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Abstract. This study aims to analyze the effect of owner characteristics and thin 
capitalization on tax avoidance with firm value as a mediating variable. Tax avoidance 
is a strategy commonly used by companies to minimize their tax burden, but such 
practices may be influenced by ownership characteristics and corporate financing 
policies. Owner characteristics are assumed to influence managerial decisions, 
including corporate tax strategies. Meanwhile, thin capitalization, which reflects the 
proportion of debt relative to equity, can provide tax benefits through interest expense 
deductions that reduce taxable income. This research employs a quantitative approach 
using secondary data obtained from the financial statements of companies listed on 
the Indonesia Stock Exchange (IDX). The data analysis technique used in this study is 
panel data regression analysis to examine the relationship between variables, along 
with mediation testing to determine the role of firm value in mediating the relationship 
between owner characteristics, thin capitalization, and tax avoidance. The findings of 
this research are expected to provide empirical evidence regarding the influence of 
ownership characteristics and thin capitalization on corporate tax avoidance practices, 
as well as the mediating role of firm value. This study is expected to contribute to the 
development of financial management and taxation literature and provide insights for 
investors, corporate management, and policymakers in understanding tax avoidance 
behavior. 
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1. Introduction 

According to data from the Indonesian Ministry of Finance, tax contributions to the State 
Budget (APBN) have shown a significant increase in recent years. In 2020, tax contributions 
reached 74.9%. This figure declined to 71.5% in 2021 due to the COVID-19 pandemic, which 
caused a global economic slowdown. However, in 2022, the contribution rose again to 76.5%, 
reaching a peak of around 80% in 2023. This data confirms that a significant portion of APBN 
financing relies heavily on tax revenues, making effective tax management crucial for 
maintaining the country's fiscal stability. 

However, optimizing tax revenue still faces significant obstacles, primarily due to the 
prevalence of tax avoidance practices. Tax avoidance is a legally valid practice, but ethically 
and substantively questionable, as it results in the underutilization of potential state 
revenues. This is a serious concern because tax avoidance practices are implemented by most 
large corporations through various aggressive schemes that exploit loopholes in tax 
regulations. 

One important indicator used to measure the effectiveness of a tax system is the tax ratio. 
The tax ratio compares state revenue from the tax sector to Gross Domestic Product (GDP). 
A higher tax ratio indicates a country's ability to optimally collect potential taxes from ongoing 
economic activities. Unfortunately, Indonesia's tax ratio is relatively low compared to other 
ASEAN countries. Over the past five years, as shown in Figure 1.1, Indonesia's tax ratio has 
fluctuated and fallen below 12%: 10.2% in 2019, 8.3% in 2020, 9.1% in 2021, 10.4% in 2022, 
and then again to 10.2% in 2023. The World Bank identifies 15% of GDP as the ideal or optimal 
tax ratio for developing countries, such as Indonesia. A lower tax ratio indicates a significant 
gap between the government's potential and realized tax revenues. 

Figure I.1Indonesia's Tax Ratio Trend 
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According to the Fiscal Policy Agency (BKF), the primary cause of this low tax ratio is the 
existence of tax avoidance practices by companies, both national and multinational. Tax 
avoidance is typically carried out through transfer pricing strategies, the use of shell 
companies, the use of tax havens, and capital structures that prioritize debt over equity, 
known as thin capitalization. 

2. Research Methods 

This research is categorized as explanatory research using quantitative methods. Explanatory 
research aims to describe and understand the correlation between variables, particularly in 
the context of cause-and-effect relationships. The quantitative approach is based on a 
positivistic paradigm, where the research process is conducted on a specific population or 
sample using standardized instruments. The collected data is then analyzed quantitatively 
using statistical methods to describe the phenomena that occur and test existing hypotheses 
(Sugiyono, 2019). 

This research is also causal in nature, as its primary focus is to examine the causal relationship 
between variables. Specifically, this study analyzes the relationship between four variables: 
Company Owner Characteristics (X1) and Thin Capitalization (X2) as independent variables, 
Corporate Tax Avoidance Level (Y) as dependent variable, and Company Value (Z) as 
mediating variable. 

