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Abstract: This research was conducted to determine the simultaneous and partial effect of Leverage,
Capital Intensity and Deferred Tax Expense on Tax Avoidance in the automotive subsector companies
listed on the Indonesia Stock Exchange (IDX) during 2012-2018. The sampling technique used was
purposive sampling. The method of data analysis uses panel data regression analysis using Eviews 10
software by conducting several stages of testing. The results of this study indicate that leverage, capital
intensity, and deferred tax expense simultaneously significantly affect tax avoidance. Capital intensity
partially has a significant effect on tax avoidance in a negative direction. Meanwhile, leverage and
deferred tax expense partially have no significant effect on tax avoidance.
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Introduction

Taxes are the primary source of state revenue
used to pay state expenditure. As for the
company, tax is an expense that will reduce the
company's profit. Differences in interests from
the side of the government who want a large and
continuous amount of tax payments by
companies are in contrast to companies that
want minimum tax payments (Hardika in
Kurniasih and Sari, 2013). Legal efforts to
reduce taxes are called tax avoidance. In
contrast, efforts to reduce taxes illegally are
called tax evasion. Tax Avoidance is an effort
done legally and safely for taxpayers without
conflicting with applicable taxation provisions
where the methods and techniques used tend to
exploit the weaknesses contained in the laws
and tax regulations themselves to reduce the
amount tax payable (Pohan, 2018).

One case at PT. Garuda Metalindo
which on the company's balance sheet shows an
increase in the amount of debt. In the financial
statements, the value of short-term bank loans
reached up to Rp 200 billion in June 2016. The
amount increased from the end of December
2015 of Rp 48 billion. PT. Garuda Metalindo
uses fund from debt to avoid paying company

taxes. The company is suspected of making tax
avoidance from administration to activities to
avoid tax obligations. With the fund from debt,
there will be interest expense. The high-interest
expense will have the effect of reducing the tax
expense

There are still many companies in
Indonesia that do not fulfil their tax obligations
by minimizing the company's tax expense. An
indication of companies avoiding taxes can be
identified from the funding policies adopted by
the company. One of the policies for funding is
leverage, which is the level of debt used by
companies to finance operational activities.
With the debt will cause interest expense.
Interest expense that arises because of the debt
will be a deduction from the company's net
profit and will later reduce tax. If the company
is more relies on debt than equity for
operational activities, then interest expense is
taxes deductible (Richardson and Lanis, 2007).
The higher the debt the company has, the higher
the tax avoidance is indicated. The purpose of
doing tax avoidance is the funds that should be
used to pay taxes, are used to pay debts and
interest expenses to finance the activities of the
company. Companies that have a high tax
expense will prefer to owe for the sake of
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minimizing the tax expense (Alfina et al.,
2018).

Investment decisions are also things
that can affect tax payments. Depreciation of
fixed assets is an essential part of company
costs (Ribeiro et al., 2015). Ownership of fixed
assets by companies can reduce the tax
payments paid due to the depreciation costs
attached to these fixed assets. Depreciation
costs can be used by managers to minimize the
taxes paid by companies. Management will use
idle company funds to buy fixed assets as an
investment in order to get a profit that is
depreciation costs that are useful as tax
deductions (Dharmadi, 2013 in Dharma and
Noviari, 2017).

Based on PSAK no. 46 tax allocation
between periods begins with the company
having to recognize deferred tax assets and
liabilities that must be disclosed on the balance
sheet. The recognition of deferred tax assets and
liabilities is recognition of the future tax
consequences of the cumulative effect of
temporary differences in recognition of income
and expenses for accounting and fiscal
purposes. In the asset-liability approach, a
temporary difference is a difference between
the tax base (DPP) of an asset or liability and
the carrying value of the asset or liability. The
effects of temporary changes reflected in an
increase or decrease in deferred tax assets and
liabilities must be treated as deferred tax
expenses or deferred tax income and disclosed
in the current year's income statement together
with current tax expenses and presented
separately. (Meiza, 2015). Plesko (2002) in
Phillips et al., (2003).

