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The Effect of Financial Policy on Tax Aggressiveness for
Manufacturing Companies Listed at Indonesia Stock Exchange

Abstract. Introduction. This study aims to determine the effect of financial policy on tax aggressiveness for
manufacturing companies listed at Indonesia Stock Exchange. Financial policy is measured by financial ratios. The financial
ratios consist of debt ratio, long-term debt ratio, the market to book ratio, return on assets (ROA) and inventory turnover
ratio. Researchers use effective tax rate (ETR) as a measure of corporate tax aggressiveness. The objects of this research
were manufacturing companies listed on the Indonesia Stock Exchange period 2013-2016. The number of samples was 64
manufacturing companies. The data used was a combination of time series and cross section data so that it used regression
analysis of data panel.

Purpose. The purpose of this research to get empirical evidence the influence of financial policy toward tax
aggressiveness among manufacturing companies listed on the Indonesia Stock Exchange.

Results. The results of this research indicated that the variable of debt ratio, long-term debt ratio, the market to
book ratio, return on assets and inventory turnover simultaneously had an effect on tax aggressiveness. Partially, there were
only two variables that influenced tax aggressiveness namely debt ratio and return on assets, whereas the long-term debt
ratio variable, the market to book ratio and inventory turnover were not significantly influenced tax aggressiveness.

Conclusion. If the debt is high, the interest expense will increase, so the tendency of companies to carry out tax
aggressiveness will decrease. Financing using debt will increase costs in financial statements that affect the achievement of
company profits. Companies with high Market Book Value Ratios tend to reduce costs in financial reporting. In other words,
they are more aggressive towards financial statements. Assets are a source of funding from internal capital; therefore,
agents try to maximize the management of internal assets in creating corporate profits. Inventory as part of investment is
not the right way to implement a strategy to minimize the tax burden.

Keywords: the financial ratio; tax aggressiveness; financial policy.

YAK 336.2

HypxasaTi, 37006yBauy Bumoi ocBiTH ¢akysbTeTy ekoHoMikH, YHiBepcuter llpusimxas, [lanem6anr,
[HoHEe3IsA

Aiaik CyceTio, OKTOp eKOHOMIYHUX HayK, npodecop, YHiBepcuTeT UlpuBimkas, [lanembanr, IHgoHe3is

Jlyk Jlyk dyapax, J0KTOp eKOHOMIYHUX HayK, YHiBepcuTeT llpuBigxas, [lanem6anr, IngoHesis

BrniuB ¢piHAHCOBOI MOJIITUKHY HA NOAAaTKOBE HABAHTA>KE€HHA KOMIaHi-BUPOOHHUKIB, 110
po3mMileHi Ha ¢oHAOBIH Gipxki IHAOHE3II

