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Abstract

This study aimed to analyze the effect of profitability and liquidity on firm value through tax avoidance as intervening
variables. This research was conducted on the food and beverage sub-sector manufacturing companies listed on the Indonesia
Stock Exchange period 2018-2020. The total research data are 48 samples. Path analysis was used as an analytical technique
with the SPSS version 25 software. The first structure of this research shows that both profitability and liquidity do not have a
significant effect on tax avoidance, and the second structure shows that profitability has a significant effect on Firm Value. In
contrast, liquidity has no significant effect on Firm Value. Tax avoidance has a significant effect on Firm Value. The direct
effect of profitability on firm value is known to be 0.646, while the indirect effect is -0,071, which shows the direct is greater;
therefore, indirectly, Tax Avoidance does not have a dominant effect on the firm value. The direct effect of liquidity on firm
value is known to be -0.179, whereas the indirect effect of -0,049 is shown indirectly through Tax Avoidance has a dominant

effect on the firm value.
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1. Introduction

The establishment of a company is related to the goal
of creating value for its owner by maximizing
shareholder wealth [1]. Shareholders will be drawn to a
company with a high value since it can generate
maximum profits [2]. To provide welfare, a company
must optimize its resources in order to generate profits.
The ability of a company to generate profits adds value
to the company or the firm [3]. As stated earlier, the
company's resources must be optimized. Assets are
among the resources included [4]. Profitability can be
measured using various ratios, one of which is the
return on assets (ROA), a tool used to assess a
company's ability to generate profits [5].

The other tools are liquidity measures how healthy
current assets cover current liabilities [6]. The greater
the current asset-to-current-liability ratio, the greater
the company's ability to cover its short-term liabilities
[7]. A company's effectiveness must also be followed
by doing everything possible to accomplish the goals,
one of which is using tax avoidance [8]. Taxes play an
essential role in supporting a country's economic
development [9]. The contribution of the taxation
sector is very influential in increasing Indonesia's state
revenues [10]. If the company's value is High will
make the market believe not only in the company's
current performance but also in the company's
prospects [11]. This research was conducted on food
and beverage sector companies listed on the Indonesia
Stock Exchange (IDX) for 2018-2020 [12]. Food and
beverage sector companies were chosen because this
company has a wide market share and supports
people's needs [13]. Also, the current economic

conditions have created intense competition between
companies and other companies [14]. One of its
industries is a company engaged in food and beverage
[15]. This sector has a significant level of Gross
Domestic Income compared to other industries [16]. A
significant GDP level shows that the company can
make a substantial profit [17].

Tax avoidance is necessary for the company. Tax
avoidance is a measure taken by a person to avoid
taxes but in legal ways [18]. Tax avoidance is often
used to describe the reduction or elimination of tax
liability or participatory [19]. Good tax avoidance can
increase the company's value based on the results of
achieving profitability and liquidity, particularly in
food and beverage companies with high current asset
turnover rates [20].

Based on the background above, the research's problem
formulations are as follows: Do profitability variables
significantly impact tax avoidance?; Do liquidity
variables have a significant impact on tax avoidance?;
Does profitability variables have a significant impact
on firm value?; Do liquidity variables significantly
impact tax firm value?; Do tax avoidance variables
significantly impact firm value?; Do profitability
variables significantly impact firm value through tax
avoidance?; Do liquidity variables have a significant
impact on firm value throughout tax avoidance?.

The research aims to analyze the impact of profitability
liquidity on the firm value on tax avoidance. Referring
to the problem formulation, the objectives of this
research are to analyze the impact of profitability
toward tax avoidance of food and beverages companies
listed on the Indonesia Stock Exchange for 2018 to
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2020. To analyze the impact of profitability on the firm
value of food and beverages companies on the
Indonesia Stock Exchange from 2018 to 2020. To
analyze the impact of liquidity on?. Signalling theory
refers to the information signals required for investors
to analyze and decide whether or not to invest their
shares in the company in question, where information
concerning changes in stock prices and volumes
provides useful data that can be utilised in decision-
making.

Profitability is one of the measurements of the
performance of a company. The profitability of a
company demonstrates a company's ability to generate
profits over a period of time at the level of sales, assets,
and share capital. For company managers, this
profitability ratio can be a reference to evaluate the
company's performance and a basic reference in
corporate taxes. Profitability is proxied by the return on
Assets Ratio (ROA), which is used to assess the
percentage of profit against the total assets owned by
the company. Efficiency in a company in managing its
assets can actually be seen from this ROA. The
formula is as follows (1).

