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ABSTRACT

Extant studies highlight that an act of illegally tax planning by the tax manager in
companies is due to the information asymmetry allowing managers to hide actual
information in seeking substantial compensation from the profit gained by companies
for his/her own benefit. The main objective of the research is to investigate the tax
avoidance model from two neighbor countries: Indonesia and Singapore, that have a
different weight of Effective Tax Rate (ETR) reflecting an agency theory perspective
in the tax avoidance practice. The multiple regression test in analyzing the influence
of capital intensity, leverage, institutional ownership, compensation for fiscal losses,
and firm size on tax avoidance was applied to 90 and 82 public listed manufacturing
companies in Indonesia and Singapore, respectively. Analysis of the data used is
quantitative using secondary data. More specifically, the result of the study indicates
that capital intensity, leverage, and tax incentive are established as three important
factors affecting tax avoidance in Indonesia. As for Singapore practice, except for
firm size, none of the mentioned variables found as major determinants of tax
avoidance in Singapore. The implications of this study provide information for
shareholders and the government to further look performance and value of the
company(s) in relation to the tax planning related-activities.
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1. INTRODUCTION

Taxes are regarded as an essential source of government revenue gained from
individuals and business entities in financing the development of a country (Irianto
and Wafirli, 2017; llaboya et al., 2016; Aghouei and Moradi, 2015; Kholbadalov,
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2012). More specifically, the implementation of tax regulations in a country has a
significant impact on the amount of revenue received by the government (Lee, 2010).

From the tax payee perspective, however, tax is perceived as expenses that are
further deducting net income earned both individual and business entities. Managers
in companies, in particular, have set a commitment with the shareholders to increase
the value of the company through increasing company profits. And yet, as highlighted
by Palanca and Zamudio (2013), managers are seeking ways for companies to pay
taxes at its least amount without violating the applicable tax regulations. In addition,
the increase in profits tends the company’s owners to promise managers with large
compensation. Thus, the motivation puts forward the managers to do tax planning by
minimizing the amount of tax paid. The difference manifestation of this interest
between managers and owners of the company emerges a conflict that is reflected in
the agency theory perspective (Bauer et al., 2018; Desai and Dharmapala, 2015;
Aliani, 2013; Lim 2011). With regards to the tax planning, several studies have
concluded (e.g., Hong et al., 2017; Kim and Im, 2017; Lee et al., 2015) that differences
of interests between agents and principals in the agency theory forces managers to
practice a legal tax avoidance applying an earning management that further resulting
less paid taxes and increasing net income likewise.

Tax avoidance practices are formed into legal and illegal actions (Nengzih, 2018;
Irianto and Wafirli, 2017; Lee et al., 2015; Akinyomi and Okpala, 2013). Illegal tax
avoidance related-practices are carried out by reducing paid taxes that are against
existing regulations. Likewise, legal tax avoidance is defined as an activity to reduce
the amount of tax paid by looking for tax loopholes in accordance with existing
regulations allowing a legitimate tax deductions practice (Bauer et al., 2018; Pasternak
and Rico, 2008). This action is arguable as a legal activity but can also be considered
as an unethical act at the same time (Putra and Merkusiwati, 2016). Tax avoidance is
perpetrated by accounting relevant adjustments on recognition and measurement
methods that have a large impact on maximizing potential expenses, therefore,
reducing the company's operating income and tax related-expenses (Utomo et al.,
2012; Noor et al., 2010; Noor et al., 2008).

Each country in this world has different tax regulations accommodating strategic
policies by companies toward expanding their businesses in other countries that have
lower tax rates (Utomo et al., 2012). Henceforth, the business expanding decision
influences further strategical actions in terms of implementing tax avoidance practices
that follow suit the designated in-country taxes related-regulations.

