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Abstract 
The objectives of this research are to assess the effects of political connection and audit fees on tax 

avoidance and to assess the moderation of audit quality. The population of this quantitative research 

is mining companies listed on the Indonesia Stock Exchange (IDX) during the 2017-2021 period, 

from which 142 companies were selected as the sample using purposive judgmental sampling. The 

Moderated Regression Analysis (MRA) conducted in this research has led to findings that tax 

avoidance is not affected by political connection and audit fees, that politically connected companies 

with high audit quality have lower tax avoidance rate, and that higher audit fees paid by companies 

with high audit quality does not reduce the companies’ motivation to commit tax avoidance. 

 

Keywords: Political connection, audit fees, tax avoidance, audit quality 

 

1. Introduction 

Tax avoidance refers to a deliberate strategy or action taken by individuals or 

entities to minimize, reduce, or eliminate their tax liabilities legally (Butarbutar, 

2017:361). Methods of engaging in tax avoidance are carried out by exploiting 

weaknesses or grey areas in tax laws or regulations. The purpose of these actions is 

to reduce the amount of tax payable (Anwar, 2013:23). In 2019, PT Adaro Energy 

Tbk (ADRO) was found to have engaged in transfer pricing practices. Transfer 

pricing itself is one of the tax avoidance schemes (Darussalam &Septriadi, 

2017:642). This practice was identified in the financial reports of PT ADRO, which 

mailto:novitadwidamayanti3@gmail.com
DOI: https://doi.org/10.57233/gujaf.v4i2.3
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revealed non-arm's length transactions conducted between PT ADRO and 

Coaltrade Services International Pte Ltd. These non-arm length transactions 

involved the setting of transfer prices that did not align with global coal prices (Dian 

& Narsa, 2022). Such practices undoubtedly reduce the level of tax revenue for the 

Indonesian government. Based on this, studies on the factors that can motivate and 

reduce tax avoidance practices within companies are necessary to maximize tax 

revenue. 

 

Political connections are one of the factors that can influence the level of tax 

avoidance in companies (Kim & Zhang, 2016; Alifa et al., 2018; Fajri, 2019; Kim 

& Lee, 2021; Chen, 2018). Political connections can be established when business 

owners have close ties with government officials and political parties (Kim & 

Zhang, 2016). Such political connections can protect companies from the risk of 

detecting aggressive tax actions (Kim & Zhang, 2016). These findings are 

supported by (Alifa et al. 2018; Fajri 2019; Kim & Lee, 2021), who state that 

political connections increase the likelihood of corporate tax avoidance practices. 

However, these findings contradict the study conducted by (Chen, 2018), who 

found that political connections can weaken a company's motivation to engage in 

tax avoidance. Meanwhile, (Wicaksono, 2017; Lestari et al., 2019; Solikin& 

Slamet, 2022) suggest that political connections have no significant impact on tax 

avoidance. 

 

In addition to political connections, audit fees can also influence tax avoidance 

actions (Hu, 2018; Salehi et al., 2020; Assidi& Hussainey, 2021; Ghifary et al., 

2022); Suyadnya&Supadmi, 2017). Audit fees can be defined as the amount paid 

to external auditors by client companies for the services provided (Suwarno et al., 

2020). (Salehi et al., 2020) found that audit fees have a positive impact on corporate 

tax avoidance. Therefore, higher audit fees can be an indication of tax avoidance 

practices conducted by companies. This finding is supported by (Assidi& 

Hussainey, 2021) and (Ghifary et al., 2022). However, (Suyadnya&Supadmi, 2017) 

found that audit fees can reduce tax avoidance practices. On the other hand, (Kraft 

&Lopatta, 2016) and (Supriyanto & Christina, 2021) state that audit fees have no 

significant impact on tax avoidance. 

 

Researchers have discovered inconsistencies in the results of previous studies, as 

well as identified a research gap, which suggests that there may be other factors 

that can strengthen or weaken the relationship between political connections, audit 

fees, and tax avoidance practices. In this regard, researchers assume that the quality 

of audit can act as a moderating variable. (Langli &Willekens, 2017) stated that 
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audit quality can strengthen a company's motivation to engage in tax avoidance. 