Net income

ROA=————
T. Asset

)

Tax avoidance, also referred to as tax planning, is a
process or control of actions to avoid the consequences
of the imposition of unwanted taxes. Tax avoidance is
an attempt by taxpayers to reduce taxes in a way that
goes against the meaning and purpose of the provisions
of laws and regulations. Tax avoidance is an effort
made by taxpayers, whether successful or not, to
reduce or eliminate tax debt based on applicable
provisions that do not violate tax laws and regulations.
Tax avoidance is not illegal because the taxpayer's
efforts to decrease, avoid, lessen, or alleviate the tax
burden are legal. Tax avoidance, as stated earlier, is an
attempt to decrease or save taxes as long as this is
permitted by existing legislation. Applying tax
avoidance will make companies get tax savings by
regulating the necessary actions to avoid the imposition
of excess taxes. Tax avoidance is proxied by CETR
(cash effective tax rate). The formula is as follows (2).

CETR — Cash Tax Paid
" Income Before Tax

)

Liquidity refers to a company's ability to meet its short-
term obligations. According to Febriani (2020),
Liquidity measures how well current assets cover
current liabilities. The greater the ratio of current assets
and current liabilities, the higher the company's ability
to cover its short-term obligations. Companies with
good financial conditions will, of course, immediately
fulfill their short-term obligations (Khasanah &
Indriyani, 2021). Liquidity is proxied by the current
ratio (CR), which is one of the company's liquidity
measurements. Companies with a high CR have a high
level of liquidity, which also indicates the company's
opportunity to develop the company in order to

increase the company's value (Febriani, 2020). The
formula is as follows (3).

Current asset

C tRatio = —————
urrent RatO = Crrent liability

®)

Firm value can be defined as the company's fair value,
which describes the investor's perception of the issuer
in inquiry. Firm value is an important concept for
shareholders or investors because it is used to evaluate
the company as a whole, and it is reflected in the
company's share price. The higher the stock price, the
higher the value of the company, thus increasing the
prosperity of shareholders.

2. Research Method

The research design that's used in this study is a
quantitative method. Collecting, analyzing,
interpreting, and writing the results of a study are all
part of quantitative methods. The writer decided to use
the quantitative method for the research. The type of
data that is being used is secondary data obtained from
the Indonesia Stock Exchange website. The population
used in this research is all companies in the food and
beverage sector on the Indonesia Stock Exchange.

The data analysis method used in this research is path
analysis. Path analysis is a technique for analyzing
causal relationships that occur in multiple regressions if
their independent variables affect dependent variables
not only directly but also indirectly. The level of
mediation through the relevant mediator variables is
shown by the magnitude of the indirect effect. The
analytical tool used to test the hypothesis of this study
is the Statistical Package for the Social Science (SPSS).
The framework in this study is presented in Figure 1.

Profitability —
(X1) N T—_
X -
» sz
“a| Tax Avoidance Firm Value
A (%9} @)
A d LT

Liquidity A
(X2)

Figure 1. Research Design

Based on Figure 1, the hypothesis (H) is obtained as
follows profitability impacts tax avoidance of food and
beverages companies listed on the Indonesia stock
exchange (H1); Liquidity impact the tax avoidance of
food and beverages companies listed on the Indonesia
stock exchange (H2); Profitability impact Firm Value
of food and beverages company listed on Indonesia
stock exchange (H3); Liquidity impact the firm value
of food and beverages company listed on the
Indonesian stock exchange (H4); Tax avoidance
impacts the firm value of food and beverages
companies listed on the Indonesia stock exchange
(H5).
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3. Result and Discussion

A descriptive statistic is one of the most well-known
statistical analytic strategies for presenting data. The
purpose of descriptive statistics in this research is to
describe each variable's minimum, maximum, mean,
and standard deviation values. Descriptive Statistic are
presented in Table 1.