3. Results and Discussion 

3.1. The Influence of Company Owner Characteristics on Tax Avoidance 

Hypothesis 1 testing shows that the number of Audit Committee members has no effect on 
the level of tax avoidance in mining sector companies listed on the Indonesia Stock Exchange. 
However, the independent commissioner variable has a significant positive effect on the level 
of tax avoidance. This indicates that the greater the proportion of independent 
commissioners in the board of commissioners structure, the greater the company's tendency 
to engage in tax avoidance. The logical explanation is that, from an agency theory perspective, 
an independent board of commissioners functions to oversee and provide direction to 
management in order to improve company performance. In practice, tax avoidance is often 
viewed as a strategy that can increase company efficiency by legally reducing the tax burden. 
Therefore, independent commissioners can provide support for management policies related 
to tax planning strategies as long as they remain within the limits of tax regulations. This 
condition means that the presence of independent commissioners does not always suppress 
tax avoidance practices but can instead encourage the optimization of a company's tax 
planning strategy. This finding aligns with research showing that board independence has a 
positive influence on tax avoidance activities undertaken by companies (Arieftiara et al., 
2021). Other studies also found that the characteristics of independent governance organs 
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can be positively correlated with tax avoidance practices due to limited supervision or 
utilization of networks owned by independent members (Oktavia, 2020). 

3.2. The Effect of Thin Capitalization on Tax Avoidance 

Thin capitalization policies have a significant negative impact on tax avoidance rates. This 
means that the higher the implementation of thin capitalization policies, or the greater the 
proportion of corporate financing derived from debt, the lower the corporate tax avoidance 
rate tends to be. The logical explanation is that corporations with high debt levels will bear 
large interest burdens, resulting in stricter payment obligations to creditors such as banks or 
financial institutions. This condition places companies under more intensive scrutiny from 
creditors because they have a vested interest in ensuring the company's ability to meet its 
debt repayment obligations. This high level of oversight from banks or financial institutions 
makes company management more cautious in making risky decisions, including engaging in 
tax avoidance practices. This is because overly aggressive tax avoidance practices have the 
potential to create legal risks, tax sanctions, and reputational damage, which can ultimately 
increase the company's costs and impair its ability to meet its debt repayment obligations. 
Therefore, companies with high levels of leverage tend to avoid aggressive tax policies to 
maintain financial stability and creditor confidence. This is consistent with research showing 
that a company's financing structure can influence tax avoidance practices, where external 
oversight from creditors can suppress management's behavior in pursuing high-risk tax 
strategies (Salehi et al., 2024). Furthermore, other research also shows that corporate 
financing characteristics, including debt structure and thin capitalization restrictions, play a 
role in limiting corporate tax avoidance practices (Simamora & Sari, 2021). 

3.3. The Influence of Company Owner Characteristics on Company Value 

The results of Hypothesis 3 show that the number of Audit Committee members has no effect 
on company value. However, the number of commissioners has a significant negative effect 
on company value. This means that the higher the proportion of independent commissioners 
in the board of commissioners structure, the lower the company's value tends to be. The 
logical explanation is that although the presence of independent commissioners aims to 
increase the effectiveness of management oversight, under certain conditions, an excessive 
number of independent commissioners can slow down the company's strategic decision-
making process. A tighter oversight process can also cause management to be more 
conservative in making investment decisions or business strategies that have the potential to 
increase company value. Furthermore, differences of opinion between independent 
commissioners and management can lead to internal conflict or inefficient coordination in 
the decision-making process. These conditions can hinder management's flexibility in 
responding to business opportunities, resulting in a decline in company performance and, 
consequently, a decrease in the company's value in the eyes of investors. This is in accordance 
with research showing that the proportion of independent commissioners in corporate 
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governance mechanisms can have a negative impact on company value due to increased 
monitoring costs and potential inefficiencies in corporate decision-making (Susilowati et al., 
2022). Other research also shows that some good corporate governance mechanisms do not 
always increase company value directly because their effectiveness is highly dependent on 
the company's internal conditions and the quality of corporate governance implementation 
(Widiatmoko, 2020). 

3.4. The Effect of Thin Capitalization on Company Value 

Based on the hypothesis 4 test, thin capitalization has a significant positive effect on firm 
value. This means that the greater the level of debt usage compared to equity in a company's 
funding structure, the firm's value tends to increase. The logical explanation is that the use of 
debt in a larger proportion can provide benefits in the form of tax savings (tax shield) from 
interest expenses that can be deducted from taxable income. With these tax savings, the 
company's net profit after tax can increase, thus sending a positive signal to investors 
regarding the efficiency of the company's capital structure management. Furthermore, the 
use of debt can also improve managerial discipline because the company is obliged to meet 
interest and principal payments to creditors. This condition encourages management to be 
more careful and efficient in managing company resources, thereby improving company 
performance, which ultimately has an impact on increasing the company's value in the 
market. This is consistent with research stating that the use of leverage or debt-based funding 
structures can increase firm value through the benefits of tax shields and discipline 
mechanisms for management (Kraus & Litzenberger, 1973; Modigliani & Miller, 1963). 

