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                        ABSTRACT 

 

During the Covid-19 pandemic, The Government of Indonesia 

implemented tax incentive programs for taxpayers affected by Covid-

19. This study examines several factors that affect companies' 

participation in tax incentives, while The population data used consists 

of 139 companies listed on the Indonesia Stock Exchange. The data is 

secondary data from quarterly and financial reports of the listed firm 

on the Indonesia Stock Exchange. This study employs logistic 

regression analysis to examine the motivation to participate in the 

program. Our findings relieve that financial distress motivates the 

companies to engage in the tax incentive program. On the other hand, 

the tax burden positively affects the company's participation in the tax 

incentive program. 
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INTRODUCTION 

 

In April 2020, the International Monetary Fund (IMF) projected that global 

economic growth would experience a negative contraction of three percent (3%) caused 

by the Coronavirus Disease (Covid-19) pandemic (Gopinath, 2020). The IMF also 

mentioned the emergence of the threat of an economic downturn caused by several 

factors of uncertainty, such as activity restrictions (lockdown), supply disruptions, 

changes in spending patterns and behavior, and commodity price volatility. Indonesia 

the Government of Indonesia, has implemented a Large-Scale Social Restriction (Social 

Distancing) policy since April 2020. This policy includes restrictions on social activities 

outside the home, such as restrictions on activities in public places or facilities such as 
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education, offices, and factories1. This policy has a significant impact on population 

mobility. The application of Social Distancing has broad implications for the 

production, distribution, marketing, and other economic activities2. In the end, the 

Covid-19 pandemic caused the Indonesian economy to contract to (minus) 2.07% in 

2020 (Bank Indonesia, 2020). 

The decrease in productivity also has implications for the decline in company 

revenue (Yunianto, 2020). At the end of 2020, the Central Statistics Agency surveyed 

34,559 respondents from micro, small and large enterprises (MSLE). At the same time, 

large medium enterprises (LME) showed that 82.85% of business units experienced a 

decline in income. The decrease resulted in the disruption of cash outflows for operating 

expenses that were not proportional to the cash inflows from revenues. This imbalance 

triggers a reasonably high increase in debt, causing financial difficulties for the 

company. Even the Association of Indonesian Issuers said that more than 50 companies 

on the Exchange began to experience cash flow difficulties due to the economic 

downturn during the pandemic (Sidik, 2020). 

Furthermore, to overcome the economic downturn, the Government of Indonesia 

intervened by providing financial policy support through the National Economic 

Recovery Program. One of the critical policies in the National Economic Recovery 

Program is the provision of tax incentives for taxpayers affected by the pandemic. The 

rules regarding tax incentives for taxpayers affected by the Covid-19 pandemic were 

regulated for the first time in Minister of Finance Regulation Number 23 of 2020 and 

came into effect on April 1, 2020. Until March 2021, the achievement of taxpayer 

participation was still too low. As an illustration, the number of MSME taxpayers who 

participated in the tax incentive program was only equivalent to 10.74% when 

compared to the number of MSME taxpayers who made tax payments throughout 

20193. 

Tax incentive policies are often used by the government as an instrument to 

induce economic behavior, to compensate investors for the inefficiency of the tax 

system, and for specific other purposes. Zelekha & Sharabi (2012) suggest that tax 

incentives reduce recipients' tax burden. The participation of companies in the tax 

incentive program is essential to support the acceleration of the National Economic 

Recovery Program. Companies that have met the requirements are given a choice to 

participate or not participate in the tax incentive program. Since participation in the 

program is optional, the company will consider the costs and benefits to be received in 

deciding whether to participate. However, the low interest of business plays a role in 

taking advantage of the tax incentives offered by the government creates an opportunity 

to investigate the causes. 