The main objective of this paper is to examine the influence of tax avoidance
practices on taxation regulations in both observed countries. This study is intended to
analyze factors that influence tax avoidance practices in Indonesia and Singapore.
This research is inspired by a study conducted by Hong et al. (2017) investigating the
tax avoidance practice in 19 countries. The result of the study shows that, in general,
weaker shareholder rights would have a negative impact on tax avoidance. In a more
specific way, Oktaviyani and Munandar (2017) determine the tax avoidance practice
based on the Effective Tax Rate (ETR) score of < 25%, indicating the amount of tax
payments is smaller than the amount of net income before tax. The initial observation
of this research focusing on the investigation of ETR scores in public listed
manufacturing companies in Indonesia and Singapore showed that a different outlook
of tax avoidance performance based on the measure used by Oktaviyani and
Munandar (2017). Based on this prior descriptive analysis of ETR, it can be concluded
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that there is a significant gap on tax avoidance practices between Indonesian and
Singaporean manufacturing companies (an average of 51% of Indonesian
manufacturing companies have ETR of < 25% against an average of 68% of its
Singaporeans’ counterpart having ETR < 25%). Moreover, to some extent, the
practical gap of tax avoidance between two neighbor countries provides an important
research area of interest towards displaying best practices of tax avoidance that can
further construct determinants of tax avoidance based on Indonesia and Singapore
practices.

In this research, we investigate relevant factors relevant to tax avoidance in
Indonesia and Singapore consisted of capital intensity, leverage, institutional
ownership, compensation for fiscal losses, and company size. These factors are taken
into consideration following prior studies within tax avoidance practices area such as
Irianto and Wafirli (2017), Putra and Merkusiwati (2016), Aliani (2013), and
Kholbadalov (2012) as well as those that are associated with conflict of interest in
agency theory (Bauer et al., 2018; Rani et al., 2018; Desai and Dharmapala, 2015;
Hong et al., 2017). In particular, according to Lee et al. (2015) and Hanlon and
Heitzman (2010), the principal and agent perspectives tend to portray the motives of
tax avoidance (as well as tax evasion) from interaction amongst managers,
shareholders and tax authorities. Thus, investigating proxies for tax avoidance, as
mentioned in manufacturing companies, is expected to improve our understanding of
the corporate tax avoidance policy and strategy. This research was carried out in
manufacturing companies due to their complex operational levels and business units
that further lead to a greater possibility of engaging with tax avoidance practice.

This study applies short-term data collection covering 2015-2016 from 90
Indonesian companies and 82 Singaporean counterparts. The data is then analyzed
using the multiple linear regression in testing the agency related-model of tax
avoidance in both Indonesia and Singapore. To the authors’ knowledge, the current
study is considered as the first attempt to comparatively analyze factors relevant to
tax avoidance practices in two countries in the same economic region: Indonesia and
Singapore. The following section emphasizes the theoretical concept that justifies the
tax avoidance practice in the view of agency perspective. The discussion of research
methods is presented in the next section. Accordingly, the discussion is continued with
disclosing descriptive statistics as well as the tested statistical model. The final section
concludes the overall discussion of the research that also underlines limitations and
possible implications for future references.

2. LITERATURE REVIEW
2.1 Agency theory
In carrying out its operations, the manager is entrusted by the owner of the company
to carry out his responsibilities in increasing the value of the company. The task of
the manager here utilizes the resources owned by the company to the maximum extent
possible in improving the performance and value of the company for the benefit of
the owner. On the other hand, managers have an interest in obtaining the promised
incentives when they succeed in improving the performance and value of the
company. So that there is a conflict of interest between the manager and the owner of
the company called agency conflict.

In agency theory explained that agency conflicts occur because of differences in
interests between agents and principles because they have an interest in obtaining their
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respective benefits. So the principle forces agents as executors of the company to carry
out in accordance with the principle's wishes by promising substantial compensation
(Lee et al., 2015). While the agent as the executor of the company knows the limited
resources owned by the company so that if legally, it is difficult to achieve the desire
of the principle. Therefore, managers seek ways to improve the performance and value
of the company in order to obtain the compensation promised by the owner.

In this case, one of the factors that need to be considered is net income which is
an indicator of the company's performance determinant. A company that has good
performance can be seen with an increase in profit that is the view of the owner and
investor. Particularly for companies listing listings on securities, net income is the
element most viewed by owners and investors. On the other hand, net profit is also
affected by operating expenses that have an impact on the reduction. This operational
burden is related to operational activities carried out by the company so that if the
operating expenses are reduced to increase net income, it will have an impact on the
company's operational activities. Therefore, managers look for legal or illegal ways
to increase the amount of income the company receives (Annuar et al., 2014a). One
of them is by reducing the amount of tax paid through an increase in operating
expenses to obtain a low pre-tax income. The action is a tax planning that is carried
out by the manager using a method of measurement and valuation of the company's
financial elements. This is because, for companies, tax is a burden that is not directly
benefited the company but has a significant impact on company revenue (Otieno,
2014). The research that practices the theory of agencies related to tax planning, such
as research conducted by Desai and Dharmapala (2015), and Yuniarwati et al. (2017).
In the research conducted by Desai and Dharmapala (2015) explained the
compensation promised by the owner of the company is done by reducing the amount
of resources that will be given to the state against the increase in net income obtained
and this result is also supported by Yuniarwati et al. (2017) where conflicts of interest
occur on agency theory causes managers to find ways to reduce the tax burden paid
to the state (Akinyomi and Okpala, 2013). Therefore, agency theory shows the
difference in fundamental interests between managers and business owners to achieve
their respective interests.