Memoto docaidxiceHHs1 € BU3HAYeHHs 8naugy PiHaHco8oi noaimuku Ha Nodamkoge HABAHMANCEHHSI KOMNAHIU -
8UpOGHUKI8, W0 Komupyromuscst Ha poHA08Il 6ipaci IHdoHesil. PiHaHcoea nosimuka oyYiHIEMbCA HA OCHOBI iHaAHCOBUX
KoegiyieHmis, a came: koegdpiyienHm 3abopzosaHocmi; koegdiyieHm doszocmpokosoi 3a6opzosanocmi; koediyieHm puHkogoi
sapmocmi; KoegdiyieHm penmabeavHocmi akmueie (ROA) ma koediyiehm o6opomHocmi 3anacis. JocaioHuku
sukopucmosgyroms egpekmueHy cmagsky nodamky (ETR) sk Nnoka3Huk HA8aHMAXCeHHs KOPNOPAMUBHUM NOOJAMKOM.
06’ekmamu docaidxceHHs 6yau 8upobHuUUi KomnaHii, 3apeecmposaHi Ha IHOoHesilicbKill poHdosill 6ipxci y 2013-2016
pokax. o subipku ysitiwau 64 eupobHu4i kKomnaHii, daHi sKux 6yau eukopucmadi npu npogedeHHi pezpeciliH020 aHai3y.
Pesynbsmamu docaidxicenHs ceiduams, wjo Koediyienm 3abopzosanocmi, koepiyieHm doszocmpokosoi 3abopzoeaHocmi,
Koegiyienm puHkogoi eéapmocmi, peHmabenbHocmi akmugie ma o6opomHocmi 3anacie 00HOYACHO 6NAUBAAU HA
nodamkose HasanmasceHHs. [lpu yvomy 3HauHUU enaue Mmaau auuwe 08i 3MiHHI: KoepiyieHm 3abopzosaHocmi ma
peHmabeavHocmi akmuseie, modi sik Koegiyienm doszocmpokogoi 3abopzosaHocmi, koepiyieHm puHkosoi eapmocmi U
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obopomHocmi 3anacie He enaueaau cymmeeo Ha nodamkose HABAHMadCeHHs. BcmaHoeaeHo, wo akwo 3ab6opaoeaHicms
6yde sucokolw, mo npoyeHmHi sumpamu 3pocmyms, a 8iomak meHdeHyiss kKoMnaHiii Wodo Nno0amK08020 HABAHMANCEHHS
3HU3UMbCS. PIHAHCY8AHHS 3 BUKOPUCMAHHAM 6op2y 36inbwums eumpamu y diHaHcosill 38imHocmi, ujo njuHe Ha po3Mip
npubymky komnaii. Komnanii 3 eucokum KoegiyieHmom puHkosoi eapmocmi maroms meHdeHYir0 00 3MeHWeHHS sumpam
y dpinancosili 38imHocmi. BcmaHo08/1eH0, Wo a2zeHmu HamMazarmscs MaKcuMizygaamu ynpaeaiHHs 6HympiwHiMu akmueamu

npu opmysaHHi kKopnopamueHux npubymxkis.

Kamwuoei cnoea: ginancosull koegpiyienm; nodamkose HaBaHMadxceHHs; PpiHaHcosa noaimuka.

Problem statement. Based on the data collected from
Directorate General of Tax Finance Ministry (DGT Finance
Ministry), it was stated that until April 25, 2017, the
number of Tax Payers who hadsubmitted their Annual Tax
was only around 66% or 10,936,111. Meanwhile, the
number of Tax Payer listed was around 30,031,972;
16,599,632 of which must submit Annual Report Letter.
This showed that the tax revenue target has not achieved
its full potential. There are many factors contributed to
this, among others are taxpayers’ low compliance in
fulfilling their tax obligation, tax avoidance and tax
collection which was not carried out optimally.

Most of company’s business decisions are influenced
by the tax, both directly and indirectly. Good business
decisions when they are related to tax can turn bad, and
vice versa (Suandy, 2011). It can happen because for
companies, the tax which is imposed on the income
received can be considered as the cost or expense in
running their business. The strategies taken by the
company to conduct tax efficiency is done through tax
management. Based on Suandy (2011), one of the tax
management functions is tax planning. By having this plan,
the company can fulfill the settlement of tax obligation on
time, and this can avoid waste of resources. Measures
aimed at reducing taxable income through tax planning,
either using legal means (tax avoidance) or illegal means
(tax evasion), are called aggressive tax measures (Frank,
Lynch and Rego, 2009).

In general, the act of aggressive tax means the process
of designing business and corporate tax debt to be less.
One strategy to make the tax burden efficient is to take as
much benefit as possible from various exceptions,
including reducing the tax obligations permitted by the
constitution (Suandy, 2011). The strategies taken are
considered policies that are directed at achieving certain
goals (Raksasataya, 1976). This policy is a guideline in
taking action (Wahab, 2016). Aggressive tax actions refer
to the process of designing financial transactions either
through legal means (tax avoidance) or illegal means (tax
evasion). Thus, the determination of financial policies
which taken will have an influence on achieving
predetermined goals.

