
eCo-Fin 
Vol.5, No.3, Oktober 2023 

Available online at: https://jurnal.kdi.or.id/index.php/ef 

ISSN 2656-095X (online) 2656-0941 (print) © 2018 Komunitas Dosen Indonesia. 
This is an open-access article distributed under the terms of the Creative Commons- Attribution-ShareAlike 4.0 International - CC BY-SA 4.0 

doi: 10.32877/ef 

Profitability as a Moderator of Leverage and Firm Size on 
Tax Avoidance:  Empirical Study at Indonesia Construction 
Companies  
Anjar Indriyanti1)*, Ibram Pinondang Dalimunthe2) 
1)3)Universitas Pamulang 
Jl. Surya Kencana No.1, Pamulang Bar., Kec. Pamulang, Kota Tangerang Selatan, Indonesia 
1)indriyantianjar@gmail.com 
2) ibram@unpam.ac.id 

 
Article history: 
 
Received October 8th 2023; 
Revised October 8th 2023; 
Accepted October 9th 2023; 
Available online October 10th 2023 
 
Keywords: 
 
Leverage 
Firm Size 
Tax avoidance 
Probability 
 

Abstract 
 

This study aims to analyze the effect of profitability as moderating leverage and 
firm size on tax avoidance. The independent variables are leverage, firm size, the 
dependent variable is tax avoidance and profitability as a moderator. This research is 
quantitative data, with sample selection using purposive sampling.  Sample study in 
this research are construction companies listed on the Indonesia Stock Exchange 
(IDX) in 2015-2020. Analysis method in this study processes using e-views version 9. 
The results of this study indicate that leverage and firm size have a significant effect 
on tax avoidance. The study also give evidence that profitability weakens the 
relationship between leverage and tax avoidance and profitability weakens the 
relationship between firm size and tax avoidance. 

  

I. INTRODUCTION 
Based on Law Number 16 of 2009, the Fourth Amendment to Law Number 6 of 1983 concerning General 

Provisions and Tax Procedures in Article 1 Paragraph 1 reads "Tax is a taxpayer's contribution to the state that is owed 
by an individual or entity that is coercive based on Law -Act, by not getting compensation directly and used for the 
needs of the state for the greatest prosperity of the people ". [1]Various regulations and laws regarding the basis for 
taxation in all business and service sectors have been regulated in such a way by the Government, including 
construction services. This is because construction services are an activity in the economic, social and cultural fields 
which has an important role in achieving various targets to support the realization of national development goals [2]. 
In accordance with Government Regulation Number 51 of 2008 based on Article 1 Number 2 and Number 3 
"Construction Services are construction work planning consulting services, construction work implementation 
services, and construction work supervision consulting services". Meanwhile, construction work is the whole or part 
of a series of planning and/or implementation activities along with supervision which includes architectural, civil, 
mechanical, electrical and environmental work and their respective equipment, to create a building or other physical 
form [3]. 

In practice, tax collection by the government does not always get a good response from companies that are tax 
subjects. The Fiscal Policy Agency noted that the construction sector has a low tax ratio and is undertaxe  . The 
construction sector's contribution to Gross Domestic Product (GDP) reached 14.1% in 2019, however, the sector's 
contribution to tax revenue was recorded at only 6.72% ( www.ddtc.co.id ). This happens when companies try to pay 
the lowest possible tax because taxes are considered to reduce revenue or net profit, while the government expects 
taxes to be as high as possible in order to finance development plans [4]. This difference in interests causes taxpayers 
to try to reduce tax payments, both legally and illegally. One way to legally reduce tax payments is tax avoidance . In 
general, tax avoidance is considered a legal action because it takes advantage of existing loopholes in the applicable 
tax regulations ( legal ) [5]. 

Factors that influence tax avoidance can come from internal factors or external factors. According to 
[6]"Internal factors that influence tax avoidance are leverage, Leverage arises as a result of companies financing assets 
with borrowed funds that have interest charges." In other words, with leverage it can be seen whether the assets owned 
by a company come from debt or from its own capital [7]. In the future, the size of the leverage owned by the company 
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can influence the size of the tax that the company must pay. This is because interest costs originating from these debts 
can be deducted in tax calculations, thereby causing the company's tax burden to be smaller [8]. 