2.2 Tax avoidance

As explained in the previous section, to fulfill the principle's importance, the manager
takes actions, one of which is tax planning (Gaaya et al., 2017). The tax planning here
is that the manager plans the amount of tax paid to the state so that the profits earned
by the company can increase, which affects the performance and value of the
company, which ultimately relates to the compensation obtained. These actions are
called tax avoidance practices. In its implementation, the important role is top
managers as activity planners (Graham et al., 2014).

The practice of tax avoidance is an issue that has long been carried out by company
managers that aims to improve the performance of the company, but with the renewal
of tax regulations by the government, every year the company changes the method
used (Annuar et al., 2014a; Pratama, 2017). Tax avoidance is also related to reducing
the amount of tax which is the transfer of resources owned by the company to the state
through the weaknesses of the legislation that applies to a country so that the company
will not violate the applicable law (Armstrong et al. 2015; Harrington and Smith,
2012; Lisowsky et al., 2013; Thai Ha and Quyen, 2017). So it was concluded that tax
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avoidance is generally an attempt for companies to find ways to reduce the amount of
tax paid in order to obtain large income through compensation received (Dyreng et
al., 2008; Hanlon and Heitzman 2010; Kim and Im, 2017; Lisowsky et al., 2013). This
effort is an action taken by the manager to increase the value of the company as
compensation provided by the company owner to the manager. Nevertheless, this
action is less ethical in terms of reporting because managers hide important
information related to the company so that reporting on the financial statements is not
in accordance with what happened. This tax avoidance is also related to one's attitude
because the lack of openness that provides information owned by the company is only
due to the incentives received (Aliani, 2013; Armstrong et al. 2015; Bauer et al., 2018;
Palanca and Zamudio, 2013). However, in the research conducted by Akinyomi et al.
(2013) found the results that companies in carrying out tax avoidance practices due to
lack of government attention in providing public facilities so that loss of public trust
in the use of taxes paid. This is also supported by research conducted by
Kanagaretnam and Lee (2013), which shows that the level of public trust influences
tax avoidance practices.

The practice of tax avoidance in each country is very different. Because of the tax
regulations that apply to the country. As the tax regulations adopted in Indonesia will
be different from Singapore. This also caused different treatment from tax avoidance
practices in the country. Therefore, research needs to be done to compare tax
avoidance practices carried out between the two countries with different tax
regulations. It is hoped that the results of this study indicate a difference in tax
avoidance practices.

Basically, the practice of tax avoidance is the company's effort to choose the
method of valuation and reporting on financial statements so that the tax burden is
paid small. Companies use many factors in carrying out this tax avoidance practice,
such as greater fixed asset use, compensation for fiscal losses, corporate debt, or net
income. In the study conducted by Lim (2011), Lee et al. (2015), Annuar et al. (2014),
Kerr et al. (2016), Saputra (2017), Thai Ha and Quyen (2017), Nengzih (2018) which
shows that institutional ownership negatively affects tax avoidance practices means
that supervision from external parties will reduce tax avoidance practices because this
practice does not provide benefits to shareholders or vice versa due to information
hidden by management (Hong et al., 2017; Palanca and Zamudio, 2013). In contrary
with studies conducted by Khan et al. (2017), the study results indicated that
institutional ownership has a positive effect on tax avoidance practices, though
research conducted by Armstrong et al. (2015) and Kholbadalov (2012 ) show that
institutional ownership does not affect tax avoidance practices.