Studies related to tax aggressiveness have not been
carried out much in Indonesia. This is due to the limited
data regarding business entities tax and the measurement
of company’s tax aggressiveness do not have a direct
relationship with the financial condition of the company.
That is why this research is intended to integrate some
available researches by connecting financial policy which
is measured by financial ratio and to get empirical

evidence the influence of financial policy toward tax
aggressiveness among manufacturing companies listed on
the Indonesia Stock Exchange. In the researchers there are
five ratios: debt ratio, long-term debt ratio, the market to
book ratio, return on assets (ROA) and inventory turnover
ratio. Researchers used Effective Tax Rate (ETR) as a
measure of tax aggressiveness. Effective tax rates are
used to measure the impact of changes in tax policy on
corporate tax burden.

Test results. This study analyzes the effect of financial
policy on tax aggressiveness in manufacturing companies
listed on the Indonesia Stock Exchange. This research was
conducted in 4 (four) years, namely in 2013-2016. These
years 2013-2016 were chosen because in these years the
latest data can be obtained and no preliminary studies
conducted during these vyears. This research used
manufacturing companies because the numbers are
highest with various sub-sectors and companies that
conduct business activities as a whole starting from the
purchase of raw materials to finished goods and ready to
be sold to the market so that most of the business
activities are related for aspects of taxation. Sources of
data in this study were taken from secondary data, namely
the financial statements of manufacturing companies
listed on the Indonesia Stock Exchange from 2013-2016.

The population of this study was taken from 141
manufacturing companies listed on the Indonesia Stock
Exchange (IDX). Cluster Random Sampling is a technique
that was applied. This technique is used because
manufacturing companies listed on the Indonesia Stock
Exchange are divided due to industrial sectors. This
technique can maintain heterogeneity in one subgroup
and homogeneity between subgroups. Through this
technique, researchers divide the population into
subgroups based on simple criteria. Samples were taken
based on the industrial sector by considering several
criteria as follows:

1. The company is registered consistently with IDX
from 2013-2016.

2. The company consistently publishes its financial
statements for the period 2013-2016.

3. During the observation period, the company did not
suffer from losses.

Based on the above criteria, the author obtained 64
companies selected as samples.

There are two variables used in this study, namely the
independent variable and the dependent variable.

Independent Variable. Independent variable is a type
of variable which explains or influence another variable. In
this study, there are five independent variables, they are:
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1. Debt Ratio.

Debt Ratio is the ratio which is used to measure the
comparison between the total amount of debt and the
total number of assets.

Total Debt
x100%

DebtRatio = Total Assets (1)

2. Long Term Debt Ratio

Long-term debt ratio is a ratio used to measure the
scale of long-term debt to total debt (Koh and Ah Lee,
2014).

LongTermDebtRatio
LongTermDebt + Obligation
= x 100%

TotalDebt (2)

In which: Total Debt = Short Term Debt + Long Term
Debt + Obligation

3. The Market-to-Book Ratio

The market-to-Book ratio means development
opportunity ratio, which indicates whether the company
will issue the equity or borrow more.

TheMarkettoBookratio
_ Liability + MarketValueofEquity

TotalAssets

x100% (3)

4. Return on Assets (ROA)

Return on Assets (ROA) means the ratio which
indicatesthe scale of asset contribution in generating
profit.

NetProfit
x100%

Ret Assets(ROA) = —————
eturnonAssets( ) TotalAssets (4)

5. Inventory Turnover Ratio

Inventory turnover ratio is used to measure how many
times a mutual fund is invested in the inventory turnover
over a period (Hery, 2015).

Inventory Turnover Ratio
Sales

- (BeginningInventory + Year End Inventory)/Zx 10 (5)
a. Dependent Variable
Tax aggressiveness is considered as the dependent
variable in this study. Tax aggressiveness is measured
using the Effective Tax Rate (ETR). Effective tax rates are
used to measure the impact of changes in tax policy on
corporate tax burden.

IncomeTaxExpense
x 100%

ETR = ProfitBeforeTax (6)

Analysis technique. The data used in this study were
the data combination of time series and cross section
using panel data regression analysis. Data in this study
were analyzed using assistance program E-Views. There
are some steps taken in applying panel data regression,
they are:

1. Determining Panel Data Regression Model.

There are three approaches applied: Common Effect
Model or Pooled Least Square (PLS), Fixed Effect Model
(FE) and Random Effect Model (RE).

