Tax Avoidance and Cost of Debt

by Anies Lastiati

Submission date: 21-Apr-2020 05:32PM (UTC+0700)

Submission ID: 1303543112

File name: Tax_Avoidance_and_Cost_of Debt JSSH.pdf (373.02K)
Word count: 6061

Character count: 33321



Fertankx]. Sixe Sor b Flem. 25 00 513 - 546 (300D

SOCIAL SCIENCES & HUMANITIES

Jourmnal hoemepag e B permnk e npen adumyi

]
Tax Avoidance and Cost of Debt: Ownership Structure and

Corporate Governance

Amivs Lastinti®™®, Sylvis Veronics Siregar!, Vera Divanty? amd Samin gan?

e purivendof docowwrie g Saoul e of Eranende aead Baesipens, Denwrdiion Tk,

A Kenpar TlogeSTENP Mo 1, JITER, dokerfe, dedowesia

epmnmentof Aocovwrm g, Faculy of Ecanamic apd Besteers, Lenersiter fnodoeesro

Kopmmpny Wighioan Nitivastro, A Prod. D Sewg oo Dymranmaibunruom, (84249, Depaks dndanen's

[hirvcdorate Gerernl of Tox, Loy of Fingece, M Cotod Subvod Kav 48 13000 Fabunta Sekator, ndowono

‘. BsTRACT
This !I‘tl'}' examines the relationship between ax avoidance actions and the cost of delv
gapital through the moderating effects of comperate govemance [ family ownership, the
ulimate owner, the second-lirgest shareholder, and the effectveness of the bourd, and
auwdit committee] for companies on the Inl.n:ﬁm:l Stock Exchange between 2008-2012.
Using the methodology of pancl data, the results show that 1ax avoidance has a positive
relationship with the cost of debt capital, Furthernsre, o i5 found that concentrated
ownership swengthens the relationship berween tax aveidance and the cost of debr,
while the existence of second-Brgest owners weakens the relatsonship. Even though this
study cannot prove that family ownership anid the effectiveness of the company’s bournd
commissioners and audit commuttes have any mmpact on the tax avoidoe and cost ef debt
relatonship, it prevides future research with 2 better msight mto the role of 2 company's
shurcholders on :it:r:l: compliance, This
study & one of the first that questions the

i role of o firm's ultimate shareholder and

itz aecond-largest sharcholder based on the
N oy i relationship between tax avoidance and the
Aroepied 31 nsary 2000 cosl of dabd,
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INTRODUCTIORN

People, as well as companies, tend 1o
pvedd tax, Avording tux has been regonded
ms a0 way o gnin extra cash out of the
company’s eurnings However, msearches
have been conducted on the constquences
of tax averdance actions undertaken by
corpombons. This rescarch fizlbows the work
of Lim {2011} m examming company fax
avoidance behaviour with reférence 1o its
cost of debt. The agency theory mendiss
that there will be an agency problem on x
pvoidance through mformation asymmisine
as suggesicd by Lim (200 1) This theory
will be the gramd theory for this paper.
The followmg middie-runge theory argues
that thiz implicstion 15 moderated with the
presenee of adeguate monitoring agems that
is the role of institutienal owners. This study
ulen evaluates whether the effectiveness of
the corporate boaghl und awdit committes
a0 misderaies the relationship beiween mx
avoidance and cost of debt,

The first '_‘i-:!r.‘tl".-‘:: of the gtudy 15 to
gxnming the relationship b‘l':f[i fax
pvoidance ond cost of debi. The second one
i b probe the rele of the ultimate owner,

cond largest owener, and family owner
and the effectiveness of the boird and the
muchl commuittes 1 moderating the effect
of tax aveidance on the cost of debt, Tax
avoidanee may benefit the companies due
ter lower cost ol capital and at the sume
tine possibly allow companies to bear a
higher cost of capial { Dhaliwal etal,, 2008;
Ciraham & Tucker, 2006; Lim, 20113, Tax
avosdunce decisions, like piher management

deciaions, ¢an be efficient r the company,
tor example, the substitution effect on the
use of debt throogh imterest expense as an
imcome tux deducton {Groham & Tocker.
200, Liny, 20013

