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ABSTRACT 

The purpose of this research is to examine how institutional ownership, in combination with profitability, 

financial difficulty and firm size, influences tax evasion. Twenty companies provided samples that were 

successfully obtained and satisfied the criteria. The research was carried out over a five-year period, from 2018 

to 2022, resulting in a total of 100 samples being evaluated. Purpose sampling is employed in the sample 

selection process, and secondary data from the Indonesia Stock Exchange (IDX) is the source of the data. 

Multiple linear regression analysis is used in the data analysis process. The findings demonstrate that tax 

evasion is unaffected by profitability. Tax evasion is negatively impacted by financial distress. Tax evasion is 

positively impacted by firm size. Tax evasion can be more strongly impacted by profitability when there is 

institutional ownership. Ownership by institutions cannot 
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I. INTRODUCTION 

The largest source of revenue in Indonesia is taxes. The state budget to finance public expenditure will 

be affected by the amount of tax received. Therefore, fulfilling corporate tax obligations or taxpayers is very 

important. However, the condition of taxpayers, especially corporate taxpayers, is contrary to the goal of 

optimizing government tax revenue. Because the cost of taxes paid has no direct benefit to the company, 

company management strives to reduce the tax burden to a minimum to increase their net profit after taxes are 

paid (Sonia and Suparmun 2019). This is due to the desire of the government and companies for high tax 

revenues. As taxpayers, companies utilize tax planning to reduce their tax burden. Tax planning is illegal and 

contrary to applicable tax regulations, tax evasion, while tax planning is legal and safe for taxpayers because it 

does not conflict with tax regulations, called tax avoidance. 

The purpose of tax avoidance, according to Supriatiningsih et al. (2023) and Sinaga and Malau (2021), 

is to profit by exploiting or avoiding taxes that are a part of the Indonesian tax system. This includes persistent 

tax offenses committed by corporations, which are essentially tax crimes involving the taxpayer's or entity's 

nonpayment of the appropriate tax. In an effort to pay as little tax as possible, taxpayers usually utilize their 

wealth to hire tax law experts. Companies that evade taxes often shift their holdings to foreign subsidiaries so 

they can avoid paying taxes that are due. Tax reduction is frequently achieved by utilizing legal loopholes that 

don't seem to be against the law. 

Prominent case studies can shed light on how tax evasion methods are carried out by utilizing legal 

loopholes. Here are a few instances of such cases: Amazon in Luxembourg (2017): Amazon came under fire for 

allegedly receiving unfair tax advantages by exploiting a tax deal with the Luxembourg government. The 

European Union demands that Amazon increase its taxes. Multinational Tax Arrangements (2022): Through 

intricate transfer pricing techniques, numerous nations and tax authorities continue to pursue the implementation 



The Effect Of Profitability, Financial Distress, Firm Size On Tax Avoidance With Moderation .. 

*Corresponding Author:  Supriatiningsih                                                                                                  261 | Page 

of multinational tax arrangements, which entail profit shifting and tax evasion. Worldwide tax authorities 

typically discover cases similar to this one. 

 

Table 1. Show Tax Revenues for 2018-2022 

In Trillion Rupiahs 
Year 2018 2019 2020 2021 2022 

Target 1.424,0 1.557,6 1.404,5 1.229,6 2.266,2 

Realization 1.315,9 1.546,1 1.285,2 1.547,8 2.626,4 

Achievement 92,4% 84,4% 91,5% 107,15% 115,9% 

Source: www.kemenkeu.co.id, 2023 

 

Table 1 shows variations in Indonesia's tax revenues from 2018 to 2022, with the highest achievement 

in 2022 exceeding the target by 115.9%. However, tax realization sometimes does not reach the target, such as 

in 2019 with a percentage of 84.4%. Decreased taxpayer compliance is said to be the cause. Some companies 

avoid paying taxes. Since changes to the tax system in 1983, the government estimates that tax revenues will 

continue to increase as an important source of income to assist government operations and infrastructure 

development. The government understands how important it is to ensure tax compliance to fulfill obligations 

and mitigate the impact of tax avoidance practices, which can reduce the performance of the tax system. The 

government is very concerned about fulfilling its obligations towards taxes, which is one of the country's largest 

revenues (Sadjiarto et al., 2020). 