Another factor which is also a determining factor in tax avoidance is firm size , the larger the company size 
indicates the greater the total assets of the company [9]. The larger the size of the company, it is assumed that the 
transactions carried out by the company will be more complex. So it is assumed that the greater the gap that can be 
exploited by taxpayers to carry out tax avoidance activities [10]. 

In generating profits, companies need profitability as an illustration of company performance, one of which is 
the net profit margin. Companies that have high liquidity illustrate that the company has good cash flow so that the 
company will pay all of its obligations including paying taxes in accordance with applicable regulations [11]. In 
contrast, [12]stated that companies that have low liquidity tend not to pay their obligations to pay taxes. Because 
companies will prefer to maintain their company's cash flow rather than having to pay taxes. 

Based on the description above, it encourages researchers to conduct this research. The difference between this 
research and previous research lies in the respondents (Construction Companies) where Respondents (Construction 
Companies) are rarely used to assess the level of tax avoidance and profitability as moderating variables. This research 
was conducted using a sample of construction company respondents listed on the IDX in 2015-2020. Therefore, 
researchers are interested in raising the problem by conducting research entitled "The Effect of Leverage and Firm 
Size on Tax Avoidance with Profitability as a Moderating Variable (Empirical Study of Construction Companies 
Listed on the Indonesian Stock Exchange 2015-2020) 

II. LITERATURE  REVIEW 
Based on agency theory, there are differences in interests between the government and taxpayers which lead to tax 

avoidance practices by taxpayers to reduce the tax burden. Tax avoidance actions can provide economic benefits to 
companies. The emergence of tax avoidance is influenced by agency problems. [13]Agency problems that arise due to 
tax evasion are caused by differences in interests between agents who wants to increase compensation from profits 
obtained by putting aside the long-term risks of the company ( principal ) from tax avoidance actions taken, while on 
the other hand the principal wants a low tax burden without risking the survival of a company [14]. 

The maturity stage of a principal is determined based on total assets, the greater the total assets indicating that the 
company (principal) has [14]. The company has a high level of leverage , so the assets owned by the company come 
from loans or debt. Meanwhile, if the company has a low level of leverage , then the assets owned by the company 
come from its own capital [15]. In the future, the size of the leverage owned by the company can influence the size of 
the tax that must be paid by the company [16]. This is because interest costs originating from these debts can be 
deducted in tax calculations, causing the company's tax burden to be smaller. 

The resources owned by the company can be used by agents in reducing the tax burden that needs to be paid by the 
principal . [17]"Large size companies have sufficient and more resources to reduce their tax burden compared to 
smaller ( principal ) companies that carry out tax planning". Large companies tend to have more space to carry out 
good planning and adopt effective accounting practices to reduce the company's tax burden [18]. 

Net profit margin shows the ability of a company ( principal ) to generate profits during a certain period [19]. The 
increasing tendency of the amount of profit obtained regularly is an important factor in assessing the profitability of a 
principal. Profitability can also be a benchmark to determine whether the manager is successful or not in exercising his 
authority over the agent. If the company pays attention to the proportion of debt in the company and manages its debt 
effectively and efficiently in the company's operational activities, it will increase the company's ability to earn profits. 
Companies that have high profitability will carry out tax avoidance to reduce the amount of their tax obligations. 
 
Trade-off theory (balancing theory) 

The trade-off theory (balancing theory) is a theory that balances the benefits (tax protection) and sacrifices (interest) 
that arise as a result of the use of debt by companies. This theory is explained further in [20]that companies will 
increase debt when the tax savings are greater than the sacrifice, and the use of the debt will stop if there is a balance 
between savings and sacrifice due to the use of the debt. This is in line with the relationship between leverage and tax 
avoidance where interest costs from debt can be deducted in tax calculations, resulting in a smaller corporate tax 
burden. 
 
Tax Theory 

Taxes are one of society's obligations to the state and as forms of community participation in the development of the 
homeland and state. [21] Tax is "The people's contribution to cash country based Constitution (Which can forced) with 
gone receive lead services (counterperformance) which can be directly demonstrated and which used For pay 
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expenditure general". Tax is source funding important for economy something country because source reception 
country Which most potential And occupy percentage highest in The State Revenue and Expenditure Budget (APBN) 
is a tax. At the beginning of the year 1984, the government changed the tax system in Indonesia, which was initially 
official assessment system changed become self-assessment system . official assessment system is system collection 
tax Which give full responsibility for tax collection to the government, while self- assessment system is something 
system collection tax Which give taxpayers' authority to determine for themselves the amount of tax owed every year 
in accordance with tax laws and regulations apply [22]. 
 