This is because their research found that when companies employ high-quality 

auditors, management and majority shareholders are less likely to refrain from 

participating in tax avoidance aimed at maximizing value. This is because agency 

costs that may be a concern within the company can be reduced with the presence 

of an external auditor. The findings of this study are supported by (AL-Rashdan, 

2022), who also found that audit quality can reinforce a company's motivation to 

engage in tax avoidance. However, (Gaaya et al., 2017) asserted that high audit 

quality can weaken corporate tax avoidance practices in family firms. Thus, the 

presence of high audit quality in a company can reduce the tendency for tax 

avoidance actions. This conclusion is supported by the studies of (Jihene& Moez, 

2019) and (Hidayat, 2022), both of which also found that audit quality can weaken 

corporate motivation to avoid taxes. 

 

This study differs from previous research conducted by (Salehi et al., 2020) and 

(Fajri, 2019) in the following ways: (i), unlike those studies, this research 

incorporates a novel measurement approach for tax avoidance known as DIFF (STR-

ETR). This measurement method was developed by (Thomsen and Watrin, 2018) 

and offers a distinct perspective on evaluating tax avoidance. Additionally, it 

includes further analysis by conducting robustness tests.(ii) The previous research 

by (Salehi et al., 2020) focused on companies listed on the Tehran Stock Exchange 

in Iran, whereas this study is conducted in the context of the Indonesia Stock 

Exchange.(iii) There are inconsistencies in the results of previous studies regarding 

the impact of political connections and audit fees on tax avoidance practices in 

corporations. To address this aspect, the researchers in this study introduce a 

moderating variable, namely audit quality, with the aim of reinforcing the 

relationship between political connections, audit fees, and tax avoidance. By 

incorporating audit quality as a moderating factor, the researchers seek to examine 

how the quality of audits can potentially influence the effects of political 

connections and audit fees on tax avoidance. 

 

2. Review of theoretical considerations and Hypotheses Development 
Agency theory, as described in Jensen & Meckling's journal article, refers to a 

contract in which one or more individuals (the principals) engage another person 

(the agent) to manage the company or make decisions on their behalf. According 

to Jensen and Meckling, agents who are granted authority may not always act in 

the best interests of the principals. In the context of agency relationships, the 

binding employment contract between principals and agents can influence 

management to take or refrain from taking strategic actions that can benefit the 
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company and shareholders. One such strategic action may involve tax avoidance 

practices (Fajri, 2019; Suprapti et al., 2016). 

 

Resource Dependence Theory, as outlined in the book authored by Pfeffer and 

Salancik (2003), proposes that a reciprocal dependence exists between an 

organization's external environment and its internal organizational structure. This 

interdependence is mediated through power dynamics. Specifically, companies 

must rely on external organizations to reduce the risk of environmental uncertainty. 

This theory suggests that companies should establish relationships with 

governments or political parties, as these relationships can influence the 

performance of the company (Hillman, 2005). (Faccio, 2006) reveals that 

politically connected companies receive various advantageous incentives, 

including lighter taxes, preferential treatment in government contract competitions, 

reduced scrutiny of applicable regulations, and closely monitored regulatory 

compliance for their competing firms. (Al-dhamari& Ismail, 2015) reaffirm in their 

study that a company seeking political connections does so primarily to gain 

various benefits from these relationships for corporate interests, such as tax-related 

advantages. These benefits may include the anticipation of subsidies, tax discounts, 

or various other forms of facilitation. 

 

(Faccio, 2006) explained that companies can benefit from various tax incentives if 

they have political connections, such as lighter tax burdens or weak enforcement of 

applicable regulations. This is further supported by Fajri's study, which states that 

political connections with the government can facilitate and expedite corporate 

interests, including efforts to save on tax expenses. It is believed that companies 

will strive to establish communication with government officials or political parties 

to assist them in avoiding tax obligations (Fajri, 2019; Kim & Zhang, 2016; Alifa 

et al., 2018; Kim & Lee, 2021). Thus, it is pertinent to state here that:  

H1: Political connections have a positive effect on corporate tax avoidance. 
 

Audit fees have been found to increase tax avoidance practices in companies. 