The lack of use of tax incentives during the Covid-19 pandemic in Indonesia is 

contradictory to previous empirical evidence. Rodgers & Hambur (2018) studied the 

 
1 The implementation of Social Distancing in Indonesia is regulated in Government Regulation (PP) no. 21 of 2020. This Social 

Distancing was implemented for the first time in DKI Jakarta. Which is the epicenter of the spread of Covid-19 in Indonesia. This Social 
Distancing is one of the government's efforts to break the chain of the spread of Covid-19. After DKI Jakarta, Minister of Health 
Terawan also approved several other areas. It is noted that there are five areas in West Java adjacent to DKI Jakarta that have 
implemented Social Distancing, namely Bogor Regency, Bogor City, Depok City, Bekasi Regency, and Bekasi City, since April 15, 
2020 (Indonesiabaik.id, 2021) at https://indonesiabaik.id/infografis/penerapan-psbb-di-sejumlah-wilayah-indonesia)). 

2 The Indonesian Textile Association (API) noted that as many as 17.7% of the total members, or equivalent to 50 companies, have 

reduced production utilities by more than 50% since May 2020 (Yunianto, 2020). 
3 The Ministry of Finance noted that as many as 286 thousand taxpayers had taken advantage of tax incentives, with details of 65,350 

taxpayers taking advantage of Article 25 Income Tax Installment incentives. While 14,877 take advantage of Article 22 Import Income 
Tax incentives, 248,275 MSME taxpayers take advantage of Final Income Tax borne by the government incentives. Throughout 2020, 
the government allocated a ceiling of IDR 2.4 trillion for the final PPh incentives for SMEs borne by the government, but it was later 
revised to IDR 1.08 trillion. Until the end of 2020, the realization of tax incentives was IDR 670 billion or 62.03% (Kurniati, 2021). 

https://www.liputan6.com/tag/covid-19
https://indonesiabaik.id/infografis/penerapan-psbb-di-sejumlah-wilayah-indonesia
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effect of investment tax incentives in Australia during the global crisis in 2018. The 

study concluded that companies are very responsive to the offer of tax incentives. It is 

evidenced by the significant increase in investment flows by companies in Australia 

after the implementation of tax incentives in December 2018. The research also 

indicates that tax incentive policies are more effective in crises, especially when 

companies experience financial difficulties. These incentives are driven by the desire to 

get additional free cash flow from tax savings for investment activities (Richardson et 

al., 2015). 

In addition to the financial difficulty factor, tax incentive policies are more 

effective because the company is experiencing a liquidity crisis (Rodgers & Hambur, 

2018). Relaxation of taxation rules benefits companies by reducing tariffs, delaying tax 

payments, and eliminating tax debts for the previous period (Zwick et al., 2017). 

Companies with a more significant amount of tax liability tend to participate in tax 

incentive programs. Savings in the amount of tax payment obligations obtained from 

participation in the tax incentive program are considered benefits, so they are 

considered following the company's goal of maximizing the benefits that can be 

enjoyed. 

After referring to the lack of use of tax incentives during the pandemic, the study 

investigates whether financial difficulties and tax burdens encourage business plays a 

role to take advantage of tax incentives. In order to deepen the analysis, this study uses 

the difference in difference (DiD) method to analyze the impact of the Covid-19 

pandemic on the tax incentive program. The purpose of using DiD is to estimate 

changes that occur in groups of companies affected by the Covid-19 pandemic 

(treatment group) before and after the implementation of the tax incentive policy 

compared to changes that occur in groups not affected by the Covid-19 pandemic 

(control group). This grouping of samples of companies into affected groups is to 

distinguish the response of companies that have been significantly affected in their 

operations due to the Covid-19 pandemic from less affected companies. 

Several studies have analyzed tax incentives during the Covid-19 pandemic. 

