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Aims: This study investigates tax avoidance strategies in Indonesia's property and real 
estate industry, considering firm size, profitability, and audit committee as variables. 
Study design:A quantitative study is used to collect data that can be measured in numbers 
and analysed statistically. 
Place and Duration of Study:Engaging 15 businesses in the property and real estate 
industry that has maintained a presence on the Indonesia Stock Exchange for a decade. 
Methodology:In the study, an empirical analysis was conducted using data contained in the 
company's financial statements to test tax avoidance in Indonesia. This study used a sample 
of 150 selected through a purposive sampling approach. The sample was then analysed by 
testing the direct effects and indirect effects using Path Analysis. In this study, the analysis 
technique used was SPSS 24 software. 
Results:The results show a strong relationship between tax evasion, firm size, profitability, 
and the audit committee. Furthermore, it has been demonstrated that the audit committee, 
firm size, and tax avoidance can all be mediated by profitability. It is important to remember 
that when profitability is strong, there is a greater chance of tax avoidance. 
Conclusion:Further research is expected to expand the coverage by using more companies 
from different sectors, as well as adding additional variables as part of the analysis. This is 
important because the research focuses only on one sector and uses a limited number of 
samples. For investors, assessing the profitability of companies and compliance with tax 
regulations becomes crucial to identifying potential investment risks. 
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1. INTRODUCTION 14 

 15 

The majority of the money needed by the state to maintain fiscal stability, encourage 16 
economic growth, and pay for public services comes from taxes. As per Indonesian law 17 
number 28 of 2007, taxation is an obligatory governmental contribution owed by persons or 18 
businesses that are legally obligated, without any form of compensation, and utilised for 19 
state objectives aimed at maximising the well-being of the populace.Using legal loopholes in 20 
a nation's tax laws, tax avoidance is a transaction strategy that can reduce tax liabilities [1]. 21 
A massive increase in tax collection could have a positive impact on Indonesian economic 22 
growth [2]. Therefore, all Indonesian citizens are bound to pay their tax obligations. Ignoring 23 
tax payments or evading tax obligations can have serious consequences, including the risk 24 
of large fines and legal problems. In companies, management is always driven by 25 
shareholders to increase the company's value and net wealth after taxes. This is what 26 
underlies tax avoidance [3].  27 
 28 
The property and real estate sector is one that carries out a lot of tax avoidance activities. In 29 
the real estate and property sectors, there are numerous instances of tax avoidance. One 30 



 

