divided by the previows met
income, The bigger of bonus wwed by management, it makes the possibélity of transfer
pricing bipger. Varable firm size has a significant positive effect on transfer pricing on
manuficuring companies listed on the Indonesia 5tock Exchange in 2013-2017. Relatively
larger companies are more interested in transfer pricing compared to smaller companies,
wever, Varlabele tunneling Incentive kas no effect on transfer pricing on manufacuring
companies Hsted on the Indonesia Stock Exchange in 2013-2017. This means that majority
shareholdingin the company does not affect decision malking for transfer pricing
This study has some limitations, among others: The selection of indicators 15 only based on
the availabllity of Information avallable at the annwal report, bot sometimes the
infermation presented in the annuazl report is wo mivimal s¢ that in seeking infonmation
there is still subjectivity in determining the value needed. The R-5quare value in this study
k= stil]l pelatively small, which B Q125578 or 12554, which shows that varlables tag,
tunneling incentives, bonus mechanisms. and firm =size are only able to influence the
transfer pricing transaction of 12,55%, meaning that there are still many variables other
than research that can Influence transfer pricing
For further resaarch it is recommendad to enlarge the ressarch sample not onby limited to
manufacturing companies, but also to companies that mn in the mining plantation,
financial, and other sectors, Also further research can add another dependent variable so
that the R square value in statistical bests can increase even greater than this stady,
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