Fidiana (2021) conducted a literature study to examine tax policy during the Covid-19 

pandemic through the perspective of the taxation principles proposed by Adam Smith, 

which include equity, certainty, convenience, and efficiency. Okafor et al. (2019) found 

evidence that tax incentives during the crisis positively affected small business plays a 

roles business continuity. Kartiko (2020) explicitly discusses tax incentives in 

Indonesia's tourism sector. The study concludes that tax incentives in the form of 

Article 21 Income Tax Borne by the Government are beneficial in reducing termination 

of employment for employees working in the tourism sector. In contrast, tax incentives 

in reducing installments of Income Tax number 25 and Final Income Tax borne by the 

government are beneficial in maintaining stability. Tourism business cash flow. 

A similar study that took the period before the pandemic, namely Putra & Solikin 

(2018), conducted a study on the evaluation of the shipbuilding industry's tax allowance 

policy in Indonesia using the Dunn approach. The aspects studied include effectiveness, 

efficiency, adequacy, fairness, responsiveness, and feasibility. The results of these 

studies include providing recommendations for policy improvements such as 

simplification of requirements and aspects of certainty to get tax incentives. Zwick et al. 

(2017) on companies in America found evidence that companies experiencing financial 

difficulties reacted more to tax incentives. The research findings also state that 

companies only react to tax incentives that provide tax debt reductions in the current 

year. 
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Research on the factors or determinants that affect taxpayer participation in the 

tax incentive program was conducted, among others, by Ahmar et al. (2018) regarding 

participation in tax incentive programs. The study explains that the company's cash 

flow, risk level, and asset intensity affect the company's decision to participate in the 

asset revaluation program. Pratama (2018)’s research on the determinants that affect the 

participation of companies listed on the stock exchange in the tax amnesty program 

shows that all independent variables, namely tax avoidance, ownership structure, and 

corporate governance, have a significant influence on decisions to participate in tax 

amnesty. Research on the participation of taxpayers in the tax amnesty program was 

also conducted by Kuncoro et al. (2020), which concluded that tax audits, tax 

avoidance, and corporate risk have a significant positive effect on taxpayer participation 

in the tax amnesty program. 

Decision theory states that company managers carry out the decision-making 

process by considering the benefits and costs incurred from making decisions. Edwards 

et al. (2016) stated that the condition of financial difficulties has implications for 

changes in company policies related to tax payments. The increasing cost of capital and 

reduced access to funding encourage management to delay or avoid paying tax 

obligations, especially when the company's tax burden can result in significant cash 

outflows. 

Research conducted by Richardson et al. (2015) states that companies 

experiencing financial difficulties, especially in crises, will tend to avoid tax obligations 

and use the additional benefits of tax avoidance for alternative funding sources for their 

operational activities. Okafor et al. (2019) state that in a global crisis where access to 

credit is limited, companies can still seek alternative low-cost external funding such as 

financial incentives funded by the public sector or apply for tax incentives. Tax 

incentives during the Covid-19 pandemic in tax reductions or exemptions can be an 

alternative solution for companies to fulfill their tax obligations by minimizing the 

company cash flow pressure. Therefore, the first hypothesis in this study is: 

H1 =  Companies experiencing financial difficulties tend to participate in tax incentive 

programs for taxpayers affected by the Covid-19 pandemic. 

Assidi et al. (2016) show that managers are looking for strategies to reduce the tax 

burden to optimize company performance, as reflected in company profits. Large 

companies are also considered to have the resources to carry out particular strategies 

such as tax planning to reduce the tax burden (Stamatopoulos et al., 2016). In the 

Covid-19 pandemic situation, where the company's cash flow has decreased, the tax 

burden is considered by management to make efforts to minimize cash outflows from 

tax payments, such as doing tax planning. Therefore, we suspect that companies with a 

high tax burden will participate in tax incentive programs to reduce the tax burden but 

in a way that is safer for the company's reputation. Thus the second hypothesis in this 

study is: 

H2 =  Companies with a high tax burden tend to participate in tax incentive programs 

for taxpayers affected by the Covid-19 pandemic. 