On the other hand, such decisions
can also be opportunistic which is with
the sceurrence of rent diversion, which
aocording to Fensemand Meckling { 1976) is
amanagement behaviour that secks personal
eain, and therefore needs to be attended 1o
with coution s it may bamm shoreholders’
and other stakeholders® interests. This
can creaté another problem which iz a
decrease i corporate trnsparency | Desal &
Dbhammispuka, 200%; Desaa of al,, 2087 Desw)
& Dharmapala, 2006). Companies that
carry gul tax avoidance face an increasing
informmaton risk that must be bome by the
sharchobders, cousmg ahigher expected rate
of retorn for company shareholders, and
resulting in a higher cost of equity capital
for the company (Dhalivwal et al., 2008)

Morcover, Desai and Dharmapala
{20885} had wlso found that conmponies thit
reported their taxes aggressively, implving
a concomitant low degree of corporate
transparency, also teoded to carry out
eumimgs managementin the farm of camings
aggressiveness (Frank ef al., 2009} and had
less persistent camnings (Tang & Firth,
2012} thus lowering the camings’ quality.
They further argoed that tox management
indicated caming managément and wag
able o determine the eaming persiztence,
Dhaliwal etal. (2008) further demonstrated
the relationship betwreen tix managemend
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and the quality of caming that mostly
ihcreased the infenmational rvisk gencrated
by the company,

This study alse probes the role of
the corporate governanes (CO). family-
owned ‘dshumhnli!ing. in moshersting the
positive relationship between tix aveidance
and cost of debt ([Fesar & Dharmapala,
2009, 2008 Ly, 2001} Previoas studies
regarding the rele of corporate governonee
pnd ownership structure [Desan &
Dharmapala, 2006, Lim, 200 1; Wihab
& Holland, 2012) are mosily conducted
in developed countries, with differem
choracteristics of corporte govemance, In
developing couniries, i is common 1o find
both concentrated and pyromidal family
cwnership structures (Deyanty, 2002; Fan
& Wong, 2002; LaPorta ¢t al., 1999);
and thus, the comrolling shareholders
pessess strong reles in their companies
ond hove the potential tooact against the
intercsts of the mmority shareholders. This
study particularly evaluaties the role of
the controlling shareholder, both fomily-
cwned ond non-family - owned, o= well as
the second-largest shareholder (Attig et al,,
@0z i msderatmg the pesitive effects of
tnx avokiance on the eost of debt

The final purpose of this ztudy
is 10 evaluate whether the hoard of
commissionsrs and the sudit commitiee
are able to affect the lenders” perception
of the company’s tix avoidance practices
through the company’s cost of debt, This
study found that fax aveidunce heightened
the company’s cost of debt. Thie posibve
relationship is found more prominently

in more concentmted companics and fess
stronglhy when the company has the second-
largest sharchelder as a monitwringgpgent.
However, the supposed role of Family
ownershp and efectivensss of the board
of commissioners and al.u!i'rmhmirtae
in moderating the pesitive relationship
berween the tax avoidance activiries and the
compony’s cost of debt wested mthis study
WENE 1oL Provert.