2. Testing Panel Data Regression Model.

Determining the right model was conducted through
some tests: Chow Test, Hausman Test and Lagrange
Multiplier Test.

3. Modeling Panel Data Regression

The following shows panel data equation model which
is the combination of data obtained from cross section
and time series.

APi= o + B1RHit + B2RHJPit +B3sRNBPit+ BsROAi+ BsRPPit + € (7)

Notes:

AP — Tax Aggressiveness (ETR in percentage unit);

a — Constant;

B1-PBs— Regression Coefficient;

i —the i entity;

t —the t period;

RH — Debt Ratio (in ratio unit);

LTDR — Long-Term Debt Ratio (in ratio unit);

MBVR — Market-to-Book Ratio (in ratio unit);

ROA — Return on Assets ( in ratio unit);

ITR — Inventory Turnover Ratio (in ratio unit);

e—Error Term, namely the level of error of the
estimator in the study.

4. Feasibility Test of Panel Data Regression Model

a. Hypothesis Test

There are two hypothesis
simultaneous significance test
significance test (t-test).

b. Determination Coefficient

Determinationcoefficient denoted by R-squares is a
measurement that can inform whether the estimated
regression model is good or not.

The assumption test used in this study is the
multicollinearity test and heteroscedasticity test.

tests
(F-test)

performed:
and partial

Result. Based on the results of analysis concerning
regression models, the appropriate model used is the
fixed effect model.

APy = 52.57 — 0.64 (RH)ic— 0.14 (RHJP)it + 0.24 (RNBP); — (8)
—0.61 (ROA)i.— 0.07 (RPP)ic + €

Based on the above equation, it showed that the
constant value was 52.57, which meant that if the Debt
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Ratio was variable; Long Term Debt Ratio, Market-to-Book
Ratio Value, Return on Asset Ratio and Inventory Turnover
Ratio were fixed (cetris paribus), then the constant value
of tax aggressiveness would be 52.57. The regression
equation above also showed that only the Market-to-Book
Ratio Value variable had a direct correlation and was
positively related to tax aggressiveness. This could be seen
from the positive coefficient sign that was equal to 0.24.
This means that when the Market Book Value Ratio
variable increases, the Tax Aggressiveness variable
increases with the coefficient value. Other variables: debt
ratio, Return on Assets (ROA), Long-Term Debt Ratio and
Inventory Turnover ratio have a reverse relationship with
tax aggressiveness, as seen from the coefficient signs of
each negative variable. Meaning that, when these
variables experience an increase or change, tax
aggressiveness variable will also decrease or change to a
different direction by the coefficient value.

Hypothesis testing.

Based on the test, it was obtained that the value of
determination (R-square) = 0.655601. It means that the
contribution of independent variables towards the
dependent variable is 65.5 % and the remaining 34.5 % is
caused by other factors.

The statistic result of the test showed Prob was F
(5.234913) < 0.05 which was statistically significant. It
means that simultaneously, Debt Ratio, Market-to-book
Ratio, Return on Assets, Long-Term Debt Ratio and
Inventory Turnover Ratio significantly influence the tax
aggressiveness (Effective Tax Rate).

Based on this test, it showed that only the variables of
Debt Ratio and Return on Assets are statistically
significant influencing the tax aggressiveness (proxy by
Effective Tax Rate), while the variables of Market-to-book
Ratio, Long-Term Debt Ratio, and Inventory Turnover ratio
statistically have not significantly affected the Tax
Aggressiveness (proxy by Effective Tax Rate).

Discussion

The Effect of Debt Ratio on Tax Aggressiveness

The results of data processing showed that the
regression coefficient value of Debt Ratio variable was
negative, that was -0.64 with a probability value of 0.0368
<0.05. This study showed that Debt Ratio variable had a
correlation and a negative influence or inverse proportion
to Tax Aggressiveness variable. It was in accordance with
the proposed hypothesis.