 The food and beverage subsector, which is part of the consumer goods subsector, makes a significant 

contribution to the country's economic growth through tax revenues, which are part of this contribution 

(Ministry of Industry, 2019). Apart from that, the food and beverage subsector is one of the mainstay industries 

that contributes greatly to national economic growth. 

 But the overall tax revenue trend is increasing. Tax revenues grew by 20.4% in 2021, returning to pre-

pandemic conditions, and growing positively until May 2023, driven by economic growth in the first quarter of 

2023. Although several sectors experienced a slowdown compared to the previous year, tax revenues remained 

positive growth. In 2023, the government hopes to achieve the tax revenue target of IDR 1718 trillion. In 

addition, the government continues to strive to increase tax revenues by expanding the tax base and tightening 

supervision of taxpayers. Based on kemenkeu.go.id, 2023 Profitability is the reason people avoid taxes, 

according to Magdalena (2019). Profitability is an agent's strategy in agency to increase company profits by 

using Return on Assets (ROA) (Koming & Praditasari, 2017). 

 Irawati et al.'s study. (2020), Riskatari & Jati (2020), and Ainniyya et al. (2021) found that profitability 

has a negative impact on tax avoidance practices. Irawati et al. (2020) found that businesses with higher Return 

on Assets (ROA) tend to comply more with their tax obligations. In addition, research by Stomo & Djaddang 

(2017) found that businesses with higher ROA have a higher tendency to 

 According to Veganzones & Severin (2020), financial issues under stress have become a major concern 

in recent years. A financial crisis occurs when a company's finances decline to the point that it is on the verge of 

bankruptcy or closure. Levi & Imron (2020) state that companies can face financial pressure when they face 

difficulties in meeting their obligations, such as liquidity and solvency problems. In addition, operational losses 

that last for several years and a decline in profitability and sales levels can be a sign of a financial crisis 

(Ginting, 2018). 

 Hertias (2015) states that management has the ability to improve business conditions so that the risk of 

bankruptcy can be reduced. According to agency theory, management should use early warning models to 

reduce potential financial problems that could lead to financial stress. Financial statement analysis is another 

way to discover financial problems. Evaluating a company's financial health and position can be accomplished 

through financial ratio analysis, which computes and compares data from financial reports. This analysis was 

first used to predict bankruptcy by Altman (1968). Financial ratio analysis can be used to assess the health of a 

business before bankruptcy for one to five years. 

The next factor that can affect the occurrence of tax avoidance, namely company size (Firm Size) is used as a 

support to strengthen or weaken the existence of independent variables on the dependent. Based on previous 

research that company size can be used as a moderating variable.  Company size is considered to affect how the 

company fulfills its tax obligations as a taxpayer (Triyanti et al., 2020). Researcher Purwanti (2021) considers 

company size as a measure measured by total assets, total sales, share value, and other elements. Total assets are 

positively correlated with tax expenditure. If companies want to use legal loopholes to avoid taxes, they will pay 

taxes at a small cost.  In the research of Triyanti et al. (2020), Muda et a (2020) regarding company size has a 

positive effect on tax avoidance. Meanwhile, research by Sonia and Suparmun (2019) shows that company size 

has no effect on tax avoidance. 

The concept of institutional ownership refers to the number of shares held by institutional entities or 

institutions in a company, which can indicate strong external supervision and control. A larger number of shares 
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indicates tighter third-party control over the company. As a result, more institutional ownership means more 

oversight and control over the business. As a result, the business sector has a greater likelihood of meeting their 

tax obligations, which may lead to an increase in the amount of tax payable. A study conducted by Nugroho and 

Firmansyah (2017) found that tax avoidance practices are influenced by institutional ownership. In other words, 

the likelihood of tax avoidance decreases with greater institutional ownership. This may be because no other 

institutions own shares, which could influence and support management's actions. 