 

 

METHOD 

 

This study aims to examine the relationship between financial difficulties and tax 

burden on the tendency of companies to participate in tax incentive programs for 

taxpayers affected by the Covid-19 pandemic. The subjects in this study were 
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companies listed on the Indonesia Stock Exchange. The study was conducted on all 

sectors that comply with the Classification of Business Fields. It is listed in the 

attachment to the Regulation of the Minister of Finance, which regulates tax incentives 

for taxpayers affected by the Covid-19 pandemic. Sector classification refers to the 

Jakarta Stock Exchange Industrial Classification (JASICA). There are nine sectors, 

namely various industries; consumer goods industry; primary and chemical industry; 

infrastructure, utilities, and transportation; finance; trade, services, and investment; 

mining; agriculture; and property, real estate, and construction. 

The object of this research is the company's participation in reducing Income Tax 

25 installments, and relevant data is obtained from the company's financial statements 

for 2020. The criteria for companies affected by the Covid-19 pandemic are obtained 

from information disclosure reports submitted by issuers to the Indonesia Stock 

Exchange regarding the material facts of the impact Covid-19 pandemic. The secondary 

data sources in this study were obtained from financial reports and Material Information 

or Facts Reports on the Covid-19 pandemic's impact on companies listed on the 

Indonesia Stock Exchange. 

This research is limited to companies that meet the predetermined criteria, 

following the Classification of Business Fields as listed in the attachment to the 

Regulation of the Minister of Finance, which regulates tax incentives for taxpayers 

affected by the Covid-19 pandemic. Companies that do not meet the criteria are 

excluded as research samples include companies registered after 2019, companies with 

negative earnings before tax in 2019, and companies with incomplete data regarding the 

variables used in the study. Table 1 below presents the sample selection process used in 

this study. 

Table 1. Sample Selection 

Description  Amount 

Company registered until July 2021  747 

Subtracted by:   

The company does not include KLU PMK-110 156  

Companies with a negative 2019 ETR 220  

Companies whose data are not obtained or incomplete 232 608 

Companies that are the object of research  139 

Number of test periods  3 

Total population of the research object   

Group   

Treatment Group (60 x 3)  180 

Control Group (79 x 3)  237 
Source: Data processed 

Hypothesis testing in this study was carried out by logistic regression and using 

the difference in difference (DiD) method to strengthen the relationship between 

variables. Logistic regression is usually used when the dependent variable is 

dichotomous. Meanwhile, the difference in difference method is one of the most 

frequently used methods in impact evaluation studies by combining comparisons 

between groups before or after an event and control groups or groups affected by an 

event. 

This study refers to the research model Fredriksson & Oliveira (2019) used, which 

uses the difference in difference (DiD) method. This study's dummy variables consist of 
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POST, TREAT, and POSTTREAT. This study examines the relationship between 

financial difficulties and the tax burden on taxpayer participation in tax incentive 

programs during the Covid-19 pandemic with the following equation model: 

𝐼𝑃 = 𝛽0 + 𝛽1𝑃𝑂𝑆𝑇𝑖 + 𝛽2𝑇𝑅𝐸𝐴𝑇𝑖 + 𝛽3𝑃𝑂𝑆𝑇𝑇𝑅𝐸𝐴𝑇𝑖 + 𝛽4𝐹𝐷𝑖 + ε
+ 𝛽5𝐶𝑇𝑇𝑂𝑅𝑖 + 𝛽6𝑆𝐼𝑍𝐸𝑖 + 𝛽7𝑅𝑂𝐴𝑖 + ε 

 

Information: 

IP =  Company's participation in the tax incentive program, measured using 

a dummy variable; "1" for companies participating in tax incentives 

throughout 2020; “0” for companies not participating in tax incentives 

POST = The dummy variable for the quarterly reporting period throughout 

2020, influenced by the tax incentive program, is worth 1 for the 

second and third quarters after the tax incentive program and 0 for the 

1st quarter before the tax incentive program. 