such example involves Property Company PT Agung Podomoro Land Tbk, which is 31 
implicated in a tax avoidance case involving the leak of 11.5 million documents or the 32 
Panama Papers [3]. Alongside 4.8 million emails, this document encompasses 32,000 text 33 
pages, 2.1 million PDF documents, 1.1 million photos, and approximately 2,000 34 
miscellaneous files. Furthermore, in order to avoid paying taxes in Indonesia, PT Ciputra 35 
Development engaged in tax fraud by hiding assets valued at USD 1.6 billion, or IDR 21.6 36 
trillion [4]. The same case also involves Lippo Karawaci, Tbk, who carried out tax avoidance 37 
in the Panama Papers incident. Based on these cases, we can conclude that the incidence 38 
of tax avoidance is quite high. This results in tax losses that affect the state's reduced tax 39 
revenues.Taking into account previous research phenomena and findings, research on tax 40 
avoidance remains a focus that needs to be updated continuously in order to identify 41 
potential gaps in tax avoidance practices. Therefore, the researchers are interested in re-42 
exploring the relationship between profitability, the role of the audit committee, the size of the 43 
company, and tax avoidance practices in the context of property and real estate companies 44 
on the Indonesian Stock Exchange. 45 
 46 
Audit committees are among the elements that encourage or lead businesses to engage in 47 
tax avoidance. The audit committee has a vital role in maintaining integrity and transparency 48 
in the company's financial statements, and they help ensure that the company follows 49 
practices in accordance with applicable standardsthe audit committee in charge of 50 
overseeing financial statements influences in determining tax management, especially tax 51 
avoidance [5]. Prior studies examining the impact of the audit committee on tax avoidance 52 
were carried out by Dewi et al. [5]; Tiala et al. [6]; Ritonga et al. [7]Concluded that the audit 53 
committee influences tax avoidance. However, Sherly shows different results[8]; and 54 
Eksandy[9]It is concluded that the audit committee does not affect tax avoidance. When 55 
evaluating the company's assets,its size is a helpful indicator[10]. Accurately calculated at 56 
the conclusion of each year, the assets in question represent the total assets for a particular 57 
year. In order to assess the progress of a business, one can examine its total assets. 58 
Indicative of a company's promising long-term prospects is its total assets to a greater extent 59 
[11]. The scale of the business impacts the potential tax savings achievable through tax 60 
avoidance strategies [12].  61 
 62 
The effect of firm scale on tax avoidance has been the subject of some prior researchby 63 
Chouaibi et al. [13]; Sulaiman[14]; Roslita et al. [3]; determined that the size of a corporation 64 
affects tax avoidance. Prabowo showed different results.[15]; and Tanjaya et al. [16]It is 65 
concluded that firm size does not affect tax avoidance. According to the findings of prior 66 
research concerning the impact of firm size and the composition of the audit committee on 67 
tax avoidance, there are still differences in results. So there is a gap to conduct a re-study by 68 
testing the profitability variable as a mediator. 69 
 70 
Profitability is an indicator used to evaluate the performance of a company. The 71 
organisation's profitability metric signifies its capacity to produce monetary gains within a 72 
specified timeframe through the effective utilisation of its share capital, assets, and sales 73 
volume [1]. One of the ratios used to measure profitability is ROA (Return On Asset). 74 
Suppose a company's profitability increases from the previous time. In that case, it is likely 75 
that the company also generates greater net profits, which means that the business entity 76 
must pay higher taxes [17]. The findings of studies carried out byTamirsyah et al. [18]; 77 
Amidu et al.  [19] and Sulaiman[20]It has been determined that profitability does not impact 78 
tax avoidance. While the results of Sudibyo's research [21] and Sherly [8]It is concluded that 79 
profitability has a significant positive effect on tax avoidance. 80 
 81 
The audit committee plays an integral part in the company's increased profitability. The audit 82 
committee, working closely with the board of commissioners, has the critical role of 83 



 

overseeing the company's operations to improve the effectiveness of implementing good 84 
corporate governance [22]. Rini et al. [23] also revealed that the more audit committees 85 
there are, the more influential the audit committee's supervision can be in improving 86 
company performance and havingan impact on profitability. The findings of studies carried 87 
out by Mulyadi [24] and Wanodyatama et al. [25]sum up that the audit committee affects 88 
profitability. However, different results were carried out by Ramadhani et al. [26], Ramadhani 89 
et al. (2021), and Katutari et al. [27]determined that the profitability of the audit committee is 90 
unaffected. 91 
 92 
Increased profitability occurs due to firm size. Larger companies have a variety of facilities, 93 
greater production capacity, and better and more systemised management strategies. Large 94 
companies have easier access to funding sources for business development, which attracts 95 
trust from investors and lenders[28].  Effective asset management and robust strategies are 96 
needed to optimise opportunities and increase company profits. Small companies need help 97 
with resource access, marketing-innovation integration, and funding[29]. Because of this, 98 
small firms have to face significant risks that can threaten their business survival[28]. The 99 
findings of studies undertaken by Pradnyaswari et al. [30]; Vidyasari et al. [31]Concluded 100 
that firm size affects profitability. But in contrast to Sutan's research [32], Muliana et al. 101 
[33]Which concluded that firm size does not affect profitability.  102 
 103 
Based on related phenomena and several previous research results, tax avoidance research 104 
is still a topic that must continue to be refined, so researchers are interested in re-examining 105 
profitability as a mediator of the influence of the audit committee and company size on tax 106 
avoidance in property and real estate companies on the Indonesia Stock Exchange. 107 
 108 