Table 1. Descriptive Statistic

Variable N Min Max Mean Std.
Deviation

Profitability 48  0.00 0.42 0.0999  0.08636

Liquidity 48 0.73 13.2 3.1427  2.84659
7

FirmValue 48 0.12 12.3 2.6405  2.51747
4

Tax 48  0.07 2.30 0.3476  0.39457

Avoidance

As seen in Table 1, the total samples are 48 with the
minimum, maximum, mean, and standard deviation
profitability minimum value is 0.00and the maximum
value is 0,42. The mean or the average profitability of
the food and beverage company in Indonesia is 0,9999,
and its standard deviation is 0.08636. Its shows that the
minimum liquidity value is 0,73 while the maximum
value is 13,27, and the mean is 3.1427. then for the
standard deviation of 2.84659. The firm value of the
food and beverages company in Indonesia shows that
their minimum value is 0.12 while the maximum value
is 12.34. The average value of firm value is
2.6405which is quite bigger than the standard
deviation's value, which is 2.51747. For tax avoidance,
it shows that the minimum liquidity value is 0,07 while
the maximum value is 2.30, and the mean is 0.3476.
Then, for the standard deviation of 0.39457. This
study's classic assumption test will be conducted using
the normality test, multicollinearity, autocorrelation,
and heteroscedasticity test.

The normality test is to test whether the residual value
resulting from the regression is normally distributed or
not. the test results after transformation for the
normality test can be seen from the Monte Carlo Sig.
(2-tailed) is 0,075, which means greater than 0.05,
indicating that the data is normally distributed. a
multicollinearity test is a test performed to ascertain
whether in a regression model there is an
interrelationship or collinearity between independent
variables. The multicollinearity test examined the
correlation between one independent variable and
another. A good regression model should avoid
multicollinearity. Both for the transform X1 and
transform X2, The tolerance is more than 0,10, and for
the VIF is less than 10.

The heteroscedasticity test determines whether there is
a variance inequality between the residuals of one
observation and the residuals of another observation in
a regression model. The researcher used the Spearman
Rho test, which looked at the sig value of the
independent variable with the condition that if the sig
(2 tailed) > 0.05, there was no heteroscedasticity and
vice versa. The sig. (2-tailed) value for each variable in

the table above is more than 0.05. The following is an
explanation of each variable are the outcome sig. (2-
tailed) value for transform X1 (Profitability) is 0.170.
Because 0.170 is more than 0.05, this regression model
does not have heteroscedasticity. The outcome sig. (2-
tailed) value for Transform X2 (Liquidity) is 0,703.
Because 0.703 is greater than 0.05, this regression
model does not  have heteroscedasticity.
Autocorrelation is the correlation between residual in
period t and residual in the previous period (t-1). A
good regression model that does not occur
autocorrelation. The autocorrelation test is used to
determine whether the errors in the (t-1) period are
related. The run test can be used to perform this test.

The coefficient of determination can be measured by
adjusted R Square and if the coefficient of
determination is close to one, it means that there is a
strong relationship. The Adjusted R Square value,
which is transformed into percentage form, shows the
coefficient of determination. Adjusted R Square value
is 0,074 that it can be concluded that the impact of
Profitability, Liquidity toward tax avoidance is 7.4%,
while the remaining 92.6% is explained by other
variables that are not used in this research. F-test
determines whether independent variables influence the
dependent variable concurrently within the regression
model. A simultaneous F-Test is done to know whether
independent variables have any simultaneously
significant effect on the dependent variable or not.

the Fcount of the regression model is 2,868. The first
degree of freedom (dfl) = k — 1 = 2, while the second
degree of freedom (df2) = n — k = 48 — 3= 45, which
represents the number of samples, and k represents the
number of variables. With the dfl is 2 and df2 is 45,
the ftable with a confidence level of 0.05 is 3204. With
the requirement to have a simultaneous effect, a
significant value < 0.05 or the Fcount must be greater
than Ftable. Based on the result the significant value
0.067 > 0,05 and Fcount is less than Ftable 2.868<
3,204. It can be concluded that the independent
variables, including profitability and liquidity, are not
simultaneously significant affect the dependent
variable, tax avoidance.