Leverage 
 [23] Leverage is a financial ratio that describes the relationship between company debt and company capital and 
assets. In physics, leverage means using a lever to lift a heavy load using little force. This is also used in corporate 
finance, where companies need help in carrying out company performance. The leverage ratio shows how much of the 
company's assets are funded with debt, and is important to analyze because it is related to performance [24]. Leverage 
describes the source of operating funds used by the company. The leverage ratio also shows the risks faced by the 
company, so the uncertainty in generating profits in the future will also increase [25]. 

[26] Leverage is described to see the extent to which the company's assets are financed by debt compared to its own 
capital. The greater the leverage , the greater the investment risk. Companies with low leverage also have low leverage 
risk. [27] Leverage is divided into three types, namely operating leverage, financial leverage, and combination 
leverage . Companies use operating leverage and financial leverage with the aim of making profits greater than the 
cost of assets and sources of funds. This will increase profits for shareholders. 
 
Firm Size 
 Company size is a scale that classifies companies into large and small companies according to various methods such 
as total assets or total company assets, stock market value, average sales level, and number of sales [28]. According to 
Law no. 20 of 2008 in Article 1 concerning General Provisions for Micro, Small, Medium and Large Enterprises. [17] 
Company size is that the size of the company is seen from the size of the equity value , sales value or asset value. 
Company size represents the characteristics of the company as indicated by the number of employees, sales size, 
market capitalization and number of assets . The size of the company will influence the ability to bear risks that may 
arise from various situations faced by the company. Large companies have lower risks than small companies. This is 
because large companies have better control over market conditions, so they are able to face economic competition 
[29]. 
 Companies that have large total assets indicate that the company has reached the maturity stage where in this stage 
the company's cash flow is positive and is considered to have good prospects in a relatively long period of time, 
besides that it also reflects that the company is relatively stable and more able to generate profits than company with 
total assets which is a little small [30]. 
 
Tax Avoidance 
 Tax avoidance is often done by many companies. Tax avoidance can actually reduce state revenue because tax 
avoidance aims to minimize the insured tax that must be paid by companies [31]. [13]Other expected goals of tax 
avoidance to minimize the tax burden payable, maximize profit after tax, minimize the occurrence of tax surprises if 
there is a tax audit by the tax authorities and fulfill their tax obligations correctly, efficiently, and effective. [32]Tax 
avoidance is not free, some costs that must be borne are the sacrifice of time and energy to carry out tax avoidance, and 
the risk if tax avoidance is revealed. These risks range from those that can be seen, namely interest and fines, and those 
that cannot be seen, namely loss of the company's reputation, which has negative consequences for the company's 
long-term business continuity. 
 
Profitability 
 The ratio that describes the level of profit earned by the company compared to the income received from its 
operational activities. The higher the Net Profit Margin, the better the operations of a company [33]. [34] " Net Profit 
Margin is a ratio used to show a company's ability to generate net profits after tax deductions." 

Based on the above understanding, it can be concluded that Net Profit Margin is a comparison between net profit 
and sales. Net Profit Margin can also be referred to as a measure of profit by comparing profit after interest and taxes 
compared to sales. This ratio shows the company's net income from sales and can also be interpreted as the company's 
ability to reduce costs (measurement dimensions) in the company in a certain period 
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III. METHODS 
This research uses a type of quantitative research with an associative approach. [34], associative research is research 

that aims to determine the relationship between two or more variables that have a causal relationship with other 
variables. In this study, the researcher took the object of research on construction companies listed on the Indonesia 
Stock Exchange for 2015-2020, by accessing and downloading research data in the form of company annual financial 
reports which are available on the official website, namely www.idx.co.id, www.idnfinancials .com, and the 
company's official website that became the population in this study. This study makes leverage and firm size as 
independent variables, tax avoidance as the dependent variable, and Profitability as a moderator. Variable 
operationalization is presented in table 1. 