TREAT =  Variable dummy treatment group up and control group up, worth 1 for 

companies affected by the Covid-19 pandemic and 0 for companies 

not affected by the Covid-19 pandemic 

POSTTREAT =  POST multiplication operation with TREAT 

FD =  Financial distress, as measured by the Altman Z-Score 

CTTOR =  The tax burden, measured by the CTTOR ratio ratio 

SIZE =  Firm size, the normal logarithm of total assets 

ROA =  Profitability, measured by the ROA ratio 

ε  =  error 

The POST variable is the time variable for applying the rules regarding tax 

incentives, which is worth “1” for the quarter after the enactment of the tax incentive 

rules and is worth “0” for the quarter before the enactment of the tax incentive rules. 

The TREAT variable is a variable that explains the average difference between groups 

affected by the Covid-19 pandemic (treatment group) and groups not affected (control 

group). The TREAT variable is worth "1" for companies affected by the Covid-19 

pandemic (treatment group) while "0" for companies not affected by the Covid-19 

pandemic (control group). 

The POSTTREAT variable is an interaction between the time variable and the 

group variable so that it becomes an estimator of the difference between the treatment 

group and the control group before and after applying the tax incentive rules. The 

POSTTREAT variable is generated by multiplying the POST and TREAT variables. The 

variable POSTTREAT has a value of "1" for companies affected by the Covid-19 

pandemic for the period. Then the temporary tax incentive rules and a value of "0" for 

companies not affected by the Covid-19 pandemic either before or after implementation 

and for companies affected by the Covid-19 pandemic before implementation of tax 

incentive rules. 

 

 

RESULTS 

 

This study displays data in the form of the number of observations, the average 

(mean), the lowest value (minimum), the highest value (maximum), and the standard 

deviation of each research variable. The average value (mean) is a number that 

represents a group of data as a whole. The minimum value is the lowest extreme value 
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of the data, and the maximum value is the highest extreme value of the data. At the 

same time, the standard deviation is the distribution of data that shows the distance of 

individual data points to the average value (mean). 

Table 2. Descriptive Statistics 

Variable Obs mean Std. Dev. Min Max 

Continuous:      

FD 417 2 . 3708 2.0170 

0 

0.03802 7.4783 

CTTOR 417 1.4056 1.6315 - 0.8950 5.0765 

SIZE 417 14.9651 1.5848 12.3513 17.2486 

ROA 417 1.2913 3.4815 -5.8881 9.4723 

Dummy: N Value 1 Value 0 

IP 139 60 (43.16%) 79 (56.84%) 

TREAT 139  76 (54.67%) 63 (45.33%) 
Source: Data processed 

The dependent variable in this study is the participation of companies listed on the 

IDX in the tax incentive program for taxpayers affected by the Covid-19 pandemic. 

Table 2 shows that as many as 60 companies participated in the tax incentive program 

throughout 2020. Meanwhile, 79 companies, or 56.84% of the total research population, 

did not provide information regarding participation in the tax incentive program, so it 

was assumed that they did not participate in it after it was done first. They were testing 

the calculation of Income Tax number 25 installments as stipulated in the Regulation of 

the Minister of Finance Number 215 of 2018 regarding the calculation of the 

installments of Income Tax 25 for companies listed on the stock exchange. 

Based on Table 2, the average value (mean) of the financial distress variable is 

3.4. The financial difficulty variable was measured using the Altman Z-Score ratio. 

Companies are classified as having financial difficulties if the Altman Z-Score ratio 

value is less than 1.81 and is declared healthy if the Z-Score ratio is above 2.99. Hence, 

the average value of the financial distress variable in the population of this study 

indicates that the company does not experience financial difficulties. However, when 

viewed in detail per sector, there are four sectors, namely the financial sector, property 

sector, infrastructure sector, and mining sector, which have a Z-Score ratio below 1.88, 

indicating financial difficulties. PT. MD Pictures Tbk is a company with the highest Z-

Score ratio in the trade, services, and investment sectors. 