2. LITERATURE REVIEW AND RESEARCH HYPOTESES 109 

2.1 THEORITICAL REVIEW 110 
2.1.1 Compliance Theory 111 
Studies related to obedience theory were first proposed by Milgram (1963) [34]InWijayanti et 112 
al. [35]. This theory examines the factors that influence an individual's decision to comply 113 
with a request, even though the individual does not agree or the rule is not profitable for the 114 
company. The use of compliance theory as a grand theory in this study is considered 115 
because of the existence of binding tax regulations for each taxpayer. Given the high 116 
likelihood of taxpayers engaging in tax avoidance, it is essential to strengthen the use of 117 
compliance theory in tax avoidance research to assess the extent of taxpayer compliance 118 
with tax regulations. 119 
2.1.2 Profitability 120 
A company's profitability is determined by its ability to generate profits within a specific 121 
period based on its sales, assets, and share capital [1]. If profitability increases, the 122 
company is likely to make greater profits and pay higher taxes [17]. With high profitability, 123 
firms will plan taxes carefully to achieve the ideal tax rate, reducing the tendency to evade 124 
taxes[36]. 125 
2.1.3 Audit Commite 126 
As per the guidelines established by the Indonesian Audit Committee Association, the audit 127 
committee has a vital role in assisting the Board of Commissioners in evaluating the internal 128 
control system, ensuring the accuracy of financial statements, and assessing the 129 
effectiveness of internal audits. To reduce tax avoidance, the audit committee can monitor 130 
the enterprise’s operations with its authority, ensuring there are no irregularities, especially in 131 
the financial statements [37]. An effective method to evaluate the influence of the audit 132 
committee on tax avoidance is to analyze how often the company's financial statements 133 
refer to the audit committee [38].  134 
2.1.4 Firm Size  135 



 

Firm size is used as an indicator to evaluate the risk between large and small companies, as 136 
well as a parameter to assess the company's assets[10]. The larger the total assets of the 137 
enterprise, the more it indicates that the enterprise has positive potential over a more 138 
extendedperiod[11]. The greater the scale of the business, the greater the likelihood of tax 139 
avoidance to obtain the best possible tax savings [12]. Companies can manage all their 140 
assets with the aim of reducing tax liabilities, which can be done through the use of 141 
amortisation and depreciation arising from investments in physical and fixed assets [12]. 142 
2.1.5 Tax Avoidance  143 
The company believes that paying taxes is an obligation that must be obeyed in accordance 144 
with existing regulations. Therefore, the company designs effective and efficient strategies 145 
for managing tax affairs and applies avoidance methods that are in accordance with the 146 
law[39].Tax avoidance is a proactive approach firms employ to minimise their tax liability[5]. 147 
Since data access is more straightforward and rarely changes, the effective tax rate (ETR) is 148 
typically a tool employed for quantifying tax avoidance. The tax expense is divided by the 149 
profit before taxes to get the ETR. The more the ETR ratio is more significant, the company's 150 
level of tax avoidance activities decreases [36].  151 
 152 

2.2 Research Hypoteses 153 
2.2.1 The Effect Of Audit Commite on Tax Avoidance  154 
Companies that prioritise strong corporate governance typically experience a reduced 155 
likelihood of engaging in tax avoidance practices, thanks to the diligent oversight and control 156 
measures in place [40]. The audit committee must ensure that companies comply with 157 
applicable tax regulations and do not engage in illegal tax avoidance practices [41]. 158 
Considering the topic at hand, studies carried out by Rospitasari et al. [42]; and 159 
Oktaviani[42]Revealed that the audit committee affects tax avoidance. The reasoning above 160 
leads to the formation of the first hypothesis that the study will examine, which is as follows : 161 

H1: Audit Committee Affects Tax Avoidance 162 
2.2.2 The Effect Of Firm Size on  Tax Avoidance  163 
With the growth of firm size, public demands also increase; it is necessary to evaluate 164 
whether firm size encourages an increase in tax compliance in accordance with the 165 
principles of compliance theory [43]. The likelihood of tax avoidance increases with the size 166 
of the business [44]. Previous research conducted by Chouaibi[13]; Sulaeman[14]AndRoslita 167 
et al. [3]Which points out how a company's size influences tax avoidance. The reasoning 168 
above leads to the formation of the second hypothesis that the study will examine, which is 169 
as follows: 170 

H2: Firm Size Affects Tax Avoidance 171 
2.2.3 The Effect Of Audit Commite on Profitability  172 
Higher profits are a sign of a stable financial situation for the company. The more audit 173 
committees, the more effective their oversight, which can improve company performance 174 
and affect profitability [23]. Wanodyatama conducted prior studies.[25]; Aryan 175 
[45]AndMerawati et al. [46]It has been found that the audit committee has a significant 176 
impact on profitability. The reasoning above leads to the formation of the third hypothesis 177 
that the study will examine, which is as follows : 178 