It was revealed that the higher the
difference between fiscal earnings and
accounting earnings shows the higher the
management discretion. The amount of
discretion will affect the deferred tax burden
and be able to be used to detect tax avoidance
practices. So it can be concluded the higher the
deferred tax reporting or deferred tax expenses
of the company as measured by the inter-period
tax allocation will affect corporate tax
avoidance, the higher the inter-period allocation
means the smaller the practice of tax avoidance
by the company. Based on the background that
has been described and the differences from the
results of previous studies, the author wants to
conduct further research with the title The
Effect of Leverage, Capital Intensity and
Deferred Tax Expense, Against Tax Avoidance
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(An Empirical Study of Automotive Sub Sector
Companies Listed on the Indonesia Stock
Exchange (IDX) 2012-2018)

Literature Review and Hypothesis
Development

Leverage and Tax Avoidance

Leverage is a ratio that measures how far the
company uses debt for financing. With the debt
will cause interest expense. Interest expense
that arises because of the debt will be a
deduction from the company's net profit and
will later reduce tax. If the company is more
relies on debt than equity for operational
activities, then interest expense is taxes
deductible while dividends are not. Companies
with high leverage will have low ETR
(Richardson and Lanis, 2007). Therefore the
frame of mind of leverage on tax avoidance has
a positive effect. This opinion supports the
results of previous research conducted by
Richardson and Lanis (2007).

Hypothesis 1: Leverage has a significant
positive effect on Tax Avoidance

Capital Intensity and Tax Avoidance

According to Adisamartha and Noviari (2015),
capital intensity is a ratio that indicates the
intensity of ownership of a company's fixed
assets compared to total assets. Capital intensity
describes how much the company invests its
assets in the form of fixed assets and
inventories. Fixed assets allow companies to
reduce taxes due to depreciation (Rodriguez
and Arias, 2012) Management will invest in
fixed assets by using the company's unused
funds to obtain benefits in the form of
depreciation costs that can be used as tax
deductions (Dharmadi, 2013 in Dharma and
Noviari, 2017). Therefore, companies with
many fixed assets will have a low tax expense
because of depreciation from fixed assets every
year (Rodriguez and Arias, 2012). This opinion
supports the results of previous research
conducted by Dharma and Noviari (2017) that
capital intensity has a positive effect on tax
avoidance.

Hypothesis 2: Capital Intensity has a
significant positive effect on Tax Avoidance
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Deferred Tax Expense and Tax Avoidance

Based on PSAK no. 46 tax allocation between
periods begins with the company having to
recognize deferred tax assets and liabilities that
must be disclosed on the balance sheet. The
recognition of deferred tax assets and liabilities
is recognition of the future tax consequences of
the cumulative effect of temporary differences
in recognition of income and expenses for
accounting and fiscal purposes. In the asset-
liability approach, what is meant by a
temporary difference is the difference between
the tax base (DPP) of an asset or liability and
the carrying value of the asset or liability. The
effects of temporary changes reflected in an
increase or decrease in deferred tax assets and
liabilities must be treated as deferred tax
expenses and disclosed in the current year's
profit and loss together with current tax
expenses and presented separately (Meiza,
2015).

Plesko (2002) in Phillips et al., (2003)
revealed that the higher the difference between
fiscal earnings and accounting earnings shows
the higher the management discretion. The
amount of discretion will affect the deferred tax
expense and can be used to detect tax avoidance
practices. So it can be concluded that the higher
the deferred tax reporting or deferred tax
expenses of the company as measured by the
allocation of taxes between periods will affect
corporate tax avoidance, the higher the inter-
period allocation means the smaller the practice
of corporate tax avoidance. It is in line with the
results of research conducted by Meiza (2015)
showing that deferred tax expense has a
significant negative effect on tax avoidance.