This result, as concluded by this
research, provides 3 mimber of contribibions
im- several wspects. First, 1o the best of our
knowledge, this research is the first that
probes the rale of controlling owners.
second-largest :ihun:.:ll:l:r, and family
ownership stroctures on the relationship
between@he 1ax avaidance and the cost
of debt. The second contribution is the
vse of a sample of companics as lsted o
the Indonesian capital market {(IDX). This
Fagt is important a5 the Indonesian market
hos distinchive charactenistics, which are
first, & cupital modeet which currently is 1o
its emerging state with limited means on
minority stakeholders” protection. Second.
corporations in Indonesia tend to be owned
by cenain concentrated owners {familvy,
which would ingrease the possibility of
any entrenchment act wndertaken by the
contredling owners to the minerities. Third.
investigating the effect of tax avoudance
particularly on the cost of debt in the
[ndonestan morket s inferesting a= it is found
that comporations in Indonesia prefer taking
debi From banks as compared o issuing
equitics due 1o information (Fnspatency
reguiremments aftuched to the latter choice
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[ Ligue & Oberholzer-Gee, 20030, Chodsimg
debt s the financing strotegy limits the
company s obligation 1o discloss neeessany
infermotion to only those porties mvelved in
the debt agreement which 15 bunks und other
lenders, Adopting pecking arder theory,
Adiputeo {2015} also found that companics
in Indonesia, especially after the 2008
finaneial crises, prefered o obtam leans from
banks as the st option of eguity issuance.

Thae remainder of this paper & arganized
inte four sections. Section 2 covers
hypotheses development. Section 3 oatlines
the sample, desgnates the enperical mode|
and defines the varhles, Section 4 covers
analysis of the statistical and empirical
evidence, including the sensitivity analvaiz.,
Final by, Section 5 provides the conclusion,

Hypotheses Develapment

Some studiez exomined the relationzhip
between H'I.I' {Bogk-Tax [fferences) os

a proxy for tax avoldance and the cost of

diabt snd fownd & substitution effect on the
use of debi as o source of funding (Graham
& Tucker, 2006; Lim, 20000, Grohom and
Tucker (2004} found that companies thai
carried oot tax sheltenng appeared 10 have
lower borrowing cosis in comparison i
those that did not.

O thee other hand, Bliojraj & Sengupia
(2003} and Derriena e al, (2006) orgued
that mn increase mmformation asymmetny
cavsed an increase in both expected and
actual losses 1o debiholders, causing
incressed cost of debt, The brst hypothesis
(H 1) in thiz stusty then is as follaws;

Hi: Ty avetdance (Rereases he
cempraey x cosf af deby

Fon and Wong (2002} suggested that
a {group of) controlling sharcholderis)
tended to have greater conteol than the
number of shares owned, thus alfowing the
vltim me owner 1o determine the company's
finamgial and operating polickes, This leads
1o the occurrence of the entrenchment
effect, Le. the ability of the controlling
sharebolder that holds more control rights
than cash fow nghts o control the company
opportunistically, 4 situatton which can thus
harm the minarity shareholders® interests
{Fan & Wong, 2002). Following 1= the
second hypothesis (H2):

H2 The tncreasze i the eost of debi
due fa tax avoidance will be heightenod in
cembepreneies i whiich wltimaite ovwners add o
Righer Falio of comrol rights fe ol fTow
ghis

Companics with family oomership are
deemied 1o have higher financial profiability
as compared b other compamies, especally
if the family owners are actively mvelved
in the company s management | Maury,
20083, This 1= becanse the owners want o
perpetuate the company’s glory, Further,
Chen et al, (2010} indicated that family
compinics weided to not be @y aggressive,
In acddition, firmily firms tend o maintain
ther reputation and relationship with the
autharitics iorder 10 ensare the survival of
e farmily business in the Jong run
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M evertheless, Tamily ownership, which
vsunlly = accompanied by the pyramidal
ownership structurs (Classsens & Yurogh,
2003) cun also carry the risk for mmonty
share holders exclusively for the sake of the
company’s ultimate owner's personal gains,
including in Indonesia | Divanty. 2012},

In shoer, familyv-control lad companies
thist uvaid tox may, onone hand, be pereeived
by lenders as being careful not to peopandize
their reputations, and on the other hand, arc
viewed as efficient management discretion
instead of opportunistic, hence, the thard
hypothesis (H3)

H13: Tive effect of tax avoidonce on the
cost of elehi fn famlb-controlled comparnie:
(& diftereal o g fam il voemivod ed
COFTRARTICS