(Salehi et al, 2020) found that audit fees have a positive effect on tax avoidance. 

This is because auditors receive audit fees from their client companies, which may 

reduce their vigilance towards tax avoidance practices conducted by the companies. 

As a result, audit fees are likely to increase with the increasing prevalence of tax 

avoidance practices by corporations. This study suggests that audit fees can 

enhance the level of tax avoidance in companies, which is consistent with several 

other studies conducted by (Hu, 2018; Trikartiko & Dewayanto, 2021; Ghifary et 

al., 2022). This led the study to formulate the second hypothesis, thus:  
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H2: Audit fees have a positive effect on tax avoidance. 

The agency theory itself explains that auditors, as third parties, are tasked with 

creating audit reports as a means of providing information to users about the 

adherence of financial statements to accounting principles (El-Dyasty & Elamer, 

2021). (Gaaya et al., 2017) state that high-quality audits can assist in reducing the 

motivation for tax avoidance by companies. Thus, audit quality is considered 

capable of diminishing the motivation of politically connected companies to engage 

in tax avoidance. This led the study to formulate the third hypothesis, thus:  

H3: Companies with political connections and high-quality audits have lower 

levels of tax avoidance. 

 

Based on agency theory, auditors are independent parties with the responsibility of 

providing assurance that a company's reporting is in accordance with applicable 

principles (El-Dyasty & Elamer, 2021). (Abdul-Rahman et al., 2017) state that 

higher audit fees lead to more reliable and high-quality audit work, ultimately 

suppressing corporate tax avoidance behavior. This is supported by the research of 

(Jihene& Moez, 2019), which found that audit quality can weaken managers' 

motivation to engage in aggressive tax avoidance because they are concerned that 

auditors will be able to detect such actions. Therefore, as audit fees and quality 

increase, corporate tax avoidance tends to decrease. This led the study to formulate 

the fourth hypothesis, thus: 

H4: The higher the audit fees in companies with high audit quality, the lower 

their level of tax avoidance. 

 

 

 

 

 

 

 

Figure 1: Research Models 

 

 

 

 

3. Methods and Models  

This research is a hypothesis-testing study that employs a quantitative approach 

based on the positivist paradigm. The study utilizes a multiple linear regression 

model with Moderated Regression Analysis (MRA). The population of interest in 
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this study is mining companies listed on the Indonesia Stock Exchange (IDX) from 

2017 to 2021. This study utilized mining companies listed on the Indonesia Stock 

Exchange (IDX) from 2017 to 2021 as the population, as instances of companies 

engaging in tax avoidance in this study were found in the mining sector. The 

process of selecting both objects or events as part of the entire population is defined 

as the sample, which was then chosen based on purposive judgmental sampling 

(Sekaran & Bougie, 2016:235). The purposive judgmental sampling method 

involves selecting research subjects that are most suitable based on the criteria for 

needed information. Consequently, the research sample can provide specific and 

targeted information (Sekaran & Bougie, 2016:248). This study also excludes 

companies that experienced losses during the period from 2017 to 2021. The 

exclusion of loss-making companies from the research sample is due to the fact that 

these companies are not obligated to pay taxes and, therefore, are less relevant to 

this study.Here are the comprehensive criteria for the sample selection: 

 

Table 1. Total Research Sample 

No Criteria Amount 

1 Mining sector companies listed on the Indonesia Stock 

Exchange in 2017-2021 

 

47 

2 Companies that do not publish complete financial statements 

and annual reports during 2017-2021. 

 

(9) 

 Total 38 

 38 x 5 Years 190 

3 Companies that experienced losses during 2017-2021 (48) 

Total Research Sample in 2017-2021 142 

 

In this study, tax avoidance is employed as the independent variable. The 

measurement of tax avoidance utilizes a recently developed model called DIFF 

(STR-ETR), which was introduced by (Thomsen and Watrin, 2018) and adopted 

by (Salehi et al., 2020). The DIFF (STR-ETR) measurement model offers a fresh 

approach to assessing tax avoidance and serves as the basis for analyzing its impact 

on the variables under investigation in this study. A positive measurement result of 

DIFF (STR-ETR) in a company indicates the presence of tax avoidance, and vice 

versa (Thomsen & Watrin, 2018). 