The T-test determines how well an independent
variable can explain the dependent variable on its own .
A partial T-test is done to know whether independent
variables have any significant partial effect on the
dependent variable or not. the value of ftable with a
two-tailed significance level of 0.05 at a degree of
freedomofn—-k-1=48-3-1=44 is2.015. It can
be concluded that profitability toward tax avoidance;
For profitability, tcount value is -1,878 and ttable is
2.015 and significant value is 0,067. -1.878 < 2.015
and 0.067 > 0.05 means that profitability does not have
a significant effect on tax avoidance H1 is rejected,;
Liquidity toward tax avoidance; For liquidity, tcount
value is -1,314 and ttable is 2.015, and the significant
value is 0.195. -1,314 < 2.015 and 0.195 > 0.05, means
that liquidity does not have a significant effect toward
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tax avoidance. H2 is rejected. The substructure |
multiple linear regression model is as follows:

Y =pl X1 +p2X2 +el
Y =-.265 X1+ -.185 X2 +el
el =V1-R2

=V1-0,113

=0.94

The equation above indicates that profitability (ROA)
has a regression coefficient 0f-0,265. This means that
when the ROA increases by one unit, the tax avoidance
will decrease. For the liquidity (current ratio), when the
CR increases by one unit, the tax avoidance will
decrease by 0,185. The normality test was conducted to
analyze whether the regression used in the research
was normally distributed or not. If the sig value is more
than 0.05, then the data is normally distributed. The
term Monte Carlo sampling is discussed how Monte
Carlo programs should be arranged or organized before
moving on to the interpretation and analysis of Monte
Carlo data. Below is the normality test using the
Kolmogorov Smirnov test with Monte Carlo. it can be
seen that the sig. is greater than 0,05, and the value is
0,888; therefore, it can be stated that the data is
normally distributed. All X1 and X2, and Y variables
had tolerance values larger than 0.10. Other than that,
the VIF is less than 10. larger than 0.10. Other than
that, the VIF is less than 10. The sig. (2-tailed) value
for each variable in the table above is more than 0.05.
The following is an explanation of each variable are the
outcome sig. (2-tailed) value for transform X1
(Profitability) is 0.459. This regression model does not
have heteroscedasticity because 0.459 is greater than
0.05. For transform, X2 (Liquidity) has a sig. (2-tailed)
value of 0.824. This regression model has no
heteroscedasticity because 0.824 is greater than 0.05.
For the outcome sig.(2- tailed) value for Transform Y
(Tax Avoidance) is 0.336. based on the result, 0.336 is
greater than 0.05. therefore, it can be stated that there is
no heteroscedasticity. Based on the result of run test, it
can be seen that the sig.(2-tailed) with value 0.058 is
greater than 0.05. Therefore, it can be stated that there
is no autocorrelation. The Adjusted R Square value of
0,385 indicates that the impact of Profitability,
Liquidity, and Tax Avoidance on Firm Value is 38,5
%, with the remaining 61,5 % explained by other
variables not used in this research. the F-count of the
regression model is 10.788. The first degree of freedom
(df1) = k -1 = 3, while the second degree of freedom
(df2) = n — k = 48 — 4 = 44 in which n represents the
number of samples and k represents the number of
variables. With the dfl is 3 and df2 is 44, the ftable
with a confidence level of 0.05 is 2.816.

Significant value < 0.05 = 0.00 < 0.05 or fcount >
ftable =10.788 > 2.816 it can be seen in the data
above, indicating that independent variables such as
profitability, liquidity, and tax avoidance have a
simultaneous significant impact on the dependent
variable, Firm Value. the value of Ttable with a two-

tailed significance level of 0.05 at a degree of freedom
ofn—-k-1=48-4-1=43is 2.017. it can be stated
that profitability Toward Firm Value. For profitability,
tcount value is 5.414 and ttable is 2.017, and the
significant value is 0.00. 5.414 > 2,017 and 0.00 <
0,05 means that profitability has a significant effect on
Firm Value H3 is accepted. Liquidity Toward Firm
Value. For liquidity tcount -1.530 and ttable 2.017,
and significant value is 0.133. -1.530 < 2.017 and
0.133 > 0.05, it can be concluded that liquidity has a
reverse relation and no significant effect on Firm
Value. H4 is rejected. Tax Avoidance Toward Firm
Value; For tax avoidance tcount 2.223 and ttable is
2.017, and the significant value is 0.031. 2.223 > 2.017
and 0.031 <0.05 tax avoidance has a significant effect
on Firm Value and has a direct relation. H5 is accepted.
The substructure 1l multiple linear regression model is
as follows:

Z =p3 X1 + pdX2 + p5X3 + 2
Z =0,646 X1 +-0,179 X2+0,270 X3+e2
e2=11-R2

=1-0,424

=0,758

The equation above, it indicates that profitability
(ROA) has a regression coefficient of 0,646. This
means that when the ROA is increasing by one unit,
then the firm value will be increased. For the liquidity
(current ratio), the regression coefficient is -0,179.
When the CR increases by one unit, the tax avoidance
will decrease by 0,179. The tax avoidance equation
indicates that tax avoidance has a regression coefficient
of 0,270. This means that when the tax avoidance
(CETR) is increases by one unit, the firm value will be
increased.