Attig et al (2008) found that the role
of the second-largest sharehokier reduced
prency conflicts and informution asymmetry
between an ultimate owner and other
minority shareholders, in particular, for
cempanics in developing countries as
comparad to companies in developad
conintrees. This isdue tethe weak mstitutional
environment (protection of sharehelders and
fow enforcement) in developing countrics
(Attes et al., 200H)

O thie wiher hand, the second-EBargest
sharehodder canweaken the agency conflicts
between ultimate owner and minority
sharehobders ns second-largest sharcholder
appears to have imterests that are in line
with the imerests of the mamagement (and
ultrmate ewnerh, which are different from the

eomnmwn interests of minormy sharcholders
{Kim et al, 2007}, The fourth hypothesiz
(H4) 5 a8 follows:

FH4: The ivcrese in the cosd of debi dive 1o
fax evvaidance will he different in companias
with o second-farpest shareholder

Previous studies show that componpes
with good comporate governonee will be able
1o suppress the management’s lendency o
do rent diversion and 43 evasion meEwsunes
(De=ai & Dharmapala, 20060, They were
also able to moderate the relationship
between tax planning and company value
{Diesni & Dharmapala, 2009), Based on the
arruments above, the fifth hypothesis (H5)
iz as follows:

HE- The fncrease in the cost of debt
due to fox avoidance will be fowered in
comparties with the stronger corporate
gr.l'l-'l.'F‘JTHHI:'E" .I'ﬂl"!'flﬂ"]‘.\'m

MATERIALS AND METHODS
Sample Selection

The s.m.:-h.-:;huﬂ:n for this study compnised
all the companies histed on the Indonesia
Stk Exchange {ggm 2004 te 2012, These
samphes had been selected using pumpesive
sampling method with the enteria that during
the observation period the companies:
{i} have complete data of, both, fnancial
and ownership strcture, (i) did not have
negative equity, (1) were not invalved
in any form of mergers, acquisitions,
and divestitures. Companies that were
specitically regudated in the tax regulations
were oxchuded: (1) subject to final income
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s (referred 1w as Anicle 4 (2} moome Gix
met ), that are construction service business,
real estate, and land andor building rental,
(n}allowed to form fox provissons and to
purture a reserve fund (Anicle 9{1) income
tax act),

Variables Dkefinition

Cost of debt was calcubated, according o
the method suggested by Lo 20005, by
dividing the company s interest expense
by the yeor’s average corporsfe inferest-
bearing debt, where the average comoriie
interest-bearing debt was obiained from
total current year's interest-bearing debi
(short-term and long-term)} added o the
ot from the previous year which wus then
divided by two, This caleulation of interests,
which only includes the interesi-bearing
debt (and not the operatsonal liabildies) i
in-accordance with the managerial balance
sheet approsch,

According 10 Sengupta [ 19E), the cost
of dakbt used m this stody 18 for the yeart+
L. The ultimate owner is proxied as the ratio
of the degree of the ultimate ovwner's control
rights to i s cashflow rights & called its Cosh-
Flow Leverape, Family sharcholders are the
firmi's ubtimate owner which is individoal
of & greup of individuals who constituig
i family, Following the study of Diyanty
(20023, the identity of an ultimate owner is
determined whether it is on indivedusl or o
eroup of individuals whe have fanuly tics.
Family, inthis study, is a dummy variable,
which is given the svalue of §if the ultimane
owner {with minmwm 20%% ewnershiplisan

imshividual naime within a family or group of
Fammil s w40 41 31 45 not =0,

The second-largest sharehelder takes
ey peeount the presence of any other e
shareholder, other than the uliimate ownee
Fallovwing the work of Attig et al, (2008).
the secbnd-Birgese sharcholder's role will
be messured using the dummy variable,
I, if the company hes » second-largest
sharehalder {who halds more than 2004
shares), and &if it docs wot,