 As a result, this research investigates how the relationship between profitability, financial distress, firm 

size, and tax avoidance practices can be influenced by the level of institutional ownership in the company. As a 

result, high levels of institutional ownership often correlate with low levels of tax avoidance practices. As a 

result, this research may incorporate new or additional information into existing knowledge. 

Therefore, the focus of this research is how 

 Therefore, this focus of this research is how "profitability, financial distress, firm size affect tax 

avoidance, considering moderation by the level of institutional ownership in the company." This study could 

provide real benefits for tax policy and business. Practitioners and policy makers can use these findings to create 

more efficient tax strategies. This study aims to expand our knowledge about tax avoidance. This will help the 

academic literature and strengthen the conceptual framework in this field. 

 

II. LITERATURE REVIEW 
Agency theory 

 When management sought to maximize corporate value by avoiding tax avoidance in financial 

statement manipulation, the principal opposes it. Agency theory, or agency, describes how agent and business 

owners interact.  Supriatiningsih, (2023) asserts that the principal appoints agents to carry out tasks pertaining to 

the principal’s objectives. Giving agents permission to make decisions is one instance of this work. 

 

Profitability 

 In other words, profitability shows the extent to which a company can achieve and maintain profits in 

its operations. To calculate profitability with ROA, the following formula is used (Herbaya Ompusunggu, 

2021). 

                  
           

            
 

 

Financial distress 

 Financial distress is when an organization cannot fulfill its obligations, both in the short and long term. 

If this situation is not handled well, the company could experience bankruptcy or have to be liquidated (Irfani, 

2020). 

Z = 1,2Z1+1,4Z2+3,3Z3+0,6Z4+1 Z5Z1 

 

Firm Size 

 Corporate policies will affect the possibilities for future cash flow for inverstors and regulators. They 

will also affect the amount of tax revenue they collect and the degree to which they are able to safequard society 

at large. Large companies usually have more opportunities to obtain equity and debt capital loans than small 

companies (Hermawan, 2019). The organization establishes the following regulations: 

 

𝑆𝑖𝑧𝑒 =𝐿𝑛 (𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡 ) 
Tax avoidance 

 Tax avoidance is an attempt to reduce or eliminate tax obligations that should be paid by the company, 

but is done legally and in accordance with applicable laws. According to Noviyani and Muid (2019), Effective 

Tax Rate (ETR) is one of the most common methods for calculating the level of tax avoidance. 

 

Institutional ownership 

 Institutional ownership is the share of financial institutions out of all outstanding shares (Rianto 2019). 

With institutional ownership, professionals can monitor investment developments and increase management 

control and reduce the risk of fraud. 

 
    𝑒  𝑜   𝑛𝑠𝑡𝑖𝑡 𝑡𝑖𝑜𝑛𝑎𝑙 𝑠 𝑎 𝑒𝑠

    𝑒  𝑜  𝑠 𝑎 𝑒𝑠 𝑜 𝑡𝑠𝑡𝑎𝑛 𝑖𝑛 
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By detailing the background of the problem and explaining the theoretical concepts that have been described, 

the framework of this research can be formulated as follows: 

 

Figure 1. Theoretical Framework 

 
 

Source: Researcher, 2024 

 

Relationship between Profitability and Tax Avoidance 

 Profitability can be measured by utilizing sales levels to show a company's profits (Magdelena, 2019). 

As explained by Luh and Puspita (2017), profitability can be measured using Return on Assets (ROA), which 

shows how well the company's financial performance is. Wedha and Sastri (2017) stated that company profits 

are greater if the ROA value is higher. As a result, the tax burden that must be paid is also greater. Studies such 

as those conducted by Irawati et al. (2020), Riskatari & Jati (2020), and Cristanti et al. (2017) found that 

company profitability has a negative impact on tax avoidance practices. The results show that when company 

profits increase, the tendency to avoid taxes becomes lower. This is because companies are considered capable 

of paying their tax obligations. 

