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Introduction

Firms as the taxpayers tend to see tax as a deduction from the income generated, they tend to engage in tax aggressiveness to minimize
the tax paid by the firm (Chen et al., 2010). However, the practice of geressiveness can lessen the investment made by investors
in the company. To maintain the company’s repulal, they tend to be aggressive in financial reporting. Financial reporting
aggressiveness is defined as an act of upward (positive) eamnings management (Frank et al., 2009; Rachmawati et al., 2020), in which
companies tend to increase their profits to attracting investors' attention to invest in the company and maintaining their reputation.

Based on the cost & benefit analysis, the company will be considering the costs and benefits as the consequence when deciding to
engage in concurrent financial and tax reporting aggressiveness (Rachmawati et al., 2019). In this study, size of the audit firms is the
proxy for cost. According to Annisa and Kurniasih (2012), Big Four @t firms is believed to have a higher audit quality and shows
the actual condition of its client when auditing financial statements compared to companies audited by non-Big Four audit firms.
Investors have the perception to trust audit firms with a brand name (Big Four) more than other auditors (Sanjaya, 2017). The level
of risk detection that will be faced by the company will be higher when the company has good audit quality.

Furthermore, we chose financial constraint as the proxy for benefit. Companies that experiencing financial constraint will get benefits,
such as minimize the taxes paid by the company (Lyon, 2014) when they carry out the financial reporting and tax aggressiveness at
the same time. A higher complementary level of financial and tax aggressiveness indicates uncertainty and fraud in reporting which
causes a higher risk (Rachmawati et al., 2019). The company still need to consider the risk detection that they will face when carry
out financial and tax aggressiveness.

* Corresponding author. ORCID ID: O000-0002-7482-0445
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Using a sample of manufacturing companies listed on the Inalesia Stock Exchange (BEI) from 2017-2019, this study predicts and
finds that firms with good audit quality tend to hav lower complementary level of financial and tax aggressiveness. Furthermore,
firmg with financial constraints tend to have a high complementary level of financial reporting and tax aggressiveness.

The remainder of this paper is structured as follows: Section 2 describes literature review and hypothesis development, Section 3
describes the research methodology, Section 4 presents the research results and discussion of the results, Section 5 presents the
conclusions of the research.

Literature Review

According to Bulow et al., (1985), the complementary strategy of financial and tax aggressiveness is a reporting strategy that does
not lessen the benefits of other reporting strate gies of company and complements mutually. Theoretically, managers will face a trade-
off condition when aggressively conducting both financial reporting and tax. The tax paid by the company will be higher if the
manager decides to do earnings management which will increase the company's profit. Conversely, when manager engage in tax
aggressiveness o minimize the tax paid by company, the earnings on the financial report will be smaller which can reduce the
company's reputation in the eyes of investors. However, practically the trade-off does not always happen when managers decide to
aggressively reporoancial reporting and tax at the same time. A higher risk will arise as a result of fraud in reporting, which can
indicate the higher complementary level of financial and tax reporting aggressiveness (Rachmawau et al., 2019).

Audit Quality

Audit quality is defined as the various opportunities for 9 auditor to find errors or fraud that occurred when auditing the client's
financial smnenls (Dewi & Jati, 2014). In this research , audit quality is measured by audit firm size, namely Big Four and non-Big
Four. The Big Four auditors are considered to have better audit quality than the non-Big Four for reasons of ability to maintain the
reputation of the audit firm, having greater potential resources that can be used for recruitment, training, and technology
(Mardiyaningsih, 2020). Investors have the perception to trust audit firms with a brand name (Big Four) more than other auditors
(Sanjaya, 2017).

Rusmin (2010} states that the earnings management action on the audit results conducted by Big Four auditors is lower than the non-
Big Four. A high quality audit has arole as a prevention of earnings management because if the fraud of financial reporting is detected
and revealed, the management's reputation will be destroyed and decrease the company's value to investors (Christiani and
Nugrahanti, 2014). Herusetya (2012) proves the negative effect of the audit quality of the big four audit firms on earnings
management behavior while maintaining reputation protection. Khoirunnisa et al. (2015) and Feranika (2016) state that the audit
guality affects the company's tax aggressive behavior. A good audit quality will be able to suppress the company's tax aggressive
behaviour because the auditors are able to maintain their integrity in the implementation of audits so that the company's efforts to
reduce tax burden have been disclosed to the public. Firms that are being audited by the Big Four auditors will consider the level of
risk detection is higher than the benefits that will he_obtained.