H3: Audit Committee Affects Profitability 179 
2.2.4 The Effect Of Firm Size on Profitability 180 
The ability of a business to secure more outside funding to support its operations is impacted 181 
by its size[47]. Larger firms have more resources to increase their value, thanks to better 182 
access to external funding compared to smaller firms[48]. Therefore, firm size is likely to 183 
increase profitability—previous research conducted by Pradnyaswari et al. [30]; Vidyasari et 184 
al. [31]And Kartika et al. [49]Concluded that firm size affects profitability.The reasoning 185 
above leads to the formation of the fourth hypothesis that the study will examine, which is as 186 
follows: 187 

H4: Firm Size Affects Profitability. 188 



 

2.2.5 The Effect Of Profitability on Tax Avoidance  189 
With impressive profitability, enterprises will plan taxes carefully to achieve the optimal tax 190 
rate, thereby reducing the tendency to engage in tax avoidance [36]. Previous research 191 
conducted by Sudibyo [21]; and Sherly [8]Concluded that profitability affects tax avoidance. 192 
The reasoning above leads to the formation of the fifth hypothesis that the study will 193 
examine, which is as follows: 194 

H5: Profitability Affects Tax Avoidance 195 
 196 
2.2.6 Profitability Mediates The Effect Of Audit Commite on Tax Avoidance 197 
Companies that have audit committees are responsible for closely monitoring reporting 198 
policy issues, which could discourage the company from engaging in tax avoidance. This is 199 
in accordance with research conducted by Hapsari et al. [50]. The reasoning above leads to 200 
the formation of the sixth hypothesis that the study will examine, which is as follows : 201 

H6: Profitability Able to Mediate the Relationship Between Audit Committee and Tax 202 
Avoidance 203 

2.2.7 Profitability Mediates The Effect Of Firm Size on Tax Avoidance 204 
The scale of a firm can certainly influence its profitability, although it's not a foolproof 205 
guarantee of success[51]. When the company achieves optimal profit from its operations, it 206 
can encourage the company to conduct tax avoidance in line with the increase in profitability 207 
obtained. 208 

H7: Profitability Able to Mediate the Relationship Between Firm Size and Tax Avoidance 209 
 210 
 211 

The research conceptual framework adopted is as follows, in light of the description above:  212 

Figure 1 Research conceptual framework 213 

 214 

3. METHODS 215 

3.1 Data Source 216 

Secondary information from the official website of the Indonesia Stock Exchange of the 217 
company sampled in this study were the data sources used in this analysis. Purposive 218 
sampling was the approach used to carry out the sampling process in this study, where there 219 
were criteria that were used as samples. The object of this study uses 15 samples of 220 
property and real estate companies listed on the Indonesia Stock Exchange in the 2013-221 
2023 time span and using the following criteria: (1) Property and real estate companies listed 222 
on the Indonesia Stock Exchange (IDX) in 2013-2022; (2) Property and real estate 223 
companies that have complete financial reports; (3) Property and real estate companies that 224 
have financial reports that have experienced profits during 2013-2022. The observation 225 
period is ten years, resulting in a total of 150 observation data. 226 

3.2 Data Analysis Technique 227 



 

The data analysis method makes use of path analysis to examine how audit committees, 228 
business sizes, and profitability affect tax avoidance and indirect effects using profitability as 229 
a mediating variable. Path analysis can be used to assess the impact, both direct and 230 
indirect. The form of the path equation in this study is as follows: 231 
 232 
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Figure 2 Path Analysis 241 
 242 
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 244 
Description: 245 

X1: Audit Committee 246 
X2: Firm Size 247 
Y1: Profitability 248 
Y2: Tax Avoidance 249 
β: Path coefficient between effect and cause variables 250 
e: Residual variables 251 
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 266 
Meanwhile, the mediation test uses the Sobel test to find out whether a variable is 267 

able to act as a mediating variable; testing will be carried out.The Sobel test measures how 268 