Hypothesis 3: Deferred tax expense has a
significant negative effect on Tax Avoidance

Methods
Sampling

The research uses quantitative methods. The
data for this research uses secondary data. The
sampling method used is nonprobability
sampling, namely by purposive sampling. The
population in this study is the automotive
subsector company listed on the Indonesia
Stock Exchange (IDX) in 2012-2018. There are
criteria used to determine the sample:
(1)Automotive sub-sector companies listed on
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the Indonesia Stock Exchange (IDX) during
2012-2018; (2)The  companies  were
successively listed on the Indonesia Stock
Exchange during 2012-2018; (3)Automotive
sub-sector companies which successively
published Financial Statements during 2012-
2018; (4)Companies that did not experience
losses during the 2012-2018 period.

Measure

In this study, to measure tax avoidance
researchers used the Effective Tax Rate (ETR)
proxy. According Rodriguez and Arias (2012)
ETR can be measured by the formula:

ETR = Tax Expense (1)

Earning Before Income Tax

The first independent variable is leverage. One
of the leverage ratios is the debt to asset ratio.
The formula of debt to asset ratio according to
Rodriguez and Arias (2012) is :

DAR = Total Debt (2)
Total Assets

The second independent variable is capital

intensity. According to Dharma and Noviari

(2017) capital intensity is measured using the

following formula :
__ Total Fix Assets (3)

Cl =

Total Assets

The third independent variable is deferred tax
expense. According to Meiza (2015) deferred
tax expense is calculated using the following
formula:

(DTEp—DTEp—1)

DTE =

TAp-1

(4)
Where:
DTEp =Deferred tax expense on the
financial statements ending in year p.
DTEp-1 =Deferred tax expense on
financial statements ending year p-1.
TAp-1 =Total assets in year p-1.
Analysis

This research uses panel regresion model due to
panel data is combination of cross section data
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with time series data. For panel data regression,
the classic assumption tests used are
multicollinearity and heteroscedasticity tests.
The Provisions if there is no multicollinearity
the correlation value between all independent
variables tested <0,9. For heteroscedasticity test
if the probability value >0,05 then the data is
not heteroscedasticity. Simultaneous Test (F
Test) and Partial Test (T Test) have the level of
significance (o) is 0,05 (Sarwono 2016). The
software used in data analysis is Eviews 10.

Table 1. Descriptive Statistic
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Results
Descriptive Statistics

The sample used is the automotive sub-sector
companies listed on the Indonesia Stock
Exchange for the period 2012-2018. The
sampling technique in this study used purposive
sampling.

Deferred Tax

Tax Avoidance Leverage Capital Intensity Expense
Maximum 0,56322 0,5073 0,5999 0,0082
Minimum 0,1009 0,1161 0,1637 -0,0086
Mean 0,2326 0,3259 0,3572 -0,0002
Stdev 0,0736 0,1098 0,1590 0,0033

In the results of the descriptive statistic
above, the maximum value of tax avoidance is
0,5322. It identifies that the company with the
maximum value does tax avoidance because the
ETR value >0,25. The mean value of tax
avoidance is 0,2326, and the standard deviation
is 0,0736, which means the mean value is
greater than the standard deviation, so the data
is homogeneous. The mean value of leverage is
0,3259. It is considered quite good, because
most of the assets of companies in the
automotive sub-sector are financed through
equity. The standard deviation leverage is
0,1098, which means the mean value is greater
than the standard deviation, so the data is
homogeneous. The mean capital intensity value
is 0,3572. It means that the average amount of
total company assets consists of 35.72% of
fixed assets. It is possible because the
automotive sub-sector is one of the
manufacturing industries that has quite a lot of

Table 2. Output Multicollinearity Test

fixed assets. The standard deviation of capital
intensity is 0,1590, which means the mean
value is greater than the standard deviation, so
the data is homogeneous. The mean value for
the deferred tax expense is -0,0002, and the
standard deviation is 0,0033, which means the
mean value is smaller than the standard
deviation value, so the data is heterogeneous.