Based on these arguments, we concluded that the effect of audit quality on the mplemen[ary level of financial and tax
aggressiveness is negative. Firms with a good audit quality tend to have a low complementary level of financial and tax
aggressiveness. The hy pothesis is thus formally stated gg follows:

H1: Firms with good audit quality tend to have a lower complementary level of financial and tax aggressiveness.
Financial Constraint

The company is said to have financial constraints when there is limited capital obtained by the company as a source of funds for
investment. According to Kellogg and Kellogg (1991}, firms with financial constraint usually have limited internal funding.
Companies will get benefits when conducting concurrent financial reporting and tax aggressinle ss (Rachmawati et al., 2019). Firms
that report losses on their financial statements will find it difficult to get loans from banks and cannot issue stocks or bonds at adequate
prices. Then the manager will have the tendency to make the company's value good for the capital market by increasing revenue by
engaging in financial reporting aggressiveness (Koh and Lee, 2015), and will increase tax savings through tax avoidance (Bayuaji,
and Firmansyah, 2016).

Based on these arguments, companies with financial constraints will tend to choose complementary slraleg_allher than substitution
strategy when conducting concurrent financial and tax aggressiveness. Company tend to have a higher complementary level of
financial and tax aggressiveness because of the benefit thgy will obtain. The hypothesis is thus formally stated as follows:

H2: Firms with financial constraint tend to have a higher complementary level of financial and tax aggressiveness.

Research & Methodology
Sample Selection .
3

The population of this study are manufacturing companies that publish their financial reports on the Indonesia Stock Exchange (IDX)
over 3 years, from 2017 to 2019, The sampling technique used in this study is purposive sampling method.
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The criteria chosen in sampling were:

i Manufacturing firms listed on the Indonesia Stock Exchange (IDX) from 2017 to 2019 and were not delisted during the
research period.

ii. Manufacturing firm that report financial statements or annual reports in a row during the years of research from 2017-
2019.

iii. Mﬂﬂfacluring firms that have complete data related to the variables used in this study from 2017 until 2019.
Measuring the complementary level of financial and tax aggressiveness.

The complementary level of financial and tax aggressiveness (COMPF) in this study is measured by a measurement developed by
Rachmawati et al. (2019). COMP is measured in several steps. First, the measurement of the financial reporting aggressiveness with
the Modified-Jones Model, as assessed using the equation (1} as follows:

CCy = ttg + ay (AREV; — AREC;;) + a3z PPE; + €

where, TACCi is the total accrual of firm i in year t. AREV; is the charmn firm revenue between year ¢- [ and t. AREC;; is the
change in accounts receivable of firm i between year ¢ mnd t. PPE; is the fixed assets of firm i firm in year t. £, i§ the regression
residue indicating the discretionary accruals (DFIN) of firm i in year t. All of the above variables are scaled by total assets in year #-
1.

Second, tax aggressiveness is measured using discretionary permanent difference (DTAX) following Frank et al., (2009) developed
by Rachmawati et al., (2019) using equation (2) as follows:

PERMDIFFy = atg + a1INTANG: + a2 UNCONy + azANOL; + a4LAGP£RMm» Eir

where, PERMDIFF;; is permanent differences firm ¢ in year . INTANGj; is intangible asset (goodwill) of firm mear t. UNCON;;
is the consolidated profit (loss) of company i in year t. ANOL;, is the change in net operating loss carryforward firm i between year
t—1and t. LAGPERM; is the lag value of mmnenl difference firm i in year t. g; is the regression residuals which indicates a
permanent difference discretionary (DTAX) firm i in year t. All of variables are scaled by total assets in year t-/. The greater the
DTAX value, the greater the company's tax aggressiveness.

Aflerwns. the DFIN and DTAX scores were classified into quintiles according to year into 4 groups. First, firms that tend to have
a high complementary level of financial and tax aggresneness are in the quintile combination group with a positive DFIN and
DTAX value. Second, companies that tend to have a low complementary level of financial and tax aggressiveness are in the quintile
combination group with a positive DFIN or DTAX value. Which means that only one value has a positive or negative sign on the
second guintile combination group. For the third amd fourth guintile combination group, the companies in this group are removed
from sample. The reasons are; (1) the value of DFIN and / or DTAX are positive or negative (inconsistent for the whole combination
group) that causes the relalirmip of DTAX and DFIN is ambiguous, and (2) DFIN and DTAX have @alive values, which means
the companies does not tend to engage in conducting concurrent financial and tax aggressiveness. The quintile mn‘ﬂation of DTAX
and DFIN are carried out by classifying the results of DTAX and DFIN with quintiles ranging from one (firms with a low
complementary level of financial and tax aggressiveness) to five (firms with a high complementary level of financial and tax

aggressiveness). .
1

Finally, COMP is a vari dummy equal to 1 if the complementary level of financial and tax aggressiveness for firm i in year ¢ is

high and equal to 0 if the plementary level of financial and tax aggressiveness for company i in year tis low.