Different =  Statuary Tax Rates (STR) −  Effective Tax Rate (ETR) 
 

Robustness tests are also employed in this study. Furthermore, this study utilizes 

another measure to assess the tax avoidance variable, namely Effective Tax Rate 

(ETR) as proposed by (Fajri, 2019). 
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Effective Tax Rate (ETR) =  
Total Tax Expense

Pre − Tax Icome
 

Political connection in this study is measured using a binary variable, also known 

as a dummy variable. A value of 0 is assigned to indicate the absence of a political 

connection, while a value of 1 is assigned to indicate the presence of a political 

connection. A company is considered to have political connections if the 

shareholders (with a minimum ownership of 10%), current and former board 

members, and commissioners are: (a) members of parliament, (b) a Minister or head 

of local government, (c) have affiliations with politicians or political parties. 

Subsequently, a code of 1 is assigned when the company is politically connected, 

and 0 otherwise. A code of 1 is also assigned for companies connected to the 

military, and 0 otherwise. Furthermore, political connections are also measured 

based on formal politics, meaning when the company has at least one board member 

holding shares issued by a government-owned enterprise (SOE/BUMN) (Faccio, 

2006; Fu et al., 2017; Habib et al., 2017).The cost of audit in this study will be 

measured using the natural logarithm of the expenses incurred by the company for 

auditors (Nuryani, 2020).The moderating variable used in this study is audit quality. 

Audit quality is calculated using absolute discretionary accruals (ABS_DAC) based 

on Kaznik's model (1999) (Martani et al., 2021). Discretionary accruals are used as 

a proxy for audit quality because high audit quality should be capable of limiting 

the opportunity for corporate management to present financial information 

extremely. The discretionary accruals used in the analysis are in absolute terms, 

where a higher absolute value of discretionary accruals indicates lower audit 

quality(Nadia, 2015).The model is as follows. 

 
𝐓𝐀𝐂𝐂𝐢𝐭

𝐓𝐀𝐢𝐭−𝟏
= ∝𝟏 (

𝟏

𝐓𝐀𝐢𝐭−𝟏
) + ∝𝟐 (

∆𝐑𝐄𝐕𝐢𝐭 −  ∆𝐑𝐄𝐂𝐢𝐭

𝐓𝐀𝐢𝐭−𝟏
) + ∝𝟑 (

𝐏𝐏𝐄𝐢𝐭

𝐓𝐀𝐢𝐭−𝟏
)

+ ∝𝟑 (
∆𝐂𝐅𝐎𝐢𝐭

𝐓𝐀𝐢𝐭−𝟏
)  +  𝛆𝐢𝐭  
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4. Findings and Discussions 

Table 3: Results of Regression Analysis 
Mode

l 

Variables DIFF (STR-ETR) , ETR Test 

 Coefficien

t 

Sig. coefficien

t 

Sig.  

Mode

l 1 
(Constant) 2,522 095 -1,144 .049 

 

 
POL .106 .133 -.031 .361 

Hypothesi

s 1 

 
AUD_FEES -.138 .615 -.001 .987 

Hypothesi

s 2 

 LEV .151 .342 .124 .009  

 SIZE -.307 .258 .324 005  

 ROA -.280 .114 -.336 .000  

Mode

l 2 
(Constant) -6,697 .876 -.222 .654 

 

 
POL .447 

**.02

9 
.025 .398 

 

 AUD_FEES 3,394 .857 -.017 .789  

 
AUD_QUAL .312 .090 Exclude 

Exclud

e 

 

 POL*AQ 
-.312 *.090 -.020 **.001 

Hypothesi

s 3 

 AUD_FEES*A

Q 
-.385 .850 .000 .532 

Hypothesi

s 4 

 LEV .268 054 071 081  

 SIZE -.031 .298 .169 083  

 ROA -.410 061 -.310 .000  

** Sig. at level 0.05 (p < 0.05), * Sig. at the 0.10 level (p < 0.10) 

 

4.1Political Connection and Tax Avoidance 

The study's results indicate that the political connections variable has a positive 

coefficient, indicated by a value of 0.106, but it is not statistically significant at the 