The result of this study was made in line with the
studies of the Koh and Lee (2015), Lanis and Ricardson
(2007), Darmawan and Sukartha (2014), and Swingly and
Sukarta (2015), which stated that Debt Ratio (leverage)
negatively affected the tax aggressiveness. The high debt
will cause interest expense to increase, so the tendency of
companies to practice tax aggressiveness will decrease.
Tax aggressiveness and debt are substitute. The company
will apply tax aggressiveness when the company's debt is
low. Vice versa, if the debt increases, the company will not
implement tax aggressiveness.

An agent is accountable to optimize the benefits of the
owners morally. Costs which are arising from increasing
debt ratio will affect the achievement of corporate taxable
income. The decrease in taxable income can reduce the
agent’s management performance from the principal
because the main goal to maximize shareholder profits is
not achieved. The company's debt ratio related to cost of
debt and debt financing will increase the risk of violating
debt agreement. Therefore, the management will use
debt at an optimal level.

The ratio to measure how much the company's assets
are financed by debt or how much the company's debt
affects the financing of assets is called debt ratio. In the
period of 2013-2016, the company's debt ratio
experienced a fluctuation, namely 43.49% in 2013, 43.30%
in 2014, 42.39% in 2015, and 40.49 in 2016. The average
value of debt ratio within 4 years was 42.37%. It means
that 42.37% of the company's assets were financed by
debt and the rest was 57.63% by capital. The average
value of this ratio was still below the general principle. The
general principle is that a company should have a debt
ratio of less than 0.5 (Hery, 2015). The lower the debt ratio
is, the greater the company's ability to pay off its
obligations. The fluctuation of the debt ratio is inversely
proportional to the value of Effective Tax Rate (ETR) of the
manufacturing companies enlisted on the Indonesia Stock
Exchange. In the period of 2013-2015, ETR value
increased. In 2013, it experienced an increase for 27.54%
in 2013, 28.44% in 2014, and 30.18% in 2015. In 2016, the
ETR value declined by 0.75%.This decrease could have
occurred because on July 1, 2016, the government had
implemented a tax amnesty, namely the abolition of tax
payable, the elimination of administrative sanctions for
issued tax assessments, and the absence of inspection, the
elimination of Final Income Tax on the transfer of property
in the form of land and/or buildings and stocks and so on.

The Effect of Long-Term Debt Ratio on Tax
Aggressiveness. The result of data analysis showed that
the value of long-term debt ratio was not significantly
influenced tax aggressiveness whereas the probability of
the value of short-term debt ratio variable was 0.0695 >
0.05. Therefore, the proposed hypothesis was rejected.
However, the coefficient value of long-term debt showed
a negative relationship to tax aggressiveness, which was -
0.14. The result of this study indicated that when Long-
Term Debt Ratio variable increased or changed, tax
aggressiveness experienced a decline or change towards
the opposite of the coefficient value. The result of the
study was different from Lee's study (2015), Newbberry
and Novack (1999), and Husnaini, Cahyaningtyas and
Effendy (2016) which stated that the long-term debt ratio
influences tax aggressiveness.

Debt financing will increase costs of financial
statements that affect the achievement of company
profits. As a matter of fact, managers, as the agents, have
the urge to choose and apply accounting methods that can
show performance, in this case, the achievement of
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profits to earn compensation in accordance with the
contract with the principal. Principal, as the owner,
demands the agents to act in accordance with the
interests of the principal. Agents are expected to be able
to improve performance and be able to perform cost
efficiency including tax burden.

The high leverage results in financial distress and high
agency costs. Furthermore, not all interest burden
emerged from long-term debt can be used to reduce the
tax burden. It is due to the Indonesian Minister of Finance
Regulation No: 169 / PMK.010 / 2015 concerning the
determination of the debt to equity for corporate
taxpayers for calculating Income Taxes. Companies can
take advantage of depreciation and tax credit to reduce
the tax burden as an alternative choice in reducing the tax
burden.