Measuring audit quality

Audit quality is a dummy variable measured by the size of audit firms, equal to 1 if the company audited by the Big Four audit firm,
namely Deloitte Touche Tohmatsu, Emst & Young (E&Y), Price Waterhouse Cooper (PWC), and KPMG. And equal to 0 if the
firms audited by the non-Big Four audit firms.

Measuring financial constraint

Company’s financial constraint is measured by combining three measures of financial constraints using confirmatory factor analysis,
namely net debt ratio, interest coverage ratio, and dividend payout ratio. We used a new measurement developed by Rachmawati et
al (2019). The first measure is net debt ratio to present the companies ability to pay its liabilities by dividing the total long term debt
and short term debt with the total assets of company ¢ in year.

The second measure is interest coverage ratio. The interest coverage ratio is used to present the company's ability to pay their
obligations. Company with high financial costs tend to experience financial constraints compared to company with low financial
costs, which means companies with low interest coverage ratios tend to face financial constraints than firms with high interest
coverage ratios. Due to negative relationship between financial constraint and interest coverage ratio, the result of interest coverage
is multiplied by -1. Interest coverage ratio is measured by dividing earnings before interest and tax (EBIT) by interest expense.
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The third measure is dividend payout ratio, used to show the company's ability to pay dividends to shareholders. Firms that are unable
to distribute revenues to shareholders are more likely to face financial constraints than firms that are able to distribute revenues. Due
to negative relationship between financial constraint and divudend payout ratio, the result is multiplied by -1. Dividend payout ratio
is measured by dividing dividends per share (DPS) with earnings per share (EPS).

Measurement of Control Variables

This study uses company size and sales growth as the control variables. According to Kumniasih and Sri (2012}, company size is a
value that presents the size of the company by its assets. Assets (‘)Wla by a company are related to the size of the company, the
bigger the company means the greater total assets the company owns. Company size is measured using the normal logarithm of total
assets (Hantono, 2016). The second convariable is sales growth, Sales growth presents the development of firm’s sales from year
to year (Budiman and Setiyono, 2012). Sales growth can be measured by calculating the end sales of the period in year ¢ minus the
end sales of the previous year divided by the end sales of the previous year. (Swingly and Sukartha, 2015).

ression Model

This study aims to examine the effect of audit quality (KAy), financial ccnrainls (FINCON;), and control variables (CONTROL)
consisting of firm size (SIZEi) and sales growth tﬂt‘.OWTHm.) to the complementary level of financial and tax aggressiveness
(COMPi). This study uses a binary logistic rnon because the dependent variable is a dummy variable. The measurement model
used by Rachmawati et al., (2019} to measure the complementary level of financial and tax aggressiveness with equation (3) as
follows:

ef + a,KA;, + a,FINCON;, + a,CONTROL, + ¢,
1+ e+ a, KA, + a,FINCON, + a,CONTROL, + &5

Pr(COMP; = 1) =

Empirical Results and Discussion
Descriptive Statistics

Table 1 preserf@ithe results of descriptive statistics for 156 observations. Based on table 1, there are 71 observations (45.51%) tend
to hn a high complementary level of financial and tax aggressiveness, and the remaining 85 observations (54.49%) tend to have a
low complementary level of financial and tax reporting aggressiveness. For the KA (Audit Quality) variable, 65 olfrvations were
audited by the Big Four audit firms which indicated a good audit quality, and as many as 91 companies (58.33%) were audited by
the non-Big Four audit firms which indicated a low audit quality.

Table 1: Descriptive Statistics

Variable Obs Mean Median Minimum Maximum SD
FINCON 156 -0.09 -0.08 -1.17 0.72 0.25
SIZE; 156 28.59 28.49 2522 31.65 1.34
GROWTH; 156 0.06 0.05 0.90 0.65 0.17

Dummy = 1 Dummy =0

N % N 3
COMPi 71 45.51% 83 54.49%
KA 65 41.67% 91 58.33%

The mean value of FINCON is -0.09. Negative sign on the mean value of FINCON variable shows that on average the firms in the
sample do not experience financial constraint. The greater the FINCON value, the more it indicates the company is experiencing
financial constraint. The maximum value of FINCON variable is (.72 presents the firms that experience financial constraints and the
minimum value of FINCON variable is -1.17 presents the firms that do not experience financial constraints.