E‘mpurm.gnwemance variable
represents the efectivencss of the board
of commissioners and audit commitiee ma
company. In this study, the score hos been
mluulnmd representing the monttoring
effectiveness of the company's board
commissioners and andit committee (K e,
2002, According to Hermawnn (2000, this
study uses a similar checklist to pssess the
charactenstics of the board commiszioner
and audit comminee. Each question in the
ehizckhst hos three possible answers whach
are goed. fair, and poor, which represenis
ascore of 3, 2, and |, respectively, on the
independence, activities, size, experiise.
and competence of the koards and the
audit committee. The above-mentioned
checklist suggests that lenders will pereeive
companses with hirher corpemie govemnoe
seore o have betler monttering tools.

Previons studies indicate that the
difference between accounting profit and
taxable profit, or the book-tox difference not
only mmply the presence of tax avoidunce
but also of camings management {Tang &
Firth, 2412} and camings ageressiveness
behivviours, Moreover, neseanch abso finds thit

5 Periamka | Spe 3o, & Pem 28 4l 333 - 546 | 000




T Ao bt & Do T Dt Dy ondep it Croy dmsds:

tax avoidience woubd reduce the tmpacney
of firmis (Desar & Dharmapala, 2006}
which in tarn would increase the investors”
information risks with o higher opportunity
of ot extructions by mansgement creatmg
ashickd for managenal opportunisond Desai
& Dharmapala, 2009, Wilson, 2009}, To
peknowledpe the existence of sarnings
pppressiveness and low tmnsparency, due
to tax avoidance actions, this research
uses Enrnings Chality variable as & control
variable, Earnings quality is 3 combined
measure of discretionary acoruals (DA
and enrninges transparency (K1) using
confirmatery factor amalysis (CFA)

Oither control vanables emploved in
this study include financial leverage, growth
rate, the value of te company, size, and age
of the company. Centrol vanables further
include a mbie of refurn on sssct (BAMAY,
cash flow from operations (CFO) and
interest rag over the debd. While Dechow
et ol (1996) argued thot higher financal
leverage represents higher outztanding
debt which could lead to higher risk and
higher cost of capital, Siregar (2005} found
that high growth rate of the company was
expected o accompany high discretionany
accruls,

M elsom et al. (2002 affinrmed thit higher
market o book value or smaller companies
incdicated lower carnings manageiment,
However, older companies avoid poor
cornings quality m order to maintain their
reputation gnd hence get o better interes]
rate Fromm lenders (Lin, 200 1), Some studies
further argue that the higher the profitability,
the higher 15 the cornmgs quality (Francis

et al, 2005) amd the lower the need for a
lisam {Petersen & Rajan, [994), Onthe other
hand, Francis et al, (2004} claim that the
higherthe interest coverage, the higher s the
degree of st the lenders hove and lesser iz
the cost of debt,

Hesearch Model

To answer the first u:-hjn:-::i..-c of this
study, which was to find the relationship
between tax avoidance and cost of debt.
hypothests H1 was tested by using the
following medel with the costof debi as the
deperdent variable and tax avoidance as the
independent varmble The camings quality
varswbbe m this research was one with the
influence of tax avoidance.

The first hyvpothesis, HIL, then, was
tested by using model (2) as fallows:

OO i) + 4] ABTIN, + y2pEC),
+y30rowth; -+ ydApe, + pSlev, + OO,
+ 7 Tare, +yilntcov, + ySROA, £ (1)

Where,
CODy - cost of debt;

Lev, _total debt to iotal equity;

CFOy . cash Aow from operation;

Sire, et bogarithm of ol
assets;

[micoy, - ratio of operaling ineome (o
inerest expense

Hyvpotheses 2, 3.4, and 3 were deveboped
for answering the second objective of
this research, which was thggmpact of
maderating variables (the swnership
structore and corporate govermance b, They
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wire ested by using the foflowing rescarch
kbl