3.5. Mediation of Firm Value on the Influence of Owner Characteristics on Tax Avoidance 

Corporate value does not mediate the influence of independent commissioners on tax 
avoidance. This means that the presence of independent commissioners in a company does 
not affect tax avoidance practices by increasing or decreasing company value. In other words, 
the relationship between independent commissioners and tax avoidance occurs directly and 
not through the mechanism of corporate value as an intermediary variable. A logical 
explanation is that the primary function of independent commissioners in corporate 
governance mechanisms is to oversee management policies and decisions, including 
corporate tax policies. However, this oversight is more related to compliance and corporate 
risk control than to efforts to directly increase company value. Therefore, corporate value 
does not always explain the relationship between independent commissioners and tax 
avoidance practices. Furthermore, corporate value is also influenced by many other factors 
such as financial performance, capital structure, market conditions, and company growth 
prospects, making its role as a mediating variable in this relationship insignificant. This is in 
line with research showing that corporate value is unable to mediate the relationship 
between corporate governance mechanisms and tax avoidance practices because the 
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influence of corporate governance on corporate tax policy is more direct through its 
management oversight function. 

3.6. Mediation of Firm Value on the Effect of Thin Capitalization on Tax Avoidance 

Firm value does not mediate the effect of thin capitalization on tax avoidance. This means 
that a high level of debt in a firm's financing structure (thin capitalization) does not influence 
tax avoidance practices by increasing or decreasing firm value. In other words, the 
relationship between thin capitalization and tax avoidance occurs directly without going 
through the mechanism of firm value as an intermediary variable. The logical explanation is 
that thin capitalization policies are directly related to a firm's capital structure strategy, 
specifically the use of debt, which incurs interest expenses. These interest expenses can 
reduce taxable profits and thus directly affect the amount of tax a firm must pay. Therefore, 
the effect of thin capitalization on tax avoidance practices is more direct through the 
mechanism of reducing the tax burden from interest expenses, rather than through changes 
in firm value. Furthermore, firm value is more influenced by other factors such as financial 
performance, growth prospects, firm risk, and market conditions, so it is not always a pathway 
that explains the relationship between capital structure and corporate tax policy. This is in 
accordance with research which shows that the influence of capital structure policy on tax 
avoidance practices is not always mediated by company value because decisions related to 
taxes and financing are managerial policies which can have a direct impact on the company's 
tax burden. 

3.7. The Influence of Company Value on Tax Avoidance 

Corporate value has no effect on tax avoidance. This means that the level of corporate value, 
as reflected by investor perceptions in the market, does not directly influence corporate 
decisions to engage in tax avoidance. In other words, companies with high corporate value 
do not necessarily engage in lower or higher tax avoidance than companies with low 
corporate value. The logical explanation is that corporate value is more influenced by factors 
such as financial performance, growth prospects, operational efficiency, and capital market 
conditions. Meanwhile, decisions regarding tax avoidance are managerial policies related to 
the company's tax strategy, tax regulations, and considerations of legal and reputational risks. 
Therefore, corporate value is not always a determining factor in whether a company will 
engage in tax avoidance. This is consistent with research showing that corporate value does 
not significantly influence tax avoidance practices because corporate tax policy is more 
influenced by corporate governance factors and managerial strategies than by market 
perceptions of corporate value (Mangoting et al., 2020; Hasanah et al., 2019). 
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4. Conclusion 

The results of the study indicate that the number of audit committee members does not affect 
the level of tax avoidance in mining sector companies listed on the Indonesia Stock Exchange. 
Conversely, independent commissioners are proven to have a significant positive influence 
on the level of tax avoidance, indicating that the greater the proportion of independent 
commissioners, the greater the company's tendency to engage in tax avoidance. These 
findings indicate that the role of independent commissioners within the agency theory 
framework can support management strategies in conducting legal tax planning to improve 
financial performance and company efficiency. This study shows that the thin capitalization 
policy has a significant negative effect on the level of tax avoidance. This means that the 
greater the proportion of company financing originating from debt, the lower the company's 
tendency to engage in tax avoidance practices due to high interest expenses and payment 
obligations to creditors. This condition places companies under stricter supervision from 
banks or financial institutions, so management tends to avoid aggressive tax strategies to 
maintain financial stability, minimize legal risks, and maintain creditor confidence. Hypothesis 
testing concludes that the number of audit committee members does not affect company 
value. However, independent commissioners have a significant negative effect on firm value, 
meaning that the higher the proportion of independent commissioners in the board structure, 
the lower the firm's value. This indicates that while independent commissioners play a role in 
enhancing oversight, an excessively large proportion can slow down strategic decision-making 
and lead to inefficient coordination, potentially reducing the firm's performance and value in 
the eyes of investors. 
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