H1: Profitability negatively effects tax avoidance 

 

Relationship between financial distress and tax avoidance 

 Until recently, bankruptcies and bond defaults were the two main components of the financial crisis. To 

increase business potential in situations like this, management tends to use tax avoidance methods (Richardson 

et al., 2014; Richardson et al., 2015; Feizi et al., 2016). Businesses facing financial stress may consider tax 

planning (Habib et al., 2018). According to Edward et al. (2016), tax avoidance strategies, especially cash tax 

savings, encourage companies to generate internal funding. This can provide context behind the increasingly 

aggressive tax actions taken by companies. According to Dinda Yuliatan et al. (2021), businesses experiencing 

financial problems have a significant impact on tax avoidance practices. 

H2: Financial distress has a positive effect on tax avoidance 

Relationship between firm size and tax avoidance 

According to Sulaeman (2021) and Aulia and Mahpudin (2020), the size of a company is directly correlated 

with the availability of its resources. As a result, companies try to maximize their profits. The company will 

maximize its performance to generate the most profit, including avoiding taxes. In addition, the size of a 

company also shows how much assets the company has.  Therefore, larger companies tend to raise more money 

by working systemically, making better tax planning to achieve greater tax savings, and committing tax 

violations legally. In the end, larger companies will also earn greater profits. This is in line with Violentine's 

theory (2022). In practice, the size of a business will be proportional to the number of transactions it conducts. 

The industry has the legal ability to utilize tax avoidance opportunities behind business transactions. In addition, 

large companies operating worldwide choose to avoid higher taxes than companies operating domestically. This 

is due to the fact that they can generate profits for their companies in other countries, where those countries levy 

lower taxes than their domestic tax burden. However, small companies find it difficult to avoid higher taxes than 

large companies. Business size affects tax avoidance. Any company that has more assets will have a larger size, 

so an increase in company size will result in greater tax avoidance (Asih and Darmawati, 2022). 

H3: Tax evasion is positively impacted by firm size. 

Institutional ownership relationship can weaken profitability against tax Avoidance 

Institutional ownership, which has been proven to improve company performance, has the ability to strengthen 

the relationship between profitability and tax avoidance practices. This phenomenon arises because the higher 

the institutional ownership, the company tends to have a stronger motivation to increase profits, with the aim of 

improving the welfare of stakeholders. This motivation encourages companies to systematically design tax 

avoidance strategies to reduce the tax burden that must be paid. This finding has the support of the results of 
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Putri and Putra's (2017) research, which states that institutional ownership has a role in strengthening the effect 

of profitability on tax avoidance practices. 

H4: When it comes to tax evasion, institutional ownership can mitigate the impact of profitability. 

Institutional Ownership Relationships Can Increase Financial Pressure on Tax Avoidance 

 The influence of institutional ownership on tax avoidance methods varies. An increase in the value of 

institutional holdings can cause financial distress, which can lead to a decrease in tax avoidance practices. With 

institutional ownership comes more scrutiny of management, more corporate performance, and more efforts to 

prevent broader tax avoidance. As a result, companies are more likely to focus on improving their financial 

health and maintaining their cash flow. To maintain a company's financial performance, good governance is 

essential; Otherwise, the company's financial performance can decline and even lead to financial distress. In 

such circumstances, companies are considered too risky to avoid tax because it can hamper the company's 

funding activities. The results of this research are in line with Anugerah & Herianti (2022) who state that 

institutional ownership reduces financial distress and weakens it. 

H5: Institutional ownership can influence financial distress on tax avoidance 

 

Institutional ownership relationship can strengthen firm size against tax avoidance 

The results showed that the relationship between company size and tax evasion practices can be influenced by 

the role of institutional ownership. Therefore, it is hypothesized that the effect of company size on tax avoidance 

is reduced by institutional ownership (Fiandri et al., 2017). Institutional shareholders, such as financial 

institutions and pension funds, have a long-term interest in business operations and have the ability to encourage 

companies to be more transparent and comply with tax regulations. In addition, company size can have an 

impact on available resources and operational complexity. As a result, companies can be influenced in terms of 

their ability to implement complex tax strategies (Amaliah et al., 2021). In the presence of active institutional 

shareholders, the relationship between firm size and tax avoidance may change. As a result, institutional 

ownership is critical to understanding how firm size affects tax avoidance (Dhypalonika, 2018). 