Furthermore, the mean values of SIZE and GROWTH variables are 28.59 and 0.06 respectively. It indicates that on average the
company has a large company size and experiences sales growth. The sample data for the SIZE variable did not vary, this was
indicated by the SIZE standard deviation value of 1.34 which is smaller lhﬂe mean value of 28.59. The sample data for the
GROWTH variable varies, this was indicated by the SIZE standard deviation value of 0.17, which is greater than the mean value of
0.06.

Correlation Coefficient

The correlation coefficient determines and investigates the relationship between the dependent variable and the independent variables.
The correlation coefTicient in this study uses the Pearson correlation. The correlation coefficient can also show multicollinearity
problems between independent variable to another independent variable. It is said that there is a multicollinearity problem if the
coefficient value between independent variables is more than 0.08 (Ulfa and Juliansyah, 20 18). The results of the Pearson correlation
are presented in Table 2 following:
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Table 2: Pearson Correlation

No. Variable 1 2 3 4 5

1 COMPu 1,00

2 KA -0.20 1.00

3 FINCON;, 0.15 0.07 1.00

4 SIZEq -0.15 0.46 0.15 1.00

5 GROWTH; 0.18 0.00 0,08 0.05 1.00

10
Table 2 shows the audit quality variable (KAq) has aggative and significant correlation at the 5% level with the complementary
level of @ncial and tax aggressiveness (COMPy). This result is consistent with Hi_firms with a good audiaualily tend to engage
in a low complementary level of financial and tax aggressiveness. Financial constraints (FINCONj) h:ﬂ a positive and significant
correlation at the 5% level with the complementary level o@ancial and tax aggressiveness (COMPi). This result is consistent with
Ha, firms with financial constraint tend to en in a high complementary level of financial and tax aggressiveness.

The control variable firm size (SIZEi) has a negative and significant correlam at the 10% level with the complementary level of
financial and tax aggressiveness (COMP;;). Sales growth (GROWTH;:) has a positive and significant correlation at the 5% level with
the complementary level of financial and tax aggressiveness (COMPi). Table 2 also shows that there is no multicollinearity problem
between independent variable to another independent variable because there is no correlation coefficient value between independent
variables that exceeds 0.8,

Results @

11
The dependent variable in this study COMPi is a dummy variable, equal to 1 if firms engage in a high complementary level of
financial and tax aggressiveness and equal to O otherwise. The hypothesis test is carried out using the binary logistic re gression test.
The results of the logistic regression are presented in T 3 following:

Table 3: Logistic regression determines the complementary level of financial and tax aggressiveness.

Dependent Variable: COMP;

Variable Exp . . Effect
Coefficient z P>lzl Significance Margin

KA Hi(-) -0.70 -358 0.04 ** 0.17

FINCON; Hz (+) 1.86 498 0.00 R 0.46

SIZEq -020 270 0.09 # 005

GROWTH; 2.78 4.96 0.00 b 0.68

Cons 5.82 278 0.08

LR chi? 19,53

Prob> chi? 0.00 ##%

Pseudo R? 9.08%%

N 156

Note: *, ## and *** signs show significance at 10%, 5%, and 1%, respectively.

10
Based on table 3, it shows that the coefficient of KAj is negative and significant at the 5% level and has a marginal effect value of -
0.17. These results indicate that when the firm has a good audit quality, the company's tendency to act aggressively in financial and
tax reporting will simuuu-musly decrease by 17%. These results are also consistent with Hy where firms with a good audit quality
tend to engage in a low complementary level of financial and tax aggressiveness. When the firm has good audit quality, the detection
risk will be face by the firm is higher. Good audit quality has a role as a deterrent to the financial and tax aggressiveness because if
these actions are detected and revealed it can damage the firm’s reputatifed] in the eyes of investors and the public (Christiani and
Nugrahanti, 2014}). This result consist with Herusetya (2012), which states that the audit quality of Big Four audit firms has a negative
effect on earnings management behavior while maintaining reputation protection. Also with the researches of Fadhilah (2014), Sandy
and Lukviarman (2015), and Feranika et al. (20 16), they state that the audit quality has a negative effect on corporate tax aggressive
avior.