Research conducted by Irianto dan Wafirli (2017), Putra and Merkusiwati (2016),
Pratama (2017) show that firm size has a positive effect while leverage and capital
intensity do not affect tax avoidance practices. A research conducted by Yuniarwati
et al. (2017) shows that company size does not affect tax avoidance practices. These
results are also supported by the research of Kim and Im (2016), Kim and Im (2017),
and Rani et al., (2018) that firm size, profitability, leverage, capital intensity, cash
flow and growth rate affect tax avoidance practices. Research conducted by Lee
(2010) shows that the presence of incentives influences tax avoidance practices. Based
on the factors of previous researchers, the factors that will be seen are capital intensity,
leverage, institutional ownership structure, fiscal/tax incentive compensation, and
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company size. The aim is to find out the dominant factors that companies use in the
countries of Indonesia and Singapore in carrying out tax avoidance practices.

3. METHODOLOGY
In this section, we will explain the research methods used, including the tests
performed, the use of the type of company, and the number of samples.

3.1 Research sample

The types of companies used in this study are manufacturing companies listed on the
Indonesia Stock Exchange and Singapore Stock Exchange. Sampling was conducted
for two years: 2015 and 2016. Samples were selected using a purposive sampling
method with certain criteria. This type of research is quantitative. Data obtained from
secondary data sample company financial statements.

3.2 Research model

This study uses multiple regression linear method, which examines the factors that
influence tax avoidance practices in Indonesia and Singapore as well as knowing the
dominant factors of the country. The research model can be described as follows:

TAi = a0+ BiCl + BoLV + B3lO + RuTl + fsFS + &

The information from the above model is the practice of tax avoidance (TA)
measured by comparing the amount of tax expense obtained by the company with the
company's net profit before tax (Lanis and Richardson 2013), capital intensity
measured by the ratio of fixed assets to total assets, leverage measured by total debt
smooth compared to total assets, institutional ownership is measured by the number
of institutional ownership in a company, tax incentives are measured using the
presence or absence of incentives provided by the government to companies by giving
a value of 1 or 0, and firm size is measured using the natural logarithm of total assets.
All measurements of these factors can be seen in the research conducted by Annuar
et al. (2014), Irianto and Wafirli (2017), Kholbadalov (2012), Lee (2010), Nengzih
(2018), Pratama (2017), Putra and Merkusiwati (2016), Rani et al. (2018), Saputra
(2017), Thai Ha and Quyen (2017), and Yuniarwati et al. (2017).

4. RESULTS AND DISCUSSION

4.1 Results

According to Oktaviani and Munandar (2017), in general, a company that practices
tax avoidance is seen as a difference where the amount of tax burden paid with income
before tax is quite large, which has a comparison value below 25%. Based on the
results of comparisons in the two countries, see the figure below:
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ETR

m<25%
u>25%

Figure 1: ETR score of Indonesian manufacturing companies.

Figure 1 shows that almost half the number of manufacturing companies in
Indonesia have ETR values lower than 25% while the other half have higher ETR
values, indicating that some companies tend to engage with tax avoidance practices
while others obey tax payments.

ETR

m<25%
W >25%

Figure 2: ETR score of Singapore manufacturing companies.

Whereas Figure 2 shows that 68% of companies in Singapore have ETR rates
lower than 25% so that tax avoidance practices underlining a greater number of tax
compliance among manufacturing companies than the Indonesians’. Therefore, it is
necessary to consider what factors the company has done in both countries in carrying
out tax avoidance practices.

The descriptive statistics of research variables, which include the average,
minimum, maximum, and frequency of research data on manufacturing companies on
the Indonesia Stock Exchange, are summarized in Table 1.

Table 1. Descriptive statistics of research variables in Indonesia’s
manufacturing companies.

Variable Minimum Maximum Mean
ETR 0.00 1.07 0.3160
Capital Intensity 0.01 0.80 0.3629
Leverage 0.04 0.83 0.2909
Institutional Ownership 0.14 0.99 0.6669
Company Size 133,783,000 | 261,855,000 | 11,589,164.94
(IDR’000,000)