CODy. =ch + clABTD, + c2pEQ,
+ edGrowth; + edAge, + cilev, +
cOCFOy, + o 75ime, +cRintcoy, + ¢CYRIA,, +
ciDFamy, + cl1 Fam*ABTD, + ¢12CFL, +
clACFL*ARTL), +cl40WH2, +el 50WN2
« TABTD, +claCl, + el 7OG*ABRTD, +
B {2}

Where,

FAM,
owwrner s an medvidual or group of individhunls
i a family and il otherwse;

CFLy = the ratio of witimale
owner's control nghts te cash flow rights;

= | if the firm's ulimate

O 2 | af the firm has a 53LS, and 1 1f

otheradse;
o,

0T
From the equation, the expectad sign for

COfparalc govornance

the cocfficients are as follows cll and c13
Field=0und 7 <0

RESULTS ANMD DMSCLUSBLONS
Statistical and Empiricsl Evidence

Cush fAow leverage, which represents the
ratio of the ultmmate vwner's control nghis
to the ultnmate owner's cash-flow rights,
hais & muenkmum [meximwm) value of cash
flow feverage &5 1 (2.03) The higher the
control nghts owned by the ultimate owner
s cormpared o their cashflow righis are, the
moTe spen the wlbimate owner to the conBliee
of interest will be, leading 1o 4 higher
possibiliny of entrenchment problems.
Family ownership {FAM), which is

A dummy variable, has an average and
median value of this vanable 15 0.7 and |1,
respectively, These numbers indicate that
there are more of fomily-owned componees
compared to non-family owned meluded in
the sampbe, The average value of vanahle
WM, which represents the second-fargest
sharchobkder, of 029 and the median value of
0 mdicates thut there are moTe companss in
the sample that do not have a second-largest
sharehobler as compared 1o those who have.

The Effect of Tax Avoidance on the Cost
of Debt Capital

Linivariatie unal'm aming cach of the
.-.Lriahlc-s used i this study shows that the
fax avoidance variable has o positive and
significant correlation with the cost of deht.
This positive and significant correlution
i5 an early indication that tax avordance
alfects the cost of debt, Mareover, it ¢an be
ceduced fromm the amabvsts that all interacting
variables between the moderating variables
and the fax agidance variable in this
research show o posiive comelation with
the cost of debt capital variable, cucept for
the family ownership and second-largest
shareholder variahios,

Table 1 shows the multivanate anilyss
of th e@tudy. The first hypothesis (HI1)
atates that tax avoidance has a positive
rekationship with the cost of debi capial.
The tax svoidance con increase the
corporate s information asymmetry, which
wan result 0 the occwrmence of opporiunests
management behaviour as well as the
diversion of rems (Desai et al., 2007; Desai
& Dharmapala. 2006; Wilson, 2009). Tax

avordance can cause agency problems
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Between the minagement and lenders and
her problems related to moral hazard
(Lirmg 200 [y Therefore, lenders Gacing such
high risk will tend to profect themselves
by charging a higher cost of debt to the
company,

A significant pesitive value found in
the ABTD variable in Table | indicares that
companies undertaking tax svoidance face
a higher eost of debt as comparcd 1o other
cormpamics, This esult supports HI.

The Effect of (rwnership Structure and
Corporate Governance on the Positive
Irmpact of Tax Avaidance on Cosi of Debit
Four modemiing factors ane tesied on their
role in strengtiggning or wepkening the
positive effect of tax avoidmes on the cost of
debt capital. The four faciors are the ultimate
owners” eah Aow leverage, family owners,
second-largest shareholders amd corpornie

gFovernanss soore, The result in Table | is
consistent with the second hapothesss (H2)
which predicts that ¢ash flow Ieverage
positively influences the impact of tax
aviidunce on the cost of debt. Higher cash
flow leverage in comipanics carrying out
iax avoidance will impact on the higher
cost of debt. Ultimate gwner is found to
be pererved by the kenders o2 2 reason for
potential entrenchment problems. A higher
ulimate owner implies higher uncertainty
in the eves of the lenders, Lenders perceive
that the tax aveidance actions taken by
higher ultimate swnee's cash fow kverage
companies tend o be opporunistic, hence
charpe higher interest.