The population in this study are construction companies listed on the Indonesia Stock Exchange (IDX) in 
2015-2020 with a total of 37 companies. The sampling technique in this research uses a purposive sampling technique 
with the aim of obtaining a representative sample according to the specified criteria, with the criteria as presented in 
Table 2. This research uses secondary data, where this research is taken based on financial reports published by listed 
companies. in the Indonesia Stock Exchange for the 2015-2020 period. In this research, data was collected through 
documentation studies, literature studies, and research tools using the E-Views Series 9 application. 

 
Table 1. Variable Operationalization 

Variable Operational definition Indicator 
Leverage (X1) use of funds or capital whose use has an 

obligation to pay fixed costs, namely in the 
form of interest. 

(𝐷𝐸𝑅) =
Total	hutang
Total	ekuitas 

Firm Size (X2) a measurement based on the size of the 
company and which describes the 
company's activities and income 

𝑆𝑖𝑧𝑒 = 𝐿𝑛(Total	aset) 

Tax Avoidance 
(Y) 

Minimizing the tax burden by exploiting 
the weakness of a country's tax provisions 
so that tax experts declare it valid because it 
does not violate tax regulations 

(𝐸𝑇𝑅) =
Beban	Pajak

Pendapatan	Sebelum	Laba 

Profitability (Z) the company's ability to generate profits 
within a certain period of time (NPM) =

Laba	Setelah	Pajak
Penjualan  

Source: (Data processed by the author, 2021) 
 

Table 2. Sampling Criteria 
No Criteria Criteria Violation Accumulation 

1 Construction companies listed on the Indonesia Stock Exchange 
(IDX) in 2015-20 20 . 0 37 

2 The company periodically publishes financial reports annually to 
the Indonesian Stock Exchange (IDX) . (9) 28 

3 The sample companies have complete information required with 
calculated indicators which are used as variables in the research (3) 25 

4 companies listed on the Indonesia Stock Exchange (BEI) did not 
experience losses in the 2016-2020 period (13) 12 

The number of samples that meet the criteria   12 
Observation Year   6 
The total sample used in the study   72 

Source: (Data processed by the author, 2021) 

IV. RESULTS 
Descriptive Statistics Test 

According to [35]Descriptive statistics are statistics that are used to analyze data by describing or describing the 
data that has been collected as it is without intending to make generally accepted conclusions or generalizations. 
Descriptive statistics aim to describe the variable frequency distribution, maximum, minimum, average (mean) and 
standard deviation values in this study. Includes leverage and firm size variables on tax avoidance with profitability as 
a moderating variable . Data management in descriptive statistical analysis was carried out using Eviews 9 and 



Anjar Indriyanti & Ibram Pinondang Dalimunthe 
 eCo-Fin, 2023,  5 (3), 282 

 

Microsoft Excel 2020. The results of the descriptive statistical analysis test in this study can be seen in the following 
table: 

Table 3. Descriptive Statistical Test 
 Tax avoidance (Y) Leverage (X1) Firm size (X2) Profitability (Z) 

Means 0.261091 1.251522 30.08416 0.206759 
Median 0.239948 0.852718 29.57507 0.167301 
Maximum 0.933483 5.833217 32.38703 0.444382 
Minimum 0.011738 0.108266 28.32077 0.064439 
Std. Dev. 0.182055 1.078751 1.297796 0.097485 
Skewness 1.102267 1.817933 0.206695 0.887783 
kurtosis 4.763646 6.914384 1486423 2.676351 
Jarque-Bera 23.91126 85.62576 7.385421 9.772141 
Probability 0.000006 0.000000 0.024904 0.007551 
Sum 18.79858 90.10960 2166059 14.88668 
Sum Sq. Dev. 2.353220 82.62303 119.5835 0.674741 
Observations 72 72 72 72 

Source: ( Output E views 9 , 2021 ) 
The results of the descriptive analysis in table 3 show that the number of samples (N). the total sample consists of 12 

construction companies listed on the Indonesia Stock Exchange for 6 (six) consecutive years with a total of 72 data 
consisting of leverage (X1), firm size (X2), tax avoidance (Y), profitability (Z). 
a. Tax avoidance (Y) 

tax avoidance variable has a minimum value worth 0.011738 or 1% , maximum value equal to 0.933483 or 93%, 
average 0.261091 or 26% and standard deviation (standard deviation) of 0.182055 or 18% . 