Source: Data processed by SPSS
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Based on Table 1, it can be seen the minimum value of ETR is equal to 0.00, where
the comparison between the tax burden paid with net income before tax is quite far so
that the resulting ETR results are also very small. The ETR shows a measure of tax
avoidance as measured by the tax burden shared with the amount of net income before
tax. This description is accordingly supported by research conducted by Oktaviyani
and Munandar (2017) that company companies that have ETR values less than 25%
indicate that the company practices tax avoidance. While the maximum value is
obtained at 1.07, this is possible for the company to pay the tax payable amount. The
average obtained by companies in Indonesia is 0.32 or 32%. Where indicated that the
company made a tax payment of 32% of the total income before tax obtained. Whereas
the capital intensity variable that shows the amount of fixed assets investment in the
company shows the amount of capital intensity percentage of 1% where the fixed asset
amount in the sample company is at least 1% of the total while the maximum value is
0.80, which means 80% of total assets consists of fixed assets. This indicates that the
company can only practice tax avoidance, where fixed assets are used to increase the
amount of the company's depreciation expense. The average fixed assets in the sample
companies were 36%.

The next descriptive variable is the leverage that measures the amount of the
company's short-term debt to total assets. The minimum number of sample companies
is 4%, which means that the amount of current debt is compared to the total assets of
the company of 4% of the total. While the maximum value obtained is 83%, so that
of the total current debt of 83% is covered by the total assets. The average sample
company's leverage value is 29%. The next factor is institutional ownership, which
shows the amount of institutional ownership in a company. The minimum amount of
institutional ownership is 14%, which means that the number of institutional
ownership in the company is very weak as a company supervisor, where this statement
is supported by Leip's (2017) research that institutional ownership below 40% causes
weak supervision of the company. While the maximum value of 99% means that the
majority of institutional ownership is 99%, so that supervision is very strict. The
average institutional ownership in the sample companies was 67%. The next factor is
the size of the company measured by the number of assets owned by the company.
The smallest company size is worth IDR 133,783,000,000 while the highest value is
IDR 261,885,000,000,000. The average company size in the sample company is Rp.
11,589,164,944,444.

Table 2. Statistical frequency of fiscal loss compensation for manufacturing
companies in Indonesia.

Frequency | Percent
Valid | Non Fiscal Loss Compensation 137 76.1
Fiscal Loss Compensation 43 23.9

Total 180 100.0

Source: Data processed by SPSS

Based on Table 2, it is obtained a quantitative description of fiscal loss
compensation, which shows the compensation given by the government because the
company experienced operational losses. Whereas during the study year, 43
companies were given fiscal loss compensation, while 137 companies were not
compensated.
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The results of descriptive statistical research variables that explain the average,
minimum, maximum, and frequency of research data on manufacturing companies on
the Singapore Stock Exchange:

Table 3. Descriptive statistics of research variables in Singapore’s
manufacturing companies.

Minimum | Maximum Mean
ETR 0.00 1.48 0.2612
Capital Intensity 0.00 1.01 0.2735
Leverage 0.03 0.83 0.3027
Institutional Ownership 0.01 0.98 0.5723
Company Size (SGD) 90,564 132,701,477,176 | 3,018,305,463

Source: Data processed by SPSS

Based on Table 3 above obtained the results of ETR values on manufacturing
companies in the Singapore Stock Exchange with a minimum value of 0.00 which
means the amount of tax burden paid is very small compared to the net profit before
tax where according to Oktaviyani and Munandar (2017) that if the ETR value is
below 25% then most likely the company practices tax avoidance while the maximum
value obtained is 1.48 while the sample company's average ETR is 26%. The next
factor is capital intensity. The minimum value of the sample company is 0.00 in which
means that the fixed asset value of the company is 0.00% while the highest value is
1.01 or 101% and the average fixed assets of the sample company is 27%. While the
next factor is leverage, the minimum value obtained is 3%, while the maximum value
is 83%. The average value of leverage in the sample company is 30%.

Institutional ownership shows that the number of shares held by the institution in
the company shows that the minimum value of the sample company is 1%, which
means that there is a weakness in institutional supervision of the company's operations
(Leip 2017). The maximum value is 98%, and the average value of institutional
ownership is 57%. The last factor is the size of the company. The minimum number
of company size is SGD 90,564, while the maximum is SGD 132,701,477,176. The
average value of company size in the sample company is SGD 3,018,305,463.

Table 4. Frequency statistics of fiscal compensation for manufacturing
companies in Singapore.