In 2013-2016, long-term debt ratio of manufacturing
companies listed on the Indonesia Stock Exchange
increased, that was 26.40% in 2013, 27.94% in 2014,
30.94% in 2015, and 32.70% in 2016. The average value of
the long-term debt ratio in the period of 2013-2016 was
29.49%. It indicated that the amount of long-term debt
was 29.49% of the total debt made by manufacturing
companies. Manufacturing companies use more short
term debt as a source of corporate financing than long-
term debt.

The Effect of Market-to-Book Ratio on Tax
Aggressiveness

In the period of 2013-2016, market-to-book ratio
decreased in 2013 by 61.75%, 60.66% in 2014, 58.72% in
2015 and 55.71% in 2017. The ratio average was 59.21%.
It indicated that more external funding sources were used
by companies than their own capital. Although external
funding sources were used more, the variable of market-
to-book ratio did not significantly influence tax
aggressiveness with a significance level of 0.3595.
Therefore, the proposed hypothesis was rejected.
However, the correlation coefficient indicated a positive
correlation with the level of 0.24. It means the market-to-
book ratio has a relationship with tax aggressiveness.
Every time market-to-book ratio variable changes, tax
aggressiveness variable will also change.

The result of this study was different from the result of
the study conducted by Koh and Lee (2015) which stated
that companies that have Market-to-Book Ratio tend to
be more aggressive in tax reporting. The result of the
study conducted by Hanlon and Slemron (2007) also
stated that the emphasis of the act of tax reporting; in this
case, the act of tax aggressiveness can affect the capital
market. The result of this study indicated that the
companies with high market-to-book ratio were more
likely to reduce the costs of financial reporting, in other
words, were more aggressive towards financial
statements. It can happen so it is worth-funding.

Agents as managers are expected to provide assurance
to investors that they will receive the return from the
funds they have invested. Financial performance is closely

related to how investors are assured that managers will
return the profit, not embezzle the fund or invest in
unprofitable projects related to capital invested by
investors. The contract bond with a principal makes the
agent act in accordance with the principal’s interest,
which is to maximize the value of the company and make
the best decision for the principal.

The Effect of Return on Assets (ROA) on Tax
Aggressiveness

The Return on Assets (ROA) ratio shows how much
assets contribute to generate net income. Return on
Assets (ROA) fluctuated in 5 year period. It was 11.23% in
2013, 9.58% in 2014, 8.68% in 2015, and 9.75% in 2016.
Based on the calculation, the result showed that the
average value of Return on Assets was amounting to
9.81%, meaning that the contribution of asset utilization
to the achievement of the company's net profit is 9.81%.
The higher the value of asset contribution, the higher the
amount of net income resulted from every rupiah
invested in total assets.

The result of this study indicated that Return on Assets
had a significant effect with a significance level of 0.00017.
The regression coefficient value was -0.61. This result was
in accordance with the hypothesis proposed, but different
from the result of a research conducted by Darmawan and
Sukartha (2014) and Kurniasih and Sari (2013) which
stated that ROA has a positive influence on tax
aggressiveness. The relationship between the variable
Return on Assets (ROA) and tax aggressiveness is negative
or in the opposite direction. If the variable of Return on
Assets (ROA) changes, the aggressiveness will change in
the opposite direction as much as the coefficient value.
The coefficient value of -0.61 indicated that the
relationship between the two variables was strong.

Inan agency theory, agents have the urge to choose
and apply accounting methods that can show a good
performance, in this case for the achievement of profits.
The higher the profit earned, the higher the amount of
income tax will be, according to the level of profit earned.
The agent will try to manage the tax burden so as not to
reduce the agent's performance compensation as a result
of reduced corporate profits due to the tax burden. Assets
are a source of funding from internal capital, therefore
agents try to maximize the management of internal assets
in creating corporate profits. As a decision maker, agents
are expected to make decisions in accordance with the
interests of the principal.

Return on Assets (ROA) is used to measure the level of
efficiency of the utilization of company-owned resources
or to assess the company's ability to carry out daily
activities. The higher the ROA, the better the performance
of the company isin using assets to get net income.Thus,
if Return on Assets increases, the tax aggressiveness
decreases.Companies with high Return on Assets (ROA)
show no indication of tax aggressiveness.