b. Leverage (X1) 
leverage variable has a minimum value of 0.108266 or 11%, a maximum value of 5.833217 or 583%, an average 
value of 1.251522 or 125%, and a standard deviation (standard deviation) of 1.078751 or 107% . 

c. Firm size (X2) 
The variable firm size has a minimum value worth 28.32077 or IDR 28,320,770 , the maximum value is 32.38703 
or IDR 32,387,030 owned, the average value is 30.08416 or IDR 30,084,160 and the standard deviation (standard 
deviation) is 1.297796 . 

d. Profitability (Z) 
The profitability variable has a minimum value of 0.064439 or 6%, a maximum value of 0.444382 or 44%, an 
average of 0.206759 or 21% and a standard deviation (standard deviation) of 0.097485 or 9%. 

 
Classical Assumption Test Results 

The normality test in this study was by comparing the JB (Jarque-Bera) probability value with an alpha of 0.05 
(5%). If the calculated JB probability is greater than 0.05 (5%), it can be concluded that the residuals are normally 
distributed and vice versa, if the value is smaller then there is not enough evidence to state that the residuals are 
normally distributed. From the results of data processing, it shows that the probability value listed is 0.467713 (47%). 
The Jarque-Bera value is greater than the significance level, which is 1.519802 > 0.05. The probability value is greater 
than the significance level, which is 0.467713 > 0.05. Thus, the data used in this study is normally distributed data. 

For multicollinearity test results, each variable has a correlation coefficient <0.80. So it can be concluded that each 
variable does not have multicollinearity symptoms . 

The heteroscedasticity test was carried out using the white test. From the results of the heteroscedasticity test, the 
output data above shows that the p value is indicated by the Prob value. chi square( 3 ) on Obs*R-Squared ( 
Chi-Squeres) is 0.1302 . By because, the p value is 0.1302 > 0.05 then, H0 is accepted or the regression model is 
homoscedasticity and there is no problem with the assumption of non-heteroscedasticity. 

The autocorrelation test is seen through the Durbin-Watson Test. From the results of data processing, the 
Durbin-Watson (DW) value is 2.0 90635 , the comparison uses a significant value of 5%, the sample size is 72 (n), and 
the number of independent variables is 3 (k=3), so in the Durbin-Watson table you will get du value 1. 7054 . Because 
the DW value of 2.0 90635 is greater than the upper limit (du) 1.7 054 and less than 4 - 1.7 054 (2. 2946 ), it can be 
concluded that the regression model does not have autocorrelation and this regression model is suitable for use. 
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Hypothesis Test Results 
t test 

Partial testing is used to test the effect of variables independent of the dependent variable. If the probability <0.05 
then H1 is rejected and H2 is accepted so it can be concluded that the independent variables significant effect on the 
dependent variable. Meanwhile, if the probability > 0.05 then H1 is accepted and H2 is rejected so it can be concluded 
that the variable independent has no significant effect on the dependent variable. 

Table 4. Test Results t 
Variables coefficient Std. Error t-Statistics Prob. 

C 2.062365 0.920290 2.240995 0.0283 
LEV (X1) 0.085042 0.022628 3.758231 0.0004 
SIZES (X2) -0.068835 0.031329 -2.197165 0.0314 
PROFIT (Z) 0.788948 0.354702 2.224258 0.0295 
Source: ( Output E views 9 , 2021) 

a. Effect of Leverage on Tax Avoidance 
In the linear regression test, it can be seen that the leverage variable has a calculated t of 3.758231 when compared 
with the t table at a significance level of 0.05 with df = (nk-1) or (72 -3 - 1) = 68, namely 1.66757, so the calculated t value 

is higher . large t table 3.758231 > 1.66757. a significance probability value of 0.0004 indicates a value that is greater 
than the predetermined significance value of 0.05 (0.0004 < 0.05). so it can be concluded that leverage affects tax 
avoidance . 