Frequency | Percent
Valid | Non-Fiscal Loss Compensation 109 66.5
Fiscal Loss Compensation 55 33.5

Total 164 100.0

Source: Data processed by SPSS

Based on Table 4, it is obtained statistical descriptive regarding the fiscal loss
compensation provided by the government in the form of tax incentives to companies
on the Singapore Stock Exchange. The amount of compensation given to the company
was 55 companies, and no compensation was given to 109 companies.

4.2 Hypothesis test results
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The research model was tested using multiple regression analysis. The number of
companies in Indonesia is 90 companies and in Singapore 82 companies. The
observation year is 2015 and 2016 so the number of observations in companies in
Indonesia is 190, and companies in Singapore are 184. The test results can be seen in
Table 5.

Table 5: Hypothesis test results of manufacturing companies in Indonesia.

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Beta
Error
1 | (Constant) -0.118 0.639 -0.185 0.854
Capital Intensity 0.192 0.046 0.270 4,148 0.000
Leverage 0.254 0.049 0.339 5.159 0.000
Institutional 0.110 0.182 0.039 0.603 0.548
Ownership
Compensation on 0.220 0.078 0.185 2.831 0.005
Fiscal Lose
Company Size -0.026 0.021 -0.081 -1.240 0.217
a. Dependent Variable: ETR

Source: Data processed by SPSS

Based on Table 5, the research model on manufacturing companies listed on the
Indonesia Stock Exchange is as follows:

TAit =-0.118 + 0.192CI+ 0.254LV + 0.11010 + 0.220TI — 0.0026FS

Hypothesis testing results on manufacturing companies listed on the Indonesia
Stock Exchange obtained results that factors that influence the company in carrying
out tax avoidance practices are capital intensity, leverage, and fiscal loss
compensation. It is seen that the significant level obtained is less than 5%, whereas
institutional ownership and company size show no significant effect on tax avoidance
practices.

Table 6: Hypothesis test results of manufacturing companies in Singapore.

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Beta
Error
1 | (Constant) -1.435 0.698 -2.054 0.042
Capital Intensity -0.356 0.354 -0.083 -1.004 0.317
Leverage 0.395 0.317 0.102 1.245 0.215
Institutional 0.139 0.258 0.045 0.539 0.591
Ownership
Compensation on -0.095 0.135 -0.056 -0.708 0.480
Fiscal Loss
Company Size -0.016 0.037 -0.036 -0.429 0.669
a. Dependent Variable: ETR

Source: Data processed by SPSS
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Based on Table 6 above, the research model for manufacturing companies on the
Singapore Stock Exchange is as follows:

TAit =-1.435—-0.356CI + 0.395LV + 0.13910 - 0.095T1 - 0.016FS

The results of hypothesis testing in this study found that all factors of the study
did not show a significant influence, namely capital intensity, leverage, institutional
ownership, compensation for fiscal losses, and the size of the company against tax
avoidance practices. This is seen by the significant level obtained by the company
greater than 5% so that the manufacturing companies listed on the Singapore Stock
Exchange do not show factors that influence tax avoidance practices.

4.3 Discussion

4.3.1 Effect of capital intensity on tax avoidance

Testing the first hypothesis to see the effect of capital intensity on tax avoidance
practices both in Indonesia and in Singapore. Capital intensity shows the amount of
comparison between fixed assets owned by the company compared to total assets. The
implication is that the amount of the composition of fixed assets owned by a company
that causes depreciation expenses has an impact on net income before tax.

As a comparison between the two countries to see the practice of tax avoidance.
Based on testing the hypotheses in Tables 5 and 6 above, there is a comparison where
in Indonesia, the capital intensity factor has a significant effect on tax avoidance
practices (Kim and Im 2016) while in Singapore, there is no significant effect. This
indicates that companies in Indonesia have more fixed assets whose purpose is to
increase depreciation expense, which affects net income before tax (Bauer et al.,
2018). The depreciation expense used is one of the declining balance method in which
the initial depreciation amount is greater than the final depreciation so that the
depreciation expense becomes greater. If we look at the description of the statistics of
companies in Indonesia and Singapore, it can be seen that Indonesia has average fixed
asset ownership that is greater by 36% while in Singapore it averages 27% so that it
can be seen that companies in Indonesia have more fixed asset composition compared
to Singapore. These results contradict research (Irianto and Wafirli 2017; Putra and
Merkusiwati 2016, Putra 2017)