Audit Commite 

Profitability 
Tax Avoidance 

Firm Size 



 

much the independent variable (X) indirectly affects the dependent variable (Y) through the 269 

mediating variable (M). Mediation testing with the Sobelmethod can be described as follows: 270 

 271 
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 281 
Figure 3 Mediation Model 282 

 283 

3.3 Operational Definitions and Research Variables  284 

The operational definitions or indicators of the variables of profitability, audit committee, firm 285 
size and tax avoidance can be explained in table 1 below: 286 

Table 1 Variables and Indicators 287 

 288 
 289 

3.3.1 Profitability 290 
The Return On Asset (ROA) ratio is one of the metrics used to assess profitability. ROAis 291 
calculated by comparing profit after taxes and functions as an indicator to assess the degree 292 
to which the company's assets yield a rate of return[38]. 293 
3.3.2 Audit Commite 294 
The process of determining the count of audit committees that are disclosed in the 295 
annotations to the financial statements of the organization[22]. 296 
3.3.3 Firm Size  297 
A statistic used to assess the worth of the firm's assets is its company scale [10]. The assets 298 
calculated are total assets for one year, precisely calculated at the end of the year[52]. 299 
3.3.4 Tax Avoidance 300 
Tax avoidance is done by applying legal efforts, one of which is through ETR (effective tax 301 
rate) based on applicable financial accounting reporting[53].  302 
 303 
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4. RESULTS AND DISCUSSION 304 

4.1 RESULT 305 

Hypothesis testing is carried out by solving the structure of the Path Analysis results to test 306 
the direct influence between variables described in Table 2 below: 307 

Table 2 Direct Influence Between Variables 308 

Influence between Variables Path 
Coefficie

nt 

T - 
Statistics 

Sig. Ket 

Audit Committee → Profitability 0.235 2.964 0.004 Sig 

Firm Size → Profitability 0.163 2.052 0.042 Sig 

Audit Committee → Tax Avoidance -0.183 -2.302 0.023 Sig 

Firm Size → Tax Avoidance 0.188 2.358 0.020 Sig 

Profitability →   Tax Avoidance 0.256 3.224 0.002 Sig 

Source: Secondary Data Processed, 2023 309 
 310 
Based on table 2 shows that the direct effect of the audit committee variable, firm size, on 311 
profitability, has a significance value smaller than 0.05. The audit committee and the size of 312 
the company are found to have an impact on profitability, which is followed by a rise in 313 
profitability that is valued at 23.5% and 16.3%, respectively. 314 
 315 
The statistical significance of the direct impact of the audit committee variable on tax 316 
avoidance is less than 0.05. It is concluded that the audit committee has a negative effect on 317 
tax avoidance, followed by a decrease in tax avoidance of -18.3%. Meanwhile, the firm size 318 
and profitability variables have a significance value smaller than 0.05. It can be concluded 319 
that firm size and profitability affect tax avoidance, and an increase will follow in tax 320 
avoidance, which is worth 18.8 and 25.6%, respectively.  321 
The indirect relationship is tested with the Sobel test approach and is explained in table 3 322 
below: 323 

Table 3. Indirect Influence between Variables 324 

Influence between Variables T - 
Statistics 

Sig. Description 

Audit 
Committee 

-> Profitability  
-> tax 

avoidance 
2,182 

 
0,029 Significant 

Company 
size 

-> Profitability 
-> tax 

avoidance 
2.048 

 
0,040 Significant 

Source: Primary Data Processed, 2023 325 
 326 

Table 3 above explains the statistical t value of 2.182, which is produced by the audit 327 
committee's indirect effect on tax avoidance through profitability with a significance of 0.029, 328 
so profitability is able to mediate the impact of the audit committee on tax avoidance. The 329 
indirect effect of firm size on tax avoidance through profitability produces a statistical t-value 330 
of 2.048 with a significance of 0.040, which means that profitability is able to mediate the 331 
effect of firm size on tax avoidance. 332 
 333 

4.2 DISCUSSION 334 

The first hypothesis, which affirms the existence of a link between the audit committees and 335 
tax avoidance, is accepted. The audit committee has an important role to play in determining 336 
whether the company has performed its obligations in accordance with the standards. It is 337 
expected that having an influential audit committee will reduce such practices. According to 338 
the compliance theory, the audit committee is expected to be able to minimise the rate of tax 339 
avoidance. The results of this study are consistent with those of Dewi et al. [5], Tiala et al. 340 