H6: Institutional Ownership can moderate the effect of firm size on tax avoidance 

 

III. METHODS 
This investigation used a quantitative methodology. This method uses statistics to measure study 

variables and carry out statistical operations in order to test theories. Twenty manufacturing firms that were 

listed between 2018 and 2022 on the Indonesia Stock Exchange were the subject of this study.  The research 

was conducted for 5 years, from 2018 to 2022. The number of samples analyzed was 100. Data collection is 

done through documentation studies, which is an approach that does not conduct direct research but relies on 

existing data in documents. The Indonesia Stock Exchange (www.idx.co.id) is the best place to find all the 

information. The classical assumption test, hypothesis testing, F test (simultaneous), and T test (partial) were 

used to check the results of this study. 

 

IV. RESULT AND DISCUSSION 
Descriptive statistical 

Tabel 1. Statistik deskriptif 
 TA ROA FINDIS SIZE 

Mean  2.228381  2.804733  8631.315  12.31863 

Median  0.239131  0.071504  5504.197  12.22929 

Maximum  188.5019  122.4407  40910.68  14.25372 
Minimum  0.000195  0.001210  1053.700  10.12373 

Std Dev.  18.82890  17.03334  8453.202  0.768885 

Observations  100  100  100  100 

Source: Output Eviews 25, 2023 

 

It is known that the smallest profitability value is 0.00 and the maximum value is 122.44 based on table 

2 descriptive statistics. Profitability has a mean of 2.80 and a standard deviation of 17.03. Finance Distress has a 

minimum value of 10.70 and a maximum value of 40.68. Finance Distress has an average (mean) of 86.31 and a 

standard deviation of 84.20. The lowest and maximum values of Firm Size are 10.12 and 14.25, respectively. 

The standard deviation is 0.76 and the mean is 12.31 for firm size. The value of tax evasion (Y) ranges from 

0.00 at the minimum to 18.50 at the greatest. The mean (average) of tax evasion is 2.22, and the standard 

deviation is 18.82. 
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Regression estimation model analysis 

 

Tabel 2. Random effect model 

          

Variable Coefficient Std. Error t-Statistic Prob.   

 

           
 

C -7.350.599 3.351.638 -0.219314 0.8269 
 

ROA -0.013335 0.119399 -0.111682 0.9113 
 

FINDIS -0.000170 0.000238 -4.715.015 0.0063 
 

SIZE 0.899975 0.696352 7.333.775 0.0093 
 

          
 

Effects Specification S.D.   Rho   

 

 

 

   
 

Cross-section random 2.638.818 0.0186 
 

Idiosyncratic random 1.916.310 0.9814 
 

  
 

Weighted Statistics 

 

 

   
 

R-squared 0.507126     Mean dependent var 2.129.708 
 

Adjusted R-squared 0.423901     S.D. dependent var 1.867.020 
 

S.E. of regression 8.089.200     Sum squared resid 34263.15 
 

F-statistic 9.229.680     Durbin-Watson stat 2.557.641 
 

Prob(F-statistic) 0.000021   
 

  
 

Unweighted Statistics 

 

 

   
 

R-squared 0.007796     Mean dependent var 2.228.381 
 

Sum squared resid 34824.58     Durbin-Watson stat 2.516.407 
 

  
 

    Source: Output Eviews 25, 2023 

 

Table 3. Summary of Regression Model Selection 
No Selection Test Type Model Comparison  Selected Model 

1 Chow Fixed  Effect Vs Common Effect Commont Effect 
2 Hausman Fixed Effect VS Random Effect Random Effect 

3 Lagrange Multiplier Common Effect VS Random Effect Random Effect 

Source: Data Processed, 2023 

Based on the table above, the selected model is Random Effect, therefore the next analysis is based on the 