Multicollinearity Test

Multicollinearity test is needed to determine
whether there are similarities between
independent variables with others (Sujarweni,
2015). There would be no multicollinearity
provision if the correlation value among all
independent variables tested <0.9 (Sarwono,
161:2016). The following are the results of the
Multicollinearity Test :

LEV Cl DTE
LEV 1.000000 -0.547174 0.038987
Cl -0.547174 1.000000 0.044354
DTE 0.038987 0.044354 1.000000

In Table 2 shows a multicollinearity test results,
based on data from the test results show that the
correlation value between all independent

variables tested <0,9. So it can be concluded
that this study did not occur multicollinearity.

http://jurnal.unpad.ac.id/jaab — ISSN: 2614-3844


http://dx.doi.org/10.24198/jaab.v3i2.28624

d

Journal of Accounting Auditing and Business - Vol.3, No.2, 2020 10.24198/jaab.v3i2.28624

observation period to another observation
period (Sujarweni, 2015). The following are the
results of the Heteroscedasticity Test:

Heteroscedasticity Test

Heteroscedasticity test is performed to test the

difference in the residual variance of one
Table 3. The output of Heteroscedasticity Test
Dependent Wariable: RESABS
Method: Panel Least Squares
Crate: 030620 Time: 11:11
Sample: 2012 2018
FPeriods included: 7
Cross-sections included: 5
Total panel (balanced) observations: 35
Variable Coefficient Std. Error t-Statistic Prob.
= 0052720 00443297 1.187591 02440
LEYW -0.094445 0085404 -1.092056 0.2828
cl 0.048593 0.059664 0.814444 0. 4216
DTE -0 . 422334 2. 422659 -0 1F4L32T 08627
R-squared 0116810 Mean dependent var 0.039377
Adjusted R-squared 00313240 S.D. dependaent var 0045906
S.E. ofregression 00465165 Akaike info criterion -3. 205970
Sum squared resid 00565068 Schwarz criterion -2.028216
Log likelinood 50 10447 Hannan-Quinn criter. -2.1446509
F-statistic 1.366681 Crurizin-YWatson stat 1.926720
Prob(F-statistic) 0271201
In Table 3 shows the results of A panel data (pooled data) is a data set that

heteroscedasticity test with a probability value
> 0,05 it can be concluded that the data are not
heteroscedasticity or heteroscedasticity does

contains individual sample data over a specified
time period. By combining time-series data and
cross-section, data will be able to increase the

not occur. number of observations significantly. This
regression purpose is to test simultaneously and
partially effect. Below is the result of acommon

effect model test using Eviews 10 software.

Analysis of Panel Regression Model

Table 4. Panel Regresion

Dependent Variable: ETR

Method: Panel Least Squares

Date: 03/06/20 Time: 10:45

Sample: 2012 2018

Periods included: 7

Cross-sections included: 5

Total panel (balanced) observations: 35

Yariable Coefficient Std. Error t-Statistic Praob.

C 0122034 0.062055 1.966537 0.0582

LEY 0.058408 0120770 0483625 06321

Cl 0.253963 0.083394 3.045343 0.0047

DTE -5.302858 3386230 -1.566006 01275
R-squared 0.299156 Mean dependentvar 0232626
Adjusted R-squared 0.231332 3.0D. dependentvar 0.073599
S.E. of regression 0.064527 Akaike info criterion -2.536266
Sum squared resid 0.128074 Schwarz criterion -2.358512
Laog likelihood 48 38466 Hannan-Cuinn criter. -2.474906
F-statistic 4 410790 Durbin-Watson stat 2367936

Prob(F-statistic) 0.010743
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Based on the test results of the significance of
the common effect model in Table 4, it can be
formulated that the panel data regression
equation is as follows:

TA =0,122034 + 0,058408 LEV + 0,253963
Cl —5,302858 DTE + ¢, where ;

TA = Tax Avoidance measured by ETR
LEV = Leverage

Cl = Capital Intensity
DTE = Deferred Tax Expense
€ = Error Term

Simultaneous Test (F Test)

According to Sarwono (2016), the F statistical
test is used as an alternative to simultaneous
hypothesis testing. Based on the test results of
the common effect model in Table 4, it is
known that the Adjusted R-squared value in this
research model is 0.231332 or 23.13% with a
Prob (F-statistic) level of 0.010743 where the
value <0.05. It can be concluded that leverage,
capital intensity and deferred tax expense have
a significant effect simultaneously on tax
avoidance. In addition, the independent
variable leverage, capital intensity and deferred
tax expense are able to explain the dependent
variable tax avoidance as measured by the
effective tax rate in the automotive subsector
company by 23,13%, while the remaining
76,87% is explained by other variables outside
this study.