b. Effect of firm size on tax avoidance 
In the linear regression test, it can be seen that the firm size variable has a t count of -2.197165 when compared to 
the t table at a significance level of 0.05 with df = (nk-1) or (72 -3 - 1 ) = 68 which is equal to 1.66757, so the value 
t count is greater than t table -2.197165 > -1.66757. a significant probability value of 0.0314 indicates a value that is 
greater than the predetermined significance value of 0.05 (0.0314 < 0.05) so it can be concluded that firm size has 
an effect on tax avoidance . 

c. The Effect of Profitability on Tax Avoidance 
In the linear regression test, it can be seen that the profitability variable has a calculated t of 2.224258 when compared 
with the t table at a significance level of 0.05 with df = (nk-1) or (72 -3 - 1) = 68, namely 1.66757, so the calculated t value 

is higher big t table 2.224258 > 1.66757. The significance probability value of 0.0295 indicates a value greater than 
the predetermined significance value of 0.05 (0.0295 < 0.05) so it can be concluded that profitability effect on tax 
avoidance . 

 
Coefficient of Determination Test 

The results of the test for the coefficient of determination from this study are presented in table 5 as follows: 
Table 5. Test Results for the Coefficient of Determination 

R-squared 0.209150 Mean dependent var 0.068148 
Adjusted R-squared 0.174259 SD dependent var 0.118128 
SE of regression 0.107343 Sum squared resid 0.783538 
F-statistic 5.994476 Durbin-Watson stat 1.311326 
Prob(F-statistic) 0.001097  

Unweighted Statistics 
R-squared 0.059477 Mean dependent var 0.261091 
Sum squared resid 2.213258 Durbin-Watson stat 0.464236 

Source : (Output E views 9, 2021) 
 
Based on the results of the Adjust R2 determination test in table 5 above, the Adjust R-squered value is 0.209150. 

This shows that the variable tax avoidance can be explained by the dependent variable (leverage and firm size) and the 
moderating variable (profitability) of 20.9%. While the rest (100% - 20.9% = 79.1%) is explained by other variables 
not included in this study. 
 
Simultaneous Test (Test F) 

The results of the Simultaneous Test (F Test) from this study are presented in table 5. The calculated F value is 
5.994476 and a significance value of 0.0001097. the table can be seen with the statistical table at a significance level of 
0.05 with df-1 (k – 1) or (3-1 = 2) and df-2 (nk) or (72-2 = 70) (n) is the amount of data and k is the number of 
independent variables. The results obtained for F table are 3.13, so that F count > F table (5.994476 > 3.13) and the 
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probability value (F-statistic) < significance value (0.0001097 < 0.05). it can be concluded that all the independent 
variables of leverage , firm size , and profitability have a simultaneous effect on the dependent variable of tax 
avoidance .  
 
Moderated Regression Analysis (MRA) Test Results 
1. Profitability moderates the effect of leverage on tax avoidance 

Table 6 . Regression Test Results with Moderation 1 
Variables coefficient Std. Error t-Statistics Prob. 

C 0.137903 0.106399 1.296091 0.1993 
LEV (X1) -0.048219 0.071018 -0.678964 0.4995 
PROFIT (Z) 0.174837 0.436930 0.400150 0.6903 
LEV*PROFIT 
(Z1) 0.704479 0.413950 1.701848 0.0934 

Source : (Output E views 9, 2021) 
Based on the MRA test results in table 12, it can be seen that the value of Prob. LEV*PROFIT is 0.0934 > 

significance is 0.05 and the value of Prob. PROFIT of 0.6903 > 0.05 significance. The MRA 1 coefficient is 
0.704479 with a LEV regression coefficient of -0.048219. it can be concluded that profitability weakens the 
relationship between leverage and tax avoidance . The results of the MRA 1 test include a type of potential 
moderation because the Prob. PROFIT is non-significant and the interaction value Prob. LEV*PROFIT is 
non-significant, meaning that the moderating variable (PROFIT) has the potential to become a moderating 
variable. 

 
2. Profitability moderates the effect of firm size on tax avoidance 

Table 7 . Regression Test Results with Moderation 2 
Variables coefficient Std. Error t-Statistics Prob. 