Random Effect model as presented in table 3. 
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Hypothesis testing 

The t-test 

Table 4. T-test Results 

 

 

 

 

 

 

 

 

 

Source: Data Processed, 2023 

 

Based on the presentation of Table 4.above with the ttable value obtained of 1.992 (df = 78), the results of data 

processing using Eviews, as follows: 

Profitability (X1) 

The thitung value is -0.111 and the ttable is 1.992. Because thitung < ttabel and a significant value of 0.91> 0.05, Ha1 is 

rejected and H01 is accepted, meaning that there is no significant effect between profitability on tax avoidance. 

Finance Distress (X2) 

The tcount value is -4.715 and the ttable is 1.992. Because tcount>ttable and a significant value of 0.00 <0.05, Ha2 is 

accepted and H01 is rejected, meaning that there is a significant influence between Finance Distress on tax 

avoidance. 

Firm Size (X3) 

The tcount value is 7.333 and the ttable is 1.992. Because tcount>ttable and a significant value of 0.00 <0.05, Ha3 is 

accepted and H01 is rejected, meaning that there is a significant influence between Firm Size on tax avoidance. 

 

Simultaneous significant test (F Test) 

 

Table 5.  F Weighted Statistics test 

  

R-squared 0.507126     Mean dependent var 2.129.708 

Adjusted R-squared 0.423901     S.D. dependent var 1.867.020 

S.E. of regression 8.089.200     Sum squared resid 34263.15 

F-statistic 9.229.680     Durbin-Watson stat 2.557.641 

Prob(F-statistic) 0.000021   

 

Source: Eviews output, data processed by researchers, 2023 

Based on the data from table 5 above, the results of the simultaneous significant test that Fhitung is 9,229 and a 

significant level of 0.000 <0.05, the regression model is declared feasible, meaning that Profitability, Finance 

Distress, Firm Size, are able to explain the tax avoidance variable. 

 

Determination Test (R
2
) 

Table 6. Test Results Coefficient of Determination      

  

R-squared 0.507126     Mean dependent var 2.129.708 

Adjusted R-squared 0.423901     S.D. dependent var 1.867.020 

S.E. of regression 8.089.200     Sum squared resid 34263.15 

F-statistic 9.229.680     Durbin-Watson stat 2.557.641 

Prob(F-statistic) 0.000021   

  

Source: Eviews output, data processed by researchers, 2023 

 

 
  

 
    

Variable Coefficient Std. Error t-Statistic Prob.  

  
 

      
 

C -7.350.599 3.351.638 -0.219314 0.8269 
 

ROA -0.013335 0.119399 -0.111682 0.9113 
 

FINDIS -0.000170 0.000238 -4.715.015 0.0063 
 

SIZE 0.899975 0.696352 7.333.775 0.0093 
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As can be seen from the data in Table 6 above, the R Square value is 0.507. This demonstrates that all 

independent variables—profitability, financial distress, and firm size—have a 50.7% impact on the dependent 

variable, tax avoidance, with other variables not included in the study accounting for the remaining 49

.3%. 

. 

Moderated regression analysis (MRA) 

Tabel 7. Uji moderation test 
          

Variable Coefficient Std. Error t-Statistic Prob.   

  

C 3.862.602 0.666282 5.797.247 0.0000 
ROA*IO 0.007930 0.002699 2.938.117 0.0044 

FINDIS*IO 4.21E-06 3.85E-06 1.094.777 0.2770 

SIZE*IO 0.315694 0.128262 2.461.311 0.0161 

  

Source: Eviews output, data processed by researchers, 2023 

 

Based on the results of the moderation test, it can be concluded that the relationship between 

institutional ownership and profitability can moderate the impact of profitability on tax avoidance. The t 

statistical value of 2.938> 1.992 and the significant value of 0.00 <0.05 indicate that institutional ownership can 

strengthen the relationship between profitability and tax avoidance, supporting the acceptance of this hypothesis. 