0.05 level (p-value = 0.133). Therefore, it can be concluded that political 

connections do not have a significant impact on tax avoidance, and the first 

hypothesis is rejected. This suggests that the political connections possessed by 

companies may not be utilized for tax avoidance practices.There are several reasons 

why the empirical results show no significant influence between political 
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connections and tax avoidance. Firstly, during the research period, mining 

companies in Indonesia did not utilize their political connections for tax avoidance 

practices. This result aligns with the Resource Dependence theory, which posits 

that political relationships within a company are beneficial for reducing the risk of 

environmental uncertainty (Pfeffer &Salancik, 2003). It indicates that the political 

connections held by the majority of sampled companies were used to mitigate the 

risks of the changing external business environment that could threaten their 

sustainability. This is evidenced by the significant changes brought about by the 

Covid-19 pandemic in Indonesia in 2020-2021, leading to considerable economic 

challenges, with many companies experiencing losses and the situation being 

deemed a worse economic disaster than the 2008-2009 economic crisis (Kamarudin 

et al., 2022).  

 

However, in the research data, it was found that companies with political 

connections tended to survive and remain profitable. This implies that the political 

connections held by these companies were not used for tax avoidance practices but 

rather as a strategy to sustain their business amid uncertain external environmental 

changes.Secondly, there is concern about the company's image when engaging in 

tax avoidance practices. (Solikin& Slamet, 2022) mentioned that while political 

connections can be highly advantageous for companies, they may also have future 

implications. For instance, stakeholders may lose trust in companies with political 

connections, leading to a decline in the company's image. Distrust can result in 

reputational damage, causing losses for the company. This implies that merely 

having political connections can create a negative image for a company. Therefore, 

if political connections become the reason why companies engage in tax avoidance, 

it could threaten the sustainability of the corporation.In the robustness test, there 

are coefficient differences between the testing with DIFF (STR-ETR) and ETR. 

This indicates that when measured using different methods, the influence of 

political connections can either increase or decrease a company's motivation to 

engage in tax avoidance. However, based on the level of significance, both are 

consistent, as there is no significant influence between politically connected 

companies and tax avoidance. 

 

4.2 Audit fees and Tax Avoidance 
The research findings indicate that the coefficient of audit fees is negative, with a 

value of -0.138 and a significance level of 0.615, which is greater than 0.05. 

Therefore, the audit fees variable has no significant impact on tax avoidance, and 

the second hypothesis is rejected. This suggests that the amount of audit fees paid 

by companies to external auditors does not increase their motivation to engage in 
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tax avoidance practices.Agency theory explains that external auditors in a company 

act as independent parties intended to reduce agency problems that may arise from 

the misalignment of interests between principals and agents (Jensen & Meckling, 

1976). The presence of external auditors in a company results in audit fees that need 

to be paid for the services provided. The amount of fees paid to auditors depends 

on the reputation of the Public Accounting Firm and the scope of audit procedures 

performed (Suwarno et al., 2020). In this context, it can be concluded that audit 

fees paid cannot be solely used as an indicator to identify tax avoidance in a 

company. This is because a large payment of audit fees to external auditors does 

not necessarily indicate tax avoidance practices. 

 

According to (Suyadnya and Supadmi, 2017), the payment of audit fees is typically 

determined based on the level of competence and the scope of audit procedures 

conducted. In this context, the fees paid to auditors are not considered as an attempt 

by the client company to influence the auditor to reduce their level of diligence or 

scrutiny towards the client. Instead, the fees are structured to reflect the auditor's 

expertise and the comprehensive nature of the audit process. This suggests that 

audit fees are primarily determined by the professional standards and expectations 

associated with conducting a thorough and competent audit, rather than being 

influenced by the client company's desire to compromise the auditor's 

vigilance.Additionally, it is not certain that companies paying lower fees will be 

exempt from tax avoidance. This study aligns with the findings of (Kraft &Lopatta, 

2016) and (Supriyanto & Christina, 2021), which found that the level of audit fees 

has no significant influence on tax avoidance. The results are also consistent with 

the robustness test, which shows a negative coefficient of -0.031 and a significance 

level above 0.05 (0.361), indicating no significant relationship between audit fees 

and tax avoidance. 