C 0.878026 1.096861 0.800490 0.4262 
SIZES (X2) -0.024552 0.030104 -0.815592 0.4176 
PROFIT (Z) 0.572190 0.979645 0.584078 0.5611 

SIZE*PROFIT 
(Z2) -0.000596 0.062879 -0.009476 0.9925 

Source : (Output E views 9, 2021) 
Based on the results of the MRA test in table 13, it can be seen that the prob. SIZE*PROFIT is 0.9925 > 0.05 

significance and the Prob value. SIZE is 0.5611 > 0.05 significance. the MRA 2 coefficient is -0.000596 with a 
SIZE regression coefficient of -0.024552. then it can be concluded the variable profitability weakening the 
relationship between firm size and tax avoidance. The MRA 2 test results include a type of potential moderation 
because the value of Prob. Non-significant PROFIT and interaction value Prob. SIZE*PROFIT is 
non-significant, meaning that the moderating variable (PROFIT) has the potential to become a moderating 
variable. From the results above, it can be concluded that profitability cannot moderate the influence of firm size 
on tax avoidance. 

 
Research Discussion 
a. The Effect of Leverage on Tax Avoidance 

Leverage affects tax avoidance . Leverage is the level of a company's ability to use assets or capital that has a 
fixed cost (debt or shares) in order to realize the company's goal of maximizing the value of the company 
concerned. Another definition of leverage is the company's ability to use assets or funds that have fixed costs to 
increase the level of income for company owners. This policy arises if the company in financing its operational 
activities uses loan funds or funds that have fixed costs such as interest expenses. Small changes in fixed costs will 
result in large price changes. Miaslanya such as interest costs, borrowing costs and others related to debt. When a 
company increases debt, there is a commitment to bear cash outflows over the next several periods even though 
cash inflows in the same period are uncertain. Therefore, the risk that must be borne is even greater. On the other 
hand, debt that is added to the balance sheet will increase the interest expense which will be deducted before 
calculating income tax. DER is used to determine each unit of own capital used to guarantee debt. For creditors, the 
greater the ratio, the higher the risk borne. On the other hand, for companies, the higher the ratio, the better because 
a low DER indicates that the funding provided by the owner as collateral is higher and the security margin for 
borrowers is greater. 
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This research is in line with that conducted by [36]high leverage values indicate that companies have a higher 
level of debt than their own capital. This is in line with the trade-off theory (balancing theory), which is a theory 
that balances benefits (tax protection) and sacrifices (interest) that arise as a result of using debt by companies. The 
high debt in a company will cause a fixed burden for the company, namely interest expense. A very high level of 
interest expense in a company can reduce the company's tax burden. So companies that have a high tax burden will 
prefer to owe to other parties rather than increase their own capital in order to minimize their tax burden. The 
results of this leverage test affect tax avoidance where the higher the leverage value the higher the possibility of tax 
evasion in construction companies listed on the Indonesia Stock Exchange. 

b. Effect of firm size on tax avoidance 
Firm size has an effect on tax avoidance. Firm size can be seen from the number of assets the company owns. The 

greater the total assets, the greater the size of the company. A large number of assets indicates that the amount of 
funding used to obtain these assets is also greater. The amount of funding reflects investment from investors or 
company debt, the larger the size of the company, the greater the need for funds. 

The results of this study are in line with those conducted by [37]and [38]which state that firm size has an effect on 
tax avoidance . This indicates that the greater the total assets, the greater the size of the company. A large number 
of assets indicates that the amount of funding used to obtain these assets is also greater. The amount of funding 
reflects investment from investors or company debt, the larger the size of the company, the greater the need for 
funds and any increase in company size will increase avoidance tax. In accordance with the agency theory where 
the size of a large company has sufficient and more resources to reduce its tax burden compared to a smaller ( 
principal ) company that carries out tax planning so that optimal tax savings can be achieved . In this case taxes 
saving describes tax avoidance by companies in a legal way . Large companies tend to have more space to do good 
planning and adopt effective accounting practices to reduce the company's tax burden. 

c. Effect of Profitability in moderating leverage on tax avoidance 
Net Profit Margin is a measure of profit by comparing profit after interest and tax with sales which shows the 

company's ability to obtain net income or sales. If the company pays attention to the proportion of debt that exists 
in the company and manages its debt effectively and efficiently in the company's operational activities, it will 
increase the company's ability to earn profits. Companies that have high profitability will carry out tax avoidance 
to reduce the amount of their tax liability burden. 