Looking at the t statistical value of -1.094 <1.992 and a significant value of 0.277>0.05, it can be 

concluded that this hypothesis is rejected. Based on the moderation test above, it can be said that the 

institutional ownership relationship can moderate the effect of Finance Distress on tax avoidance. This proves 

that institutional ownership cannot weaken / strengthen the relationship between Finance Distress and tax 

avoidance. 

The institutional ownership relationship can strengthen the relationship between Firm Size and tax 

avoidance by looking at the t statistic value of 2.461> 1.992 and a significant value of 0.01 <0.05, which 

supports the hypothesis that institutional ownership can moderate the effect of Firm Size on tax avoidance. This 

conclusion is supported by the moderation test above. 

 

V. DISCUSSION 
The impact of profitability on tax avoidance 

The results prove the first hypothesis of the study, namely that profitability does not affect tax 

avoidance. Instead, the results show that companies with higher Return on Asset (ROA) have a greater impact 

on tax avoidance methods. Previous studies by Irawati et al. (2020), Riskatari & Jati (2020), and Ainniyya et al. 

(2021) also show that profitability affects tax avoidance. Tax avoidance is not impacted by profitability. This is 

due to the fact that businesses, regardless of profitability, must weigh the advantages and disadvantages of tax 

avoidance before making a decision (Napitupulu et al., 2020). This is because companies have to pay taxes that 

can enhance their reputation in order to comply with tax requirements. Furthermore, because they track their 

income and tax payments more regularly, businesses with high profits are also less likely to violate the law, 

according to research by Fauzan et al. (2019). 

 

The impact of financial distress on tax avoidance 

The results support the second hypothesis of the study, which states that financial stress has a negative 

impact on tax avoidance. These results indicate that the level of financial stress of each company can affect tax 

avoidance methods. According to Meilia and Adnan (2017), companies that experience more frequent financial 

crises have an impact on tax avoidance. In addition, Riantami and Triyanto (2018) and Hartoto (2018) support 

these results by stating that the financial crisis has a negative impact on tax avoidance efforts, and high levels of 

financial distress will reduce handling efforts. Agency theory states that early warning models are very 

important for management in the decision-making process to reduce the possibility of financial problems that 

can lead to an unstable financial state. Analysis of the financial statements of business actors, which is carried 

out through financial ratio analysis, can help find financial problems, assess the company's financial position, 

and measure its health level. According to Rohmadini et al. (2018), 

 

The impact of firm size on tax avoidance 

The third hypothesis in this study demonstrates that Firm Size has a beneficial effect on tax evasion, 

which is supported by the test findings conducted by the researchers and leads to the acceptance of the test 

results. This implies that tax evasion will be impacted by the company's Firm Size level, whether it is larger or 
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lower. The findings of this investigation support those of Triyanti et al. (2020) and Muda et al. (2020) about the 

potential tax benefits of larger businesses. When compared to organizations with less assets, those with more 

assets will be more capable and reliable at producing profits. Large businesses typically possess and rely upon 

substantial resources, including human personnel with a wealth of taxes knowledge. Large corporations thus 

frequently engage in tax avoidance because they have access to and support from human resources specialists in 

tax planning to minimize the tax burden. 

 

The effect of institutional ownership can moderate the effect of profitability on tax avoidance 

Based on statistical investigation, the impact of profitability on tax evasion is not mitigated by the 

institutional ownership variable. Instead, the findings show that institutional ownership actually strengthens the 

effect of profitability on tax avoidance practices. Thus, the fourth hypothesis which states that institutional 

ownership moderates the relationship between profitability and tax avoidance can be accepted. Putranti and 

Setiawan's research (2015) found that institutional shareholders have a tendency to avoid tax avoidance 

practices so as not to pose a risk to their company's reputation. A company with high institutional ownership can 

reduce internal conflicts and provide better oversight of management performance. Because investors have 

ownership in the company, management is forced to implement efficient tax policies to maximize profits. The 

high profit desired by investors can be seen from the company's profitability value. Strong control from 

institutional owners can reduce internal management behavior that tends to commit financial fraud, such as tax 

avoidance. 