The direct effect of profitability on firm value is known
to be 0.646, while the indirect effect of profitability
through tax avoidance on firm value is the
multiplication of beta value (profitability to tax
avoidance) and beta value (tax avoidance to firm
value), such as -0,265 X 0,270 = -0,071. Based on the
above calculation, the direct effect is 0.646, and the
indirect effect is -0.071, so the total effect of
profitability on firm value is the direct effect plus the
indirect effect, that is: 0,646+ -0,071 = 0,575. Based on
the calculation results, it is known that the direct value
is 0.646 and the indirect effect is -0.071, so it can be
concluded that the direct effect is greater than the
indirect effect. This shows that indirectly through Y
does not have a dominant effect on the value of the
company. The direct effect of liquidity on firm value is
known to be -0.179, whereas the indirect effect of
liquidity on firm value through tax avoidance is known
to be the multiplication of beta value (liquidity to tax
avoidance) and beta value (tax avoidance to firm
value), such as: -0,185 X 0,270 =-0,049. Based on the
calculation above, it is known that the direct effect is -
0.179 and the indirect effect is -0.049, so the total
effect given by profitability to firm value is the direct
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effect plus the indirect effect, which are: -0,179+ -
0,049 = -0,228. Based on the calculation results, it is
known that the direct value is -0.179 and the indirect
effect is -0.049, so it can be concluded that the direct
effect is lower than the indirect effect. This shows that
indirectly through Y does have a dominant effect on
the firm value.

4. Conclusion

The researcher used the Return on Asset ratio for
profitability, the Current Ratio for liquidity, the Tobins'
Q formula for firm value, and the cash effective tax
rate for tax avoidance to determine the relationship
between the variable and the other variable. The
researcher also used several tests for the test, including
the Multi Linear Regression Model, Coefficient of
Determination (R2), Simultaneous Significance (F-
Test), and Individual Parameter Significance (T-Test),
as well as the path analysis, and after the test was
completed, the following conclusion can be seen that
analysis the impact profitability/ ROA (X1) toward tax
avoidance/ CETR (Y) it shows that profitability does
not have a significant effect and reverse relation toward
tax avoidance. H1 is rejected. Analysis the impact of
liquidity/ current ratio (X2) toward tax avoidance/
CETR (Y) Based on the result, the sig value that
liquidity does not have a significant effect toward tax
avoidance and reverse relation. H2 has rejected
Analysis the impact of profitability/ ROA (X1) toward
firm value/ Tobins Q (Z) Based on the result that,
profitability have a significant effect toward Firm
Value and direct relation. H3 is accepted. Analysis the
impact of liquidity (X2) toward Firm Value (Z).Based
on the result of output SPSS that, liquidity have a
negative or reverse relation and not significant effect
toward Firm Value. H4 is rejected.Analysis the impact
of Tax avoidance (Y) toward firm value (Z) Based on
the result that, tax avoidance has a significant effect
toward Firm Value and has a direct relation. H5 is
accepted. Profitability (X1) to firm value (Z) through
Tax Avoidance (Y). Based on the results, it is known
that the direct effect from profitability to firm value is
0.646, and the indirect effect from profitability to firm
value through tax avoidance is -0.071. So, it can be
concluded that the direct effect is greater than the
indirect effect. This shows that indirectly Y does not
have a dominant effect on the value of the company.
Liquidity (X2) to firm value (Z) through Tax
Avoidance (). Based on the calculation results, it is
known that the direct effect from liquidity to firm value
is -0.179, and the indirect effect from liquidity to firm
value through tax avoidance is -0.049. It can be
concluded that the direct effect is lower than the
indirect effect. This shows that indirectly mediation
through Y has a dominant effect on the firm value.
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