 

[6], and Ritonga et al. [54], which suggest that audit commitments have an influence on tax 341 
avoidance. The second hypothesis, about the influence of corporate size on tax avoidance, 342 
is acceptable. The company's size can determine how much access and implementation of 343 
taxation strategies will be granted. With a larger scale of operations, companies can also 344 
exploit gaps in tax regulations to legally minimize their tax burden. This is in line with a study 345 
conducted by Chouaibi et al. [13], Sulaiman[14], and Roslita et al.[3], which concluded that 346 
the size of a company influences tax avoidance.  347 

The third and fourth hypotheses about the influence of the audit committee and company 348 
size on profitability are acceptable. Audit committees have an important role to play in 349 
increasing the profitability of companies by ensuring transparency, accuracy, and 350 
compliance with applicable accounting and regulatory standards. This is in line with research 351 
by Sudibyo[21]and Sherly[8], which revealed that increasingly effective oversight of audit 352 
committees can improve company performance and have a positive impact on profitability. 353 
The size of a company affects its profitability because large companies have the best access 354 
to resources and technology, increasing efficiency and productivity, which helps 355 
management get better raw material prices, or increasing product sales prices, which 356 
contributes to overall profitability. Pradnyaswari [30]; Vidyasari et.al [31]that reveals that the 357 
company's size has an impact on profitability. The fifth hypothesis, which affirms the 358 
relationship between profitability and tax evasion, is acceptable. The profitability of a 359 
company's profitability rate can be an important factor influencing the decision of the 360 
company to use tax avoidance practices to maximise company profits. This is in line with 361 
research by Tamirsyah et al. [18], Amidu et al. [19], and Sulaiman[14], which suggests that 362 
profitability influences tax avoidance. 363 

The sixth and seventh hypotheses in the mediation test with the stated profitability variable 364 
are accepted. The audit committee's influence on tax avoidance is mediated by profitability. 365 
It is explained that the auditing committee plays a key role in ensuring transparency, 366 
accuracy, and compliance with accounting standards, which increases investor confidence in 367 
the company. High confidence piques investors' interest in purchasing corporate shares, 368 
resulting in high profitability. Minimising corporate tax avoidance also contributes to 369 
achieving high profitability. This study builds on Rini et.al [23] previous research 370 
andWanodyatama[25]; Aryan[45], who concluded that the audit committee had an impact on 371 
profitability, and the findings of this study were consistent with Sudibyo's findings[21]; and 372 
Sherly[8], who concluded that profitability had a significant positive impact on tax avoidance.  373 
 374 

The seventh hypothesis, the profitability of mediating corporate size's influence on tax 375 
evasion, is stated to be acceptable. The company's size influences access to resources and 376 
technology, improving efficiency and productivity. It helps management obtain better raw 377 
material prices or increase product sales prices, which in turn increases profitability. 378 
Increased profitability also encourages businesses to comply more closely with tax 379 
regulations, reducing tax avoidance practices in order to preserve the company's reputation. 380 
This study developed research by Pradnyaswari et al. [30]and Vidyasari[31], which 381 
concluded that the size of a company influences profitability. The findings of this study are 382 
linked to a study conducted by Sudibyo [21] and Sherly[8], which concluded that profitability 383 
had a significant positive impact on tax avoidance. 384 

 385 

 386 

 387 



 

5. CONCLUSION 388 

Tax avoidance is an important strategy in an effort to achieve maximum profits. This practice 389 
is influenced by the audit committee, company size, and profitability. Based on the research 390 
that has been discussed, all hypotheses can be accepted, while one variable shows a 391 
negative influence. In this context, profitability acts as a mediator between the audit 392 
committee, company size, and tax avoidance practices. It is hoped that this research will 393 
have great benefits, especially for investors who need to consider profitability and company 394 
compliance with tax regulations to reduce investment risk. In addition, it is hoped that the 395 
public can broaden their understanding of taxation through this research and other sources 396 
so that tax avoidance practices can be minimized. The phenomenon of tax avoidance 397 
remains relevant, so future research is expected to expand the analysis by adding other 398 
variables and considering different industrial sectors. 399 
 400 
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