 

The effect of institutional ownership can moderate the effect of financial distress on tax avoidance 

Statistical analysis shows that institutional ownership variables cannot reduce the impact of financial 

distress on tax avoidance strategies. In addition, these variables did not strengthen or weaken the relationship 

between financial distress and tax avoidance. Therefore, the fifth hypothesis discussed in this study is 

unacceptable. Close scrutiny of management performance by institutional ownership can benefit company 

performance, improve responsiveness to difficult financial circumstances, and prevent tax violations. High 

institutional leadership increases investor confidence, reduces the likelihood of internal conflicts, and creates a 

strong control system. Therefore, when businesses face financial difficulties, they are more likely to concentrate 

on financial recovery and protecting cash flow rather than engaging in tax avoidance practices. This result is in 

line with the idea of good corporate governance, which says that poor governance can worsen a company's 

financial performance and potentially cause financial distress. Therefore, companies are considered too risky to 

avoid taxes when they experience financial difficulties. 

 

The Effect of institutional ownership can moderate the effect of firm size on tax avoidance 

According to the results of statistical data processing, institutional ownership variables have the 

capacity to moderate firm size on tax prevention, while institutional ownership variables also have the capacity 

to increase the effect of firm size on tax prevention. Therefore, the research findings are in line with the 

hypotheses made. Hypothesis 6 is recognized. The results of this study are in line with previous research 

(Lestari et al, 2023) that company size can be influenced by institutional ownership. No matter how ownership 

is organized within a company, company size is always associated with a greater proportion of institutional 

ownership. The more institutional ownership that exists in an organization can have a positive impact on the 

relationship between organizational size and tax avoidance, because the larger the company will have more 

control to manage the costs resulting from the volume of transactions it carries out. Because of this efficiency, 

institutional ownership in large companies will encourage them to use tax avoidance schemes to reduce the 

corporate tax burden. 

 

VI. Conclusion 
Based on the findings of experiments and discussions on the moderating impacts of institutional 

ownership, firm size, profitability, and financial distress on tax evasion in manufacturing companies listed on 

the Indonesia Stock Exchange. Thus, this study's conclusion on the impact of profitability on tax evasion can be 

made. Because of the company's strong profitability, management performance is also typically high, which 

may have an impact on tax evasion. Tax evasion has not increased as a result of this profitability. 

Finance Distress's effects on tax evasion Both high and modest levels of financial distress may have an 

adverse impact on tax evasion. This implies that tax evasion may rise as a result of financial distress. Firm Size's 

Effects on Tax Avoidance Because of the company's large firm size, managerial performance typically reflects 

this as well, which may have an impact on tax evasion. The amount of tax evasion has not increased with this 

firm size. 

It is possible to mitigate the impact of profitability on tax evasion through institutional ownership. 

Institutional ownership is powerless to mitigate Finance Distress's impact on tax evasion. Establishment 

ownership may amplify the impact of firm size on tax evasion. 
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VII. Suggestions 
The researcher makes the following recommendations for further research, taking into account the 

limitations and research findings: management, acting as the company's representative, should protect the 

company's reputation by avoiding tax avoidance practices as much as possible, since even legal ones will have a 

negative impact on the business. Additional researchers should enhance the number of samples and perform 

study on companies other than manufacturing companies listed on the Indonesia Stock Exchange, as well as 

indicator factors of profitability, finance distress, firm size, and other financial ratio variables. 

 

VIII. Limitations 
This study has limitations that can be taken into consideration for subsequent researchers in order to get 

good results. The limitations in this study are as follows: the independent variables in this study only focus on 

Profitability, Finance Distress, Firm Size. Researchers do not consider other factors that have the ability to 

reduce the increase in tax avoidance. This study utilizes secondary data downloaded through the site 

www.idx.co.id so that the results of this study are not accurate enough in conveying information about the 

variables that are made into research, this is due to the limited time and costs that researchers have in conducting 

research. 
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