The average value (mean) of the tax burden variable in the study population is 

positive 0.83, and the maximum value of the tax burden variable in this study is 8.64, 

which PT Gihon Telekomunikasi Indonesia Tbk owns with the telecommunications 

infrastructure sector. The CTTOR ratio uses income tax payable, calculated from 

taxable income multiplied by the applicable tax rate, so that if the company experiences 

a loss, the income tax payable is zero. Thus the tax burden has a minimum value of 

zero. 

The dependent variable in this study is the participation of companies listed on the 

IDX in the tax incentive program for taxpayers affected by the Covid-19 pandemic. The 

dependent variable is binary or dichotomy, namely participating or not participating. 

Hypothesis testing in this study using logistic regression analysis refers to Hosmer et al. 

(2013), who states that logistic regression analysis is used to explain the relationship of 

the dependent variable. That is dichotomous or binary with the independent variable in 
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the form of interval or category-scale data. Logistic regression analysis does not require 

the classical assumption test because the dependent variable is binary, so the 

assumptions of the least squares model (normality, linearity) are ignored (Fernandes et 

al., 2020). Gujarati (2022) also states that logistic regression ignores the problem of 

heteroscedasticity, the Hypothesis testing in this study includes; the coefficient of 

determination test, simultaneous significance test, partial significance test, model 

feasibility test, and model prediction accuracy test. The results of the logistic regression 

test are listed in Table 3 below. 

Table 3. Logistics Regression Results 

 Coefficient Odds Ratio Std. Err P>|z| 

POST -0.1998 0.8188 0.3132 0. 601 

TREAT 0.2031 1.2253 0.5215 0.633 _ 

POSTTREAT 0.3675 1.4441 0.7502 0.479 _ 

FD -0.0139 0.9861 0.0159 0.388 _ 

CTTOR 
0.7939 

2,2120 
0.3477 

 
0. 000 

SIZE -0.0365 0 . 9641 0. 0680 0. 605 

ROA 0.2315 1. 2605 0 . 0560 0. 000 

Obs = 417 

LR Chi2 = 154.53 

Prob>chi2 =0,000 

Pseudo R2 = 0.2775 
Source: Data processed 

In the logistic regression analysis, the coefficient of determination used is Pseudo 

R Squared to measure the model's ability to explain variations in the dependent variable. 

In Table 3, it is explained that the Pseudo R Squared value is 0.2775. These results 

indicate that the independent variable in the model can explain 27.75% of the variation 

of the dependent variable, and the rest is explained by other variables not included in the 

research model. 

For the partial test, the effect of each independent variable can be seen from the 

comparison of the probability value (F-statistic) to the significance level. If the 

probability value (F-statistic) is smaller than the significance level, then H0 is rejected 

and Ha accepted, and vice versa. Table 3 shows that Prob = 0.000 is smaller than the 

significance level (0.05), so H0 is rejected and Ha accepted. Testing for the first 

hypothesis (H1) shows that the probability value after being divided by two (one-tailed) 

still has a higher value than the significance value (>0.05), so that H0 can not be 

rejected. The direction of the variable coefficient of financial distress is negative. The 

logistic regression results on the partial test of the financial difficulty variable indicate 

that financial difficulty has no relationship to the tendency of companies to participate 

in tax incentive programs. 

