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CHAPTER I 

INTRODUCTION 

 

1.1. Background of the Study 

The economic cycle of Indonesia is strongly correlated with the undeniable 

influence of business industries which are established in Indonesia and these 

industries play key roles in consistently generating various amount of income from 

their daily business activities. A business performance can be measured by 

conducting financial ratios analysis. Financial ratios not only provide clear 

comparison between any two accounts of financial statement measured in numbers, 

but also assist stakeholders, such as investors, creditors, and internal company 

management to fully comprehend a business financial health and its slackness in 

order to make crucial decisions. In addition, the firm size is usually determined by 

the amount of assets possessed by the company. 

Profitability ratios are key instruments used to measure the ability of a 

company to generate income that will cover its revenue, operating costs, balance 

sheet assets, and shareholders’ equity from a specified period (Kenton, Profitability 

Ratios Definition, 2019). One of the most well-known profitability ratios is return 

on asset ratio which is used to indicate the prosperity of a business in accordance to 

its total assets. Moreover, return on asset ratio is useful in providing stakeholders 

insights on how income is generated by managers by utilizing its assets in an 

efficient manner. ROA is counted 
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by dividing a company’s net profit from its total assets. Higher ROA shows more 

asset which indicates better company performance.(Hargrave, 2019) 

On the other hand, leverage ratios are used as the indicator in measuring the 

level of debt incurred by a business entity against several other accounts in its 

balance sheet, income statement, or cash flow statement.  Not only that, an insight 

of how the company’s assets and business operations are financed (using debt or 

equity) is provided by these ratios. (Institute, Leverage Ratios, 2019) Debt to asset 

ratio is a measurement to indicate a company’s assets which are financed by debt 

rather than equity. This ratio shows how a company has grown and acquired its 

assets over time. Investors use the ratio to evaluate whether the company has 

enough funds to meet its current debt obligations and to assess whether the company 

can pay a return on its investment. (Kenton, 2020) 

The size of a business is deeply associated with the amount of total assets 

owned by the business. It could be categorized as small, medium, or large. In 

addition, the first two are together referred to in their abbreviated form as SMEs 

(small and medium-sized enterprises). Moreover, lately a fourth group has been 

added to these three: microenterprises, which is also included in SMEs. The fact 

that a company is classified within one of these four groups is quite important since, 

for example, there are many public grants for SMEs which larger companies cannot 

enjoy, and in order for a company to be able to take advantage of them, it must 

prove that it classifies as an SME.(S.A., 2019) 

https://corporatefinanceinstitute.com/resources/knowledge/accounting/balance-sheet/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/income-statement/
https://corporatefinanceinstitute.com/resources/knowledge/accounting/cash-flow-statement%e2%80%8b/
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According to General Tax Provision and Law Procedure Number 28, in the 

year 2007, section 1 article 1, tax is a mandatory contribution to the state of the 

individual or entity, which is coercive under the law, without any direct return and 

shall be utilized for the need of the state for the greatest prosperity of the people. 

The General Tax Provision and Law Procedure contains several loopholes 

which allow taxpayers to utilize them in minimizing the amount of tax that should 

be paid. The action of exploiting these loopholes can be considered as tax avoidance 

which is legal by Indonesian law. 

Chances of companies adopting tax avoidance behavior might arise from 

the probability of their firm size, their amount of income, and their capabilities of 

meeting their obligations. Usually, the bigger the firm’s size, the higher the chance 

of adopting tax avoidance behavior such as transfer pricing. The same circumstance 

occurs with the amount of income generated from business activities. Internal 

management will try their best to minimize income tax paid by using appropriate 

tax planning in accordance to the interest of the shareholders. Lastly, companies 

that are mostly financed by debt will try to generate more income to pay off their 

debts as soon as possible. This later will serve as a drive to undertake tax avoidance. 

Therefore, these three factors can trigger the urge of avoiding tax in order to achieve 

the maximum net income after tax. 