The Effect of Inventory Turnover Ratio on Tax
Aggressiveness
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The average value of inventory turnover ratio is 8.6
times with an average length of inventory of 42 days.
Lower inventory turnover ratio indicates that working
capital invested in merchandise inventory is greater (over
investment) and this is not good for the company. The
lower inventory turnover ratio will also cause a large
inventory of merchandise since it will be piled up in the
warehouse because of the long sale of inventory and
resulting in a low return on investment.

Although inventory turnover ratio has decreased, the
result of data analysis showed that inventory turnover
ratio did not significantly affect tax aggressiveness and
had a negative relationship. This was indicated by a
probability value of 0.8488> 0.05 and a coefficient value
of -0.07. The results of this study were in accordance with
the hypothesis proposed. However, it was different from
the results of the research by Richardson and Lanis (2007)
and Adisamartha and Noviari (2015). These results
indicated that companies with a high inventory value due
to falling inventory turnover tend not to do tax
aggressiveness. Inventory as a part of investment is not
the right way to implement a strategy to minimize the tax
burden.

Generally, companies that have a higher inventory
level than that of their competitors tend to have a worse
competitive position. Inventory turnover has a strong
influence on a company's ability to generate cash right
nowand in the future. Meanwhile, inventory levels affect
selling prices, quality, product engineering, idle capacity,
overtime, ability to respond to customer demand, waiting
time, and overall profitability. Related to the contract with
the principal, namely maximizing shareholder’s wealth
and company value, it tends to encourage the agent to
choose and use accounting methods that will make the
high profit earned.

Conclusion. Based on the results of the analysis and
testing carried out in this study, the conclusions in this
study are as follows:

a. Debt ratio (leverage) has a significantly negative
effect on tax aggressiveness. If the debt is high, the
interest expense will increase, so the tendency of
companies to carry out tax aggressiveness will decrease.
Costs arising from increasing debt ratios will affect the
achievement of corporate taxable profits. The decrease in
taxable profits can reduce management performance as
an agent of the principal because the main objective of
maximizing shareholder profits is not achieved.

b. The long-term debt ratio does not significantly
affect tax aggressiveness. Financing using debt will
increase costs in financial statements that affect the
achievement of company profits. Meanwhile, managers
as agents have the incentive to choose and apply
accounting methods that can show performance in this
case the achievement of profit. Principal as the owner
wants the agent to act in accordance with the interests of
the principal.

c. The Market Book Value ratio does not significantly
influence tax aggressiveness. Companies with high Market
Book Value Ratios tend to reduce costs in financial
reporting. In other words, they are more aggressive
towards financial statements. This is done so that it looks
more feasible in funding for investors. Agents as managers
are expected to convince investors that they will receive
returns on the funds they have invested. Contractual
engagement with the principal makes the agents act in
accordance with the interests of the principal in this case
maximizing the value of the company and make the best
decision for the principal.

d. Return on Assets has a significant effect on tax
aggressiveness. Assets are a source of funding from
internal capital; therefore agents try to maximize the
management of internal assets in creating corporate
profits. The higher the ROA is the better the performance
of the company using assets in obtaining net income.

e. Inventory turnover ratio does not significantly affect
tax aggressiveness. Inventory as part of investment is not
the right way to implement a strategy to minimize the tax
burden. This is because inventory levels affect the selling
price, quality, product engineering, idle capacity,
overtime, ability to respond to customer demand, waiting
time and overall profitability.

Limitations. (a). This study only uses variables related
to financial policy as measured by financial ratios. Future
research is expected to add other variables that can detect
tax avoidance activities. (b) This study only uses one
means of measurement calculation to detect tax
aggressiveness. Future studies are expected to use other
calculations so that they can be compared.

Recommendation. The company is expected to report
the true financial condition, because taxes are a
contribution of the country that is used for public welfare
in various sectors. Tax collectors (tax authorities) is
expected to further improve monitoring and supervision
of the implementation of corporate tax obligations.
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