Family ownership is expected o lﬁ':
an mfluence, be it positive or negadive, on
the relntionship between i@ nvoidance
and the cost of debt (H3). The result in
Table |, howeser, 15 inconsistent with the

Tabde |
Effeet of tav menddasce of the Cast of Deby iModal 1 and Madel 2
o [ Muodel 2
(Mo Moderation) { With Modention)
Variglle Predicted o, v Coef p-vishue
Skyn
C 219 0 hks 0.163 {11 ik
ABTD * 2.7 PLALHY ey 2. 196 fid "
pEC - 5,790 LRI LR bl 5 R .00 s
GROWTH 0157 (LT e 0. 156 0.7 et
AGE - ENA LR [l LiEEY
LEW - S R R 1 s ALESE {100 ks
CF - ={h 156 LRI e {1155 LR T
SIZE - -{.Nn3 (.0 s -0.147 0.022 bt
INTCOW - R 437 1.2 0% .
R4 - [.358 O | b 1377 {1.0d0] .

Pertamka I S 5ok Hone 2R B 855 Sda 2d0k i




Ak Lantaatl, 5% Yerdhioag Siregs, VWia [Hyeity anid JEmengin

Tehle | fCwaniined)

Mokl | Miode] 2

i Mo Maderation) O With Moderetion)
Vasinble Predicted Cvef. peralue Coel pevalue

Sign

Fa Ml == SRR f.455
FAM*ABTLY =f- -0.24% 0414
CFL " [l 0443
CFL*ABTD % (HAE] 0.074 ¥
WN2 wla <[00 (1365
OWNZ*ARTD &/ SR .05 "
i - (h AT (.244
CO*ARTI - 0,182 448
Adj R-squarcd L7500 17.82%
Priods sl M

Nisdew: "®*sipmiticant ob 1% "®sigmificant al 5% *=igmfican ot 10%

O the cost of deb; ARTD: Abaormal Book-Tax Dillerence: pECQ dhe Gied valee of garmings gualey
drew from madel 0 ) Gromth sales growab; Lev: tmal debi i wm | equity: Sices the asural kogarihm
of toial sssets; MTEY: marked 1o-book valse of eguay; CFOr Cash Flow froem opemtioes; ooy mooe
of operating meome o inlerest expense:; RO relwrm on assel: Fam: §ifthe firsm ™ oliemte oemer s an
midividml or group of mdvidmils ma hmily, and O F othorwiae CFLD rata of oltimale owner’s contral
nghts mo cash flow rights; OWRNI: L iFohe Hom bes o second largest stancholder aed 0 6T otherwase; CG;

Coeparnle Coycrasace mooTe.

hypotheses, Interucting variable FAM with
tax avoidance shows insignificant valaos,
which indicates that tax avoidance in family
contral led-companies resuls ina cost of
debt which s net marginal by higher or kraer
a5 compared o fax aveidance done by non-
family-comtrolled companies. This result
suggests that m the lenders” peroeption, tax
compliance of a company has nething o do
with the face that the company is conirolled
by the Fammly ar not,

The next modemtmg varinble tested m
this swdy s the second-largest owner. The
cetput of the test on the mole of a second-
largest sharehelder s consistent with
the fourth hypothesis (H4). The second-

largest ﬁhﬂn‘k.]d:r has o significantly
negative effect on the pozitive nelatsonship
between tax avoidance and cost-of del.
Tax avoiding companies that lave second-
largest shorcholder will bear the lower ¢os
of debt compared to those which do not.
This vesult inaplics that companics that have
seconid-tarpest sharcholder are percerved by
lenders as having lesser opportunities for
mamagenial rent diversion theough their tax
aviidunce.