4.3.2 Effect of leverage on tax avoidance

Testing the next hypothesis to examine the effect of leverage on tax avoidance. In
general, leverage shows the ratio of total debt owned by a company compared to
company assets. The higher this ratio indicates the greater the debt that the company
has. In tax planning for tax avoidance, the leverage ratio is very useful as said in the
tradeoff theory (Miller, 1977) that a company that aims to reduce the amount of tax
carried out by increasing the amount of debt due to the impact on interest expense
reduces the amount of tax paid (Harrington and Smith 2012). The results of hypothesis
testing show that leverage has a significant effect on tax avoidance, where the debt
owned by the company will cause an interest expense, which affects the amount of
tax paid. This result is supported by (Kim and Im, 2016; 2017). Whereas in Singapore,
leverage has no significant effect on tax avoidance practices. If we compare the
average leverage between companies in Indonesia and Singapore, they have a small
comparative value. It further indicates that the opportunity of taxation regulations in
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Indonesia is an opportunity for companies to increase debt so that the impact on the
tax burden paid. These results contradict the result of research from Irianto and Wafirli
(2017) and Rani et al. (2018).

4.3.3 Effect of institutional ownership on tax avoidance

Institutional ownership factors indicate the number of financial and non-financial
institutions that have ownership in the company. The existence of institutional
ownership within the company indicates supervision from external parties on the
running of the company's operational activities, one of which is tax avoidance due to
the detriment of the company's owners (Hong et al., 2017). As explained in the agency
theory that ownership of the institution is representative of the principle that wants the
performance and value of the company to benefit from the company. In this theory
also explains the conflict of interest between the principle that wants the performance
and value of an increasing company and the agency that wants compensation from the
company (Graham et al., 2014; Lee et al., 2015). So that there are differences in
interests that cause the company's operations to be based on the interests of only a few
parties. Based on hypothesis testing obtained results in both Indonesia and Singapore,
the existence of institutional ownership in the company does not have a significant
effect on tax avoidance practices (Nengzih, 2018). This means that the supervision in
the company by external parties will not affect the company to practice tax avoidance.
This result is seen from the number of institutional ownership in Indonesia with an
average of 67%, while in Singapore, 57% exceeds the total ownership in general. This
result also shows that it does not affect the management's decision to practice tax
avoidance, where institutional ownership is expected to encourage tax payment
(Saputra, 2017). The test contradicts Leip's (2017) research that the amount of
institutional ownership that exceeds 40% will lead to the strict supervision of the
implementation of tax avoidance practices. This test indicates that the manager
practices tax avoidance aims to improve the performance and value of the company
so that potential investors are interested in investing in the company. In line with the
research conducted (Kholbadalov, 2012; Lim, 2011; Putra et al., 2017) which shows
that the presence of supervision from outside parties will not have an impact on
managers in tax avoidance practices, but ownership of these institutions is useful as a
limiting action of managers in conducting practices that harm the company (Lim,
2011).

4.3.4 Effect of fiscal loss compensation on tax avoidance

The factor of fiscal loss compensation shows the compensation given by the
government to reduce the amount of tax paid because the company gets a loss from
its operational activities. This compensation is given if, in the previous year, the
company had lost so that it could not pay taxes accordingly. Tables 4 and 5 show that
in Indonesia, fiscal loss compensation has a significant effect on tax avoidance while
not in Singapore. So that indicates that companies in Indonesia report operational
losses aimed at obtaining tax compensation (Annuar et al., 2014a). With this
compensation, the tax paid to the government will be reduced so that in the end, it has
an impact on the increase in net income earned (Akinyomi and Okpala 2013). Weak
tax regulations and conditions for applying for fiscal compensation in a country cause
companies to find ways to reduce the company's operational losses in fiscal
compensation. Companies in Singapore show that compensation provided in the form
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of tax incentives does not affect / not aim to avoid tax so that compensation for fiscal
losses does not affect tax avoidance practices. If we look at the fiscal loss
compensation given during the two years of observation in Indonesia amounted to
24% while Singapore amounted to 34% of the total observations indicated that the
fiscal compensation provided by the Indonesian government to manufacturing
companies was an opportunity to practice tax avoidance (Aliani, 2013) and divert
resources that are supposed to be for the country (Desai and Dharmapala, 2015) while
in Singapore it is not a factor that influences tax avoidance.