 

4.3 Political Connection, Tax Avoidance, and Audit Quality 

The research results presented in Table 1 show that the coefficient for the 

moderation variable of political connections with audit quality is negative, 

specifically -0.312, with a significance level below 0.10 (0.090). Therefore, it can 

be concluded that the third hypothesis is accepted. Based on agency theory, it is 

known that public accountants act as independent parties within a company to help 

mitigate agency problems that may arise (Jensen & Meckling, 1976). This is done 

through the creation of audit reports, which serve as information for principals 

regarding the company's financial statements, whether they comply with applicable 

principles or not. This creates confidence that agents are not acting outside the 

interests of principals by engaging in actions that could harm the company or the 
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principals themselves (El-Dyasty&Elamer, 2021). (Gaaya et al., 2017) explain that 

high-quality audits can also serve to reduce a company's motivation to engage in 

tax avoidance. When connected to this research, companies with political 

connections will seek to assure that, despite having political affiliations, they do 

not exploit them for personal gain. They guarantee transparency in their reporting 

through financial statements audited by external auditors, aiming to demonstrate 

their adherence to tax obligations and freedom from accrual issues. Thus, it can be 

concluded that good audit quality will help reduce the motivation for politically 

connected companies to engage in tax avoidance.This study aligns with the research 

findings of (Gaaya et al., 2017; Hidayat, 2022; Jihene& Moez, 2019), which state 

that audit quality can reduce a company's motivation to engage in tax avoidance. 

The results are also consistent with the robustness test, which shows a negative 

coefficient of -0.020 and a significance level of 0.001, indicating that politically 

connected companies with good audit quality will not be involved in tax avoidance 

practices. 

 

4.4 Audit fees, Tax Avoidance, and Audit Quality 

The study results indicate that the moderation variables represented by audit fees 

and audit quality have negative coefficients of -0.385, with a significance level 

greater than 0.05 (0.850). This implies that the fourth hypothesis is rejected. 

Agency theory explains that in agency relationships, external auditors act as third 

parties who aim to minimize agency problems that may arise between principals 

and agents. The audit activities are intended to provide information to financial 

statement users regarding the company's condition and whether the agent's reports 

comply with applicable principles (El-Dyasty&Elamer, 2021).The study results do 

not provide evidence that high audit fees, as an intervention by clients to exempt 

the company from engaging in tax avoidance, can be reduced by the 

implementation of high-quality audits. (Nurjanah& Aligarh, 2022) explain that 

audits conducted by Public Accounting Firms primarily focus on auditing financial 

statements and do not specifically measure the fraud involved in tax avoidance 

practices by companies. This implies that the quality of an audit for a company may 

not necessarily help reduce the company's motivation to engage in tax avoidance, 

especially for companies that pay higher audit fees. Thus, it can be concluded that 

even if a company's financial statements are free from earnings management, it 

does not necessarily mean that the financial statements are also free from tax 

avoidance practices.These study results are not consistent with the research 

conducted by (AL-Rashdan, 2022; Gaaya et al., 2017; Hidayat, 2022; Jihene& 

Moez, 2019; Langli &Willekens, 2017). In the robustness test, there are coefficient 

differences between testing with DIFF (STR-ETR) and ETR. This indicates that 
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when measured using different methods, audit quality can either help reduce or 

even increase the motivation of companies paying high audit fees to engage in tax 

avoidance. However, based on the level of significance, both results are consistent. 

5. Conclusions 

This study aims to examine the determinants of tax avoidance practices in mining 

companies listed on the Indonesia Stock Exchange (IDX) from 2017 to 2021. The 

study results indicate that political connections and audit costs are not determinants 

of tax avoidance. Additionally, audit quality can weaken politically connected 

companies in engaging in tax avoidance practices, while audit quality cannot 

moderate audit costs as determinants of a company's tax avoidance.This research 

still has several limitations, especially in terms of the model used, which continues 

to indicate there is potential existence of other indicators that may influence tax 

avoidance. Thus, subsequent research could consider adding several other factors, 

such as transfer pricing, corporate governance, corporate social responsibility, 

gender diversity, ownership structure, and CEO compensation. 
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