Thes result enriches the findmes of Attig
et al, (2008} on the role of the companies’
second-largest shareholder, The existence of
second-largest shoreholder in the company
will be responded positively noi only by
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investors but ako i the eves of crediors.
The second-tarpest shareholder 15 regornded
a5 @ monitering agent who is percgived w
have a moniionmg rele over the conirofling
owoer thot mfluences the governance and
information problem of the companies
[Adtig et al., 2008),

The lust moderating vorinhle iz the
corfrate governance sooe which depicts
the effectiveness of a company's bourd and
audit commitiea. Table | shows that the
resulbt does ot suppont vpothesis HS, which
say's that strong corporate governance woubd
tL*n.ba reduce the tax avoidanee effect on
.u: cost of debt capital, It 45 found that the
effectiveness of the board of commissioners
and the audit commitiee does not have any
impact om how the kenders perccivie the fax
pveidanee sctivities token by the company.

Although the finding s inconsistent with
the hypothesis, neverihcless, it & relevant
with the findings in thg study conducted
by Adam et ol (2015) oo the relationshp
bebween corporate governance and cost of
debt m Indonesia, which sugeests that the
beard members, their independence and
cducational background, and the effective
charpcteristics of audil comminices are not
considerad by creditors as coniributing
factors im generting quulity fimancrul
reports, thus affecting their decision in
charging the companies” cost of delst.

Sensitivity Analysis

Alternative Measurement for the Second-
largest shareholder, According to the
work of Attig et al, {2008}, the role of
the second-fargest sharcholder was also

meisured wsing twe other measurements
namzly the depres of contral rights held by
the seeond-krgest shareholder and the ratic
of the secmd-larges shoreholder’s comtrol
rights bo ultimate ewoer’s conbrol rights. The
test using the bao measurements provided a
coiistent result with the main analbysis on
the role of second-larpest shoreholder {not
inbulated).

CONCLUSION

The purpese of this shisdy was to examine
e effect of a compemy s X aveidance on
it cost of debt The findings of this paper
confirmed the notion that tax wvoidance
would be pereeived as higher mformation
asynunetry by lenders resulting o higher
cowt of debi capital,

This study alze examined the roles
of corporate governance ¢lements of
ownership structure variables (fomily, the
pltimate owner, and the second-largest
shareholder) and corporate governance
0T i imgacting how rax aveidance affects
the cost of debt. Lenders of companies n
the sample percemved that tax avoidance
decision taken by familv-controlled entities
o b indifferent with other companics, What
matters i the lenders was how much contral
was held by the uitimate owner, Higher
cash Aow leverape would increase the
pereeived risk as a result of the company’s
tax avoidance decistons. Morcover, the
existonce of a second-Ergest shareholder in
ihe companies was more favouroble for the
lenders, They percervad thet tx evoidance
taken by such companies would not have
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higher risks, as compared 10 thase who did
not hove a second-larpest shoreholder

This study also found st the board
commissioner ond sudit committes
characteristics un.cﬁcctiwm:ss did mot
ghow any sizahle impact on the effect of
tax avoidance on the cost of debr. The
characteristics and effectiveness were not
percerved by lenders us makma tox pvoidance
activitics taken by the company were less
risky for them o charge the companics
less interest, The result of this stady
provides benefits for the corporations as the
manggement and investors comprehend the
consequences 0f inderoking ax avoidance,
with regard to their ownersfp structure
and their characteristics and effectiveness
of their board of commissioners and audin
commiftees 0 the oversll cosi bome by
companies. Moreover, the government
could alss use the result of this study a5 a
campaign tool, persuading companics 1o b
more abedient i fulfilling their tax duty.

Lastly, this paper exomined the
impact of tax avoidance on the cost of
debt through information asymmetry,
corporate governance and the existence
of different suructures of ownership in
Indonesia, It would be beneficel if thee future
stndy 15 enhanced with the comparison
of Indonesian cases with eases in other
developing couniries so that te uniqueness
ool tax avoidance implication on companies
m Indonesin can be further exammed.
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