Partial Test (T Test)

According to Sarwono (2016:33) t test is
basically used as a partial or individual
hypothesis test when using independent
variables or predictors more than one. Based on
the t statistical test that has been presented in
Table 4, it can be concluded that: Probability
value of Leverage (LEV) is 0,6321. This shows
that 0,6321> 0,05 then leverage partially has no
significant effect on Tax Avoidance
Probability value of Capital Intensity 0,0047.
This shows that 0,0047 <0,05 then the Capital
Intensity partially has a significant influence on
Tax Avoidance. Probability value of Deferred
Tax Expense is 0,1275. This shows that
0,1275> 0,05 then the Deferred Tax Expense
partially has no significant effect on Tax
Avoidance.
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Discussion

Leverage partially has no significant effect on
tax avoidance in the automotive subsector
companies for the period 2012 - 2018. So,
hypothesis 1 is rejected. This is because the
sample of companies studied is considered
capable of paying off all obligations both short-
term or long-term obligations with collateral for
assets owned by the company and can fund its
operational activities through assets owned
compared to debt. The results of this study are
in line with the study of Sabli & Noor (2012),
Irianto et al., (2017), Darmawan & Sukartha
(2014) and Yunanda & Saifudin (2016) which
states Leverage has no significant effect on Tax
Avoidance.

Capital Intensity partially has a
significant negative effect on Tax Avoidance in
automotive subsector companies in the period
2012 - 2018. So, hypothesis 2 is rejected. It is
possible because the sample of the company
used is the automotive subsector company
which is one of the manufacturing industries.
The company's fixed assets are very influential
for production capacity in the manufacturing
industry because the higher the fixed assets
owned, the higher the production capacity.
Increased sales mean increased income which
results in increased corporate tax expense to be
paid. The results of this study are in line with
the study of Muzakki & Darsono (2015),
Darmadi & Zulaikha, (2013) and Dharma &
Ardiana (2016) which states that Capital
Intensity has a negative effect on Tax
Avoidance

Deferred Tax Expense partially has no
effect on Tax Avoidance in automotive
subsector companies in the period 2012 - 2018.
So, hypothesis 3 is rejected. According to
Plesko (2002) in Phillips et al., (2003), the
higher difference between fiscal earnings and
accounting earnings shows the higher
management discretion. The amount of
discretion will affect the deferred tax burden
and be able to be used to detect tax avoidance
practices. However, the sample of companies
studied is considered to have a small difference
between fiscal earnings and accounting
earnings or has a low value of management
descent. So, that low management descent
cannot detect tax avoidance practices. The
results of this study are in line with the study of
Kalbuana et al., (2017), Tuerfia, (2017) and
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Pohan (2009) which state that deferred tax
expense does not affect Tax Avoidance.

Conclusion

Based on the results of the analysis and
discussion, the leverage, capital intensity, and
deferred tax expense simultaneously have a
significant effect on tax avoidance. But
partially. Leverage and Deferred tax expense do
not affect Tax Avoidance. While Capital
Intensity partially has a positive effect on
effective tax rates or has a negative effect on
Tax Avoidance.

For further research is expected to
extend the research year and increase the
research sample. Besides, researchers are
expected to develop research by not removing
companies that have experienced losses. The
sector used can also be developed to be outside
the manufacturing industry by adding variables
that are considered to have an influence on tax
avoidance such as corporate  social
responsibility, company size, sales growth,
independent commissioners, audit committees,
political connections or other independent
variables.
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