This research is in line with that conducted by [39]which states that profitability does not moderate leverage on 
tax avoidance . This is because companies with high profitability can influence the low influence of leverage on the 
tax avoidance of a company. Profitability shows the company's ability to generate profits. The results of this study 
are in line with agency theory which assumes that management as an agent who has the authority to make decisions 
on a company will consider funding from debt with the aim of minimizing the tax burden. However, with high 
profitability, management no longer considers using debt to fund its business as a tax management measure. 
Company management does not want to take the risk of high debt, because with high debt a company's cash flow 
becomes tighter, besides that company management will also avoid bonuses. A high level of leverage will affect 
management's goal of obtaining maximum compensation. Therefore, management will prefer to take advantage of 
high profitability to maximize company profits. Another thing that causes profitability to be unable to moderate tax 
avoidance is because after-tax profit has been deducted by the tax burden, this is in accordance with the analysis 
conducted by [40]which states that the motivation for doing tax planning is to maximize profit after tax. This 
happens because companies carry out tax planning to optimize profit after tax. 

d. Effect of Profitability in moderating Firm Size on Tax Avoidance 
This research is in line with that conducted by [41]who stated that profitability is unable to moderate the 

influence of company size on tax avoidance. In agency theory, company size is a scale that describes the size of a 
company as indicated by the number of assets, which means that the higher the value of the company's net profit, 
the higher its profitability. The size of the company with the greater the number of assets, the greater the capital 
required. invested and the greater the turnover of funds in the company being managed so as to improve the 
company's performance. However, it does not necessarily increase tax avoidance activities in companies. This 
means that the high or low level of profitability of large or small companies is not a guarantee of tax avoidance . So 
that profitability is not able to moderate the effect of company size on tax avoidance . 

e. Effect of Leverage and Firm size on Tax avoidance 
Leverage is used to measure how much total equity is financed with total debt . Debt can cause a decrease in taxes 

because there is interest expense arising from debt owned by the company. The lower this ratio indicates, the 
higher the level of funding provided by the financial owners of a company and vice versa [10]. This is because 
interest costs from debt can be reduced in calculating the tax burden so that the tax burden becomes smaller. 
Another determining factor in tax avoidance is firm size. Firm size in this study is proxied by the natural league of 
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the total assets of the taxpayer. The larger the total assets indicate the larger the size of the company, the larger the 
size of the company, it is assumed that the transactions carried out by the company will be more complex. So it is 
assumed that the bigger the loophole, the more tax payers can use it to avoid taxes. This theory is in line with 
research by [8]and [42]which states that leverage and firm size influence tax avoidance.  

 
In this study the profitability of the construction companies sampled in this research is classified as low to medium, 

so companies need to carry out several strategies so that company profitability is maintained. Several strategies that 
can be carried out by companies are as follows : a) Stop various activities that do not bring profit to the company, b) 
Controlling various costs both internal and external to the company, c) Increasing company productivity by utilizing 
the assets owned by the company effectively and efficiently. 

V. CONCLUSIONS 
This study aims to determine the effect of leverage and firm size on tax avoidance with profitability as a moderating 

variable. Based on the data analysis that has been done, the researcher will provide several conclusions, namely 
Leverage has an effect on tax avoidance , Firm size has an effect on tax avoidance , Profitability cannot moderate 
Leverage on tax avoidance , Profitability cannot moderate Firm size on tax avoidance , Leverage and Firm Size have a 
simultaneous effect on Tax Avoidance. From the conclusions that the authors convey, the authors can convey several 
suggestions that can be used as input for further researchers. It is recommended that further research add samples and 
research objects other than construction companies listed on the Indonesia Stock Exchange, so that the research 
sample coverage is wider, so that more samples are obtained and the results of similar research are better. Limitation 
this research is research period only taking 6 years, it is hoped that further research development can extend the 
research period so that the results obtained can better reflect the Firm Size of companies on the Indonesian Stock 
Exchange. It is recommended that further research use different variables such as transfer pricing, institutional 
ownership, current ratio and other factors that are thought to influence the emergence of Tax Avoidance activities. 
Future research can use other variables as moderating variables such as constitutional ownership. And also can use 
intervening variables and or control variables in further research. Tax avoidance calculations using the cash effective 
tax rate formula and profitability using the calculation of the return on assets formula to support other variables.  
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