The second hypothesis (H2) in this study proposes Ha temporary conjecture 

regarding the tendency of companies with a high tax burden to participate in tax 

incentive programs. Based on Table 3, which shows that the probability value has a 

lower value than the significance value (<0.05) so H0 is rejected. The direction of the 

variable coefficient of the tax burden is positive. The logistic regression results on the 

partial test of the tax burden variable show that the tax burden strengthens the tendency 

of companies (taxpayers), it is used to participate in tax incentive programs. 
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DISCUSSION 

 

Financial Difficulties are a Driving Factor for Using Tax Incentives During The 

Pandemic 

 The regression results show that financial difficulties partially do not affect the 

tendency of companies to follow tax incentives. The first hypothesis (H1) of this study 

which expects that companies experiencing financial difficulties tend to follow tax 

incentives, cannot be proven. The results of this study are not in line with Zwick et al. 

(2017) and Edwards et al. (2016), which state that financial difficulties affect the 

tendency of tax incentive participation. Research conducted by Zwick et al. (2017) finds 

evidence that companies experiencing financial difficulties tend to participate in 

financial incentive programs to save on cash flow expenditures. On the other hand, this 

study finds that financial difficulties do not motivate taking advantage of tax incentives 

during the pandemic. 

The difference in the results of these studies is caused by the use of different 

proxies in determining financial difficulties. Research by Edwards et al. (2016) uses the 

debt ratio as a proxy for the variable of financial distress, which is calculated by 

dividing total debt by total assets. Meanwhile, in this study, financial distress uses a 

proxy for potential bankruptcy with the Altman Z-Score ratio. The Altman Z-Score ratio 

combines four ratios to determine the financial difficulties experienced by the company. 

The ratio consists of liquidity, profitability, solvency, and activity. The solvency ratio is 

calculated based on the market value of equity so that it is influenced by external factors 

such as fluctuating stock prices. In this study, several companies experienced a 

significant increase in stock prices, so the solvency ratio increased even though other 

ratios, such as liquidity and profitability, decreased. It is suspected to be the cause of the 

test results not following the expected hypothesis. 

In addition, descriptive data analysis shows that companies that participate in tax 

incentives have an average Altman Z-Score ratio of 3.48, indicating that the company is 

classified as a healthy company and relatively safe from financial difficulties. 

Meanwhile, companies that do not participate in tax incentives also have an average 

Altman Z-Score ratio, indicating that the company is not in a state of financial 

difficulty. However, if viewed by sector, there are four sectors of companies 

participating in the tax incentive program which are indicated to be experiencing 

financial difficulties. 

Tax Burden as a Driving Factor for The Use of Tax Incentives During The 

Pandemic 

This study shows that the tax burden variable partially has a significant positive 

effect on the company's tendency to participate in the tax incentive program. Richardson 

et al. (2015) stated that companies in crisis would be more motivated to carry out 

strategies to reduce the tax burden in order to maintain the company's cash flow. 

Darussalam (2020) argues that the correct type of incentive given during the Covid-19 

pandemic is the type of incentive that impacts the company's cash flow. Reducing or 

delaying tax payments can minimize cash outflows so that cash flow savings can be 

used for company operations or other investment activities. Companies also consider 

compliance costs, information costs, and image in deciding to participate in tax 

incentives (James, 2013). Tax incentives for taxpayers affected by the Covid-19 

pandemic offered by the government can be a choice for companies to reduce cash 

outflows for tax payments by minimizing reputational risk. 
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While Zwick et al. (2017) find evidence that companies tend to react only to tax 

incentives that provide benefits such as generating additional cash flows in the current 

year. The company considers the costs and benefits of joining the tax incentive 

program. 

Size and Profitability as Control Variables in The Use of Tax Incentives During 

The Pandemic 

In this study, two control variables are used: firm size, calculated by the natural 

logarithm of total assets, and profitability, calculated using the Return on Assets (ROA) 

ratio. Based on the results of the regression analysis, it is stated that the firm size 

variable does not affect the company's tendency to participate in the tax incentive 

program. The regression results show a negative coefficient, which means that the larger 

the company's size, the less likely it is to participate in the tax incentive program. 