The coeflicient of FINCON; is positive and significant at the 1% level. The marginal effect of the FINCON variable is 0.46. These
results indicate when a company's financial constraint increases, the tendency to act aggressively in financial and tax reporting will
simultaneously increase by 46%. These results are also consistent with Hz, indicates where firms with financial constraints tend to
engage in a high complementary level of financial and tax aggressivenesnm facing financial constraints will get benefits if they
conduct the concurrent financial and tax aggressiveness. These resullsn'e in line with research conducted by Rachmawati et al.
(2019), which states that financial constraint is positive and significant to the complementary level of financial and tax aggressiveness.
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Companies tend to hml higher complementary level of financial and tax aggressiveness because of the greater benefits they will
get when conducting financial and tax aggressiveness at the same time.

The coefficient of control variable SIZE is negatively and significant at the 10% level. The marginal effect value of the SIZE is -
0.05. These results indicate when the size of the company increases, the tendency to act aggressively in financial and tax will
simultaneously decrease by 50% . This indicates that big size company tend to engage in a low complementary level of financial and
tax aggressiveness. A big size company tend to not engage in upward earnings management. The big size company means having
large assets that will become an attraction for investors. The total assets owned by the company can be used as collateral by investors
if the company emience a loss. This result is in accordance with the research of Herlambang and Darsono (2015) which states that
company’s size has a significant negative effect on eamings management. This result is also in accordance with the research of
Leksono et. al (2019), where firm size partially has a negative relationship to tax aggressiveness because big ﬁa. will be more
monitored and get more attention from the government and the public (Herlambang and Darsono, 2015). Hnwnr. the results of this
study contradict the research of Rachmawatiet al. (2019) which gives the results that firm size is not significant on the complementary
level of financial and tax aggressiveness.

The coefficient of control variable GROWTH is positive and significant at the 1% level. The marginal value of the GROWTH
variable is 0.68. These results indicate when a company experiences an increase in sales growth, the company's tendency to act
aggressively in financial and tax reporting will simultaneously increase by 68%. This indicates that companies that experience sales
growth tend to engage in a low complementary level of financial and tax aggressiveness. This result is in accordance with previous
research, where companies with sales growth tend to conduct tax aggressiveness to minimize taxes paid (Wahyuni et al., 2019) and
aggressiveness in financial reporting to show asset growth to investors (Prasetya and Gayatri, 2016) and maintain the firm’s sales
growth (Rachmawati et al., 2019).

Conclusion g

3
This research considers the costs and benefits the company will face if they carry out financial and tax aggressiveness at the same
time. Audit quality has a negative and significant effect on the complementary level of ﬁrnc ial and tax aggressiveness (COMP;y).
‘When the firm has good audit quality, the risks faced by the firm will also be higher so that the complementary level of financial and
tax aggressiveness tends to be low. This result is in B:ordance with the research of Herusetya (2012), Sandy and Lukviarman (2015),
and Feranika et al. (2016). Financial constraints is a positive and significant effect on the con&menlmy level of financial and tax
aggressiveness (COMPi). Firms that experience financial constraints tend to engage in a high complementary level of financial and
aggressiveness because the company will get benefits when conducting the financial and tax aggressiveness at the same time.
This is in accordance with the research of Rachmawati et al, (2019).

This research is expected to make a positive c-:)nlribu to all parties, especially those who are involved in the research namely
investors, regulators, and managers who face the direct impact of the financial and tax aggressiveness. Firms are expected to consider
decisions when undertaking aggressiveness in financial and tax reporting, as well as paying attention to the risks they will face such
as being subject to sanctions by regulators and losing the reputation if the act of financial and tax aggressiveness are revealed.
Investors and potential investors are expected to be more careful and make the right decisions when investing in companies that
experience financial constraints and have low audit quality because these companies tend to engage in complementary level of
financial and tax aggressiveness. Regulators are expected to strengthen mehggulalions related to financial and tax aggressiveness
s0 there are no loopholes for companies to carry out these two act . Finally, Big Four and non-Big Four audit firms are to maintain
their independence, integrity and transparency to produce a good audit quality.

From the results, there are several suggestions for further research. This study is still limited to one industrial sector company listed
on the Indonesia Stock Exchange (IDX) so the results cannot be gener:ned to other industrial sectors. The research period only lasts
from 2017-2019, this research only focuses on 2 factors to determine the complementary level of financial and tax aggressiveness.
Finally the audit quality is only measured by the size of audit firms. We suggest for further research can add other sectors to the
research sample and increase the range ofobsereon periods so that the results are more accurate and can be generalized to other
industries. The addition of other variables that affect the complementary level of ﬁnang and tax aggressiveness, such as risk
preference, book-tax conformity, and good corporate governance. The final suggestion for further research is to use other proxies to
measure audit quality such as audit firm industry specialization or audit tenure.
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