In accordance to the background of study which was stated above, the writer 

is motivated to conduct a research study and aims to perform more in-depth analysis 

regarding the influence of profitability ratio, leverage, and corporate size toward 

tax avoidance in food and beverage industries which will be written in a paper 
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format with a title : “The Influence of Profitability Ratio, Leverage and 

Corporate Size Toward Tax Avoidance in Food and Beverage Companies 

Listed in the Indonesian Stock Exchange”. The title chosen for the research is 

also a part of Indonesia government interest on building a solid economy in 

Indonesia which include the recovery the potential loses of income from taxes. 

Moreover, this paper may contribute more research information to previous studies 

which will enrich the knowledge of both the writer as well as readers. 

 

1.2. Problem Limitation 

In this skripsi, the problem limitation is to know the influence toward tax 

avoidance in food and beverage industries as dependent variable (variable Y) which 

is listed in Indonesia Stock Exchange by using profitability ratio, leverage, and 

corporate size as independent variable (variable X). The indicators for variable X 

are return on asset formula, debt to asset formula, and total asset. And the indicator 

for variable Y is Effective Tax Rate (ETR). According to the capability and 

knowledge of the writer, the provided research will be limited. The focus of this 

writing is to know the influence of profitability ratio, leverage, and corporate size 

toward tax avoidance in food and beverage companies listed in the Indonesian 

Stock Exchange. 
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1.3. Problem Formulation 

Based on the observation that is done by the writer from online research, the 

writer finds several problems which are: 

1. Does profitability ratio have impact on tax avoidance behavior in food and 

beverage companies listed in Indonesia Stock Exchange? 

2. Does leverage have impact on tax avoidance behavior in food and beverage 

companies listed in Indonesia Stock Exchange? 

3. Does corporate size have impact on tax avoidance behavior in food and 

beverage companies listed in Indonesia Stock Exchange? 

4. Do profitability ratio, leverage and corporate size simultaneously have 

impacts on tax avoidance behavior in food and beverage companies listed 

in Indonesia Stock Exchange? 

 

1.4. Objective of The Research 

The objectives of the research are as follows: 

1. To investigate the influence of profitability ratio toward tax avoidance in 

food and beverage industry which plays a key role in business activities. 

2. To investigate the influence of leverage toward tax avoidance in food and 

beverage industry which plays a key role in business activities. 

3. To investigate the influence of corporate size toward tax avoidance in food 

and beverage industry which plays a key role in business activities. 
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4. To investigate the influence of profitability ratio, leverage, and corporate 

size simultaneously toward tax avoidance in food and beverage industry 

which play key roles in business activities. 

 

1.5. Benefit of The Research 

The writer believes that this research shall be able to give benefits to the 

society. The benefit of the research shall be theoretical and practical. 

1.5.1. Theoretical Benefit 

In regard to academic context, the completion of this research will serve as 

a means to provide further understanding on the influence of profitability ratio, 

leverage, and corporate size toward tax avoidance in food and beverage companies 

listed in the Indonesian Stock Exchange. Correspondingly, it not only enriches the 

knowledge of the writer, but also serves as an input for other writers who are 

interested in conducting similar or related researches in the future. 

1.5.2. Practical Benefit 

In practical context (for investors), this paper provides insight of the 

influence of profitability ratio, leverage, and corporate size which will affect tax 

avoidance behavior in food and beverage companies listed in the Indonesian Stock 

Exchange. For other family business, this research may help them determine 

whether the leadership style is suitable for their businesses. 

 

 



7 
 

 

 

On the other hand, for companies, this study is expected to provide 

information for them that relates to factors which may provide some impact on tax 

avoidance behaviors, so that these companies can pay more attention on the tax 

management as well as applying tax planning strategies appropriately in accordance 

with the taxation law and regulation. 

Meanwhile, for the Directorate General of Tax and/or the government, this 

paper may contribute to the government's efforts in recovering potential losses of 

the state by identifying factors affecting the tax avoidance behavior which can have 

the potential of more tax revenues being collected, especially on companies which 

are listed on the Indonesian Stock Exchange.  