Pratama (2018)’s research and Kuncoro et al. (2020) also found evidence that firm size 

negatively affects the decision to participate in tax amnesty. Companies with larger 

sizes tend to be careful in carrying out strategies to reduce the tax burden (Wu et al., 

2012) according to the theory of political costs where large companies are more 

supervised by the government and the public. 

The following control variable is the profitability variable. Based on the results of 

the regression analysis, it is stated that the profitability variable has a significant 

positive effect on the company's tendency to participate in the tax incentive program, 

with a trend ratio of 1.4264. An increase in ROA of 1 unit will increase the company's 

tendency of 1.4264 times to participate in tax incentive programs. The results of this 

study follow Kuncoro et al. (2020), who state that profitability has a significant positive 

effect on the tendency of companies to participate in tax amnesty. 

Application of The Difference-in-Difference (Did) Method 

This study uses the difference-in-difference (DiD) method by adding additional 

variables, namely POST, TREAT, and POSTTREAT. The regression analysis results on 

the POST variable have no significant effect, indicating no significant change in 

company participation in the tax incentive program for all companies after the 

enactment of tax incentive regulations for taxpayers affected by the Covid-19 pandemic. 

The POST variable has no significant effect because the company's participation in the 

tax incentive program is relatively unchanged in the third quarter. The following 

variable is TREAT which shows no significant effect on the tendency to participate in 

the tax incentive program. So it can be concluded that the impact of the Covid-19 

pandemic does not affect the company's preference to participate in the tax incentive 

program. Companies affected by the Covid-19 pandemic do not immediately decide to 

participate in the tax incentive program. 

Next is the POSTTREAT variable, which describes the interaction between the 

time variable and the group variable so that it becomes an estimator of the difference 

between the treatment group and the control group before and after applying the tax 

incentive rules. The regression analysis results on the POSTTREAT variable also show 

an insignificant effect, which means that the participation of companies affected by the 

Covid-19 pandemic before and after the tax incentive rules did not experience 

significant changes. 

Companies affected by the Covid-19 pandemic (treatment group) did not 

experience changes in the period before and after the tax incentive rules compared to 

companies that were not affected by the Covid-19 pandemic (control group). The 
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criteria for being affected by the Covid-19 pandemic in this study refer to the 

Information or Material Facts Report of the Impact of the Covid-19 Pandemic published 

by companies listed on the Indonesia Stock Exchange. Criteria for being affected by the 

Covid-19 pandemic include cessation or limitation of operational activities, decreased 

income, decreased profit or loss, fulfillment of short-term obligations, and termination 

of employment.  

 

 

CONCLUSION 

 

Based on the results of empirical data testing, this study finds that financial 

difficulties do not affect the tendency of companies to participate in tax incentive 

programs. The financial difficulties experienced by the company do not determine the 

preference to participate in the tax incentive program. The reason for rejecting this 

hypothesis is that the research sample companies have an average Altman Z-Score ratio 

that does not experience financial difficulties. Another finding is that the tax burden 

motivates companies to participate in the National Economic Recovery Program - tax 

incentive program. This finding implies that companies with a high tax burden will 

carry out a strategy to reduce the tax burden. Tax incentives are one of the instruments 

to reduce cash outflows considering that tax installment payments are a significant 

expense item. 

This finding implies that the Government of Indonesia will continue the tax 

incentive policy for companies affected by Covid-19, emphasizing policies oriented 

toward reducing tax debt and increasing operational expense posts that taxes can 

finance. Both posts have an impact on saving cash out in times of crisis. 

This study has limitations in using a proxy for financial distress variables with the 

Altman Z-Score bankruptcy prediction. The components in the Altman Z-Score consist 

of 4 (four) ratios, not only emphasizing increasing liquidity or decreasing operating 

profit. In addition, companies that disclose the use of tax incentives in their financial 

statements are companies that have a relatively safe Altman Z-Score. Therefore, we 

recommend further research to try liquidity proxies or debt-to-equity ratios as the 

proxies used in previous studies. 
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