4.3.5 Effect of company size on tax avoidance

The last factor that influences tax avoidance is the size of the company. The size of
the company is measured by the total assets. The greater the size of the company, the
greater the operational activities, the greater the profits obtained. Large companies
become objects of large income for the government. Thus, the government supervises
companies that have substantial assets. As for the company, the income earned by the
company becomes an opportunity to develop the company and obtain substantial
compensation from the principle as an implication of agency theory where the
manager has an interest in obtaining compensation from the profits earned. So if it is
associated with total assets as a reflection of the size of the company will be associated
with capital intensity where the amount of assets owned by the company has the most
composition is a fixed asset that aims to increase depreciation expenses that affect net
income before tax.

Tables 4 and 5 show the results that the size of the company has no significant
effect on tax avoidance in both Indonesia and Singapore. These results indicate that
the larger a company does not aim to tax avoidance but has other goals, such as
increasing the company's performance and value (Pratama, 2017; Rani et al., 2018;
Yuniarwati et al., 2017). The purpose of this is to attract investors to invest in the
company so that the profits obtained by the company from attracting investors are
greater than tax avoidance. In addition, the size of the company also shows the
sustainability of the company in the future to provide confidence to investors and
creditors for the return that will be obtained. These results contradict research (Irianto
and Wafirli, 2017; Lee, 2010; Otieno, 2014).

5. CONCLUSIONS
The results of tax avoidance model testing in two-neighbor countries show a different
output reflecting determinants of tax avoidance in both countries. The tax avoidance
in Indonesia, in particular at public listed manufacturing companies, is influenced by
capital intensity, leverage, and compensation for fiscal losses while there is no effect
of capital intensity, leverage, institutional ownership, compensation for fiscal losses
and company size on the tax avoidance in the Singaporeans’. The study findings also
show that the company utilizes the weaknesses of the taxation regulations using
assessment and measurement methods that are consistent with Annuar et al. (2014a),
Lisowsky et al. (2013), and Harrington and Smith (2012). Whereas in Singapore, there
are no specific factors that dominantly influence the decision of companies practicing
tax avoidance due to the strong regulations in the country.

More specifically, the findings from the Indonesian’s model of tax avoidance, in
particular, reflect the agency framework that focuses on motives from managers
increasing their personal gain either due to the employment contract made between
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shareholders and managers (increasing capital intensity and compensation for fiscal
losses) or personal interest that has no tie with shareholders. Desai dan Dharmapala
(2015), Lee et al. (2015), and Hanlon and Heitzman (2010) indicated that the
aforementioned motives could result in a weaker corporate governance condition like
in Indonesia. Although serious attempts have been taken into consideration, Indonesia
is still struggling to promote good governance in all business sectors in comparison to
Singapore, where it has been named as the top-tier and world-class standard of good
governance.

The result of the study reemphasizes the importance of having strong and high
public trust in the government towards applying tax avoidance practices effectively
as a result of good tax governance. The current study has also gone beyond one-
country mapping involving analyses on tax avoidance in two different countries that
have a different level of good governance practices.

Despite the contributions to the body of knowledge related to tax avoidance, this
study has several limitations. Firstly, the data collection was gathered from two years
observation into financial statements of public listed manufacturing companies
subjected to limited generalizability of findings. As recommended by Lee et al. (2010)
other type of industries such as property, trade and service and construction companies
are tend to visualize a more vivid picture of tax avoidance as these companies are
more It would also be interesting to explore more proxies related to agency framework
implying a more robust relationship between the application of good corporate
governance and tax avoidance practice. Furthermore, an additional examination on
the comparison of tax avoidance in between companies that have more subsidiaries
and less one would present a more fruitful insight to reflect the agency theory in this
loop.

Based on the results of hypotheses testing that the conclusions of taxation
regulations on a country can be strongly influenced by the company in carrying out
tax avoidance practices. This can be seen from the comparison between the two
countries: Indonesia and Singapore, wherein Indonesia’s capital intensity, leverage,
and fiscal loss compensation, have a significant effect on tax avoidance practices. The
result of the study reemphasizes the importance of having strong and high public trust
in the government towards applying tax avoidance practices effectively as a result of
good tax governance. Subsequent research is expected to be able to explore the
contribution of tax avoidance through other types of taxes such as value-added tax,
environmental tax (Bauer et al., 2018) so that the implication of tax avoidance
practices on various types of taxes is determined.
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