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Abstract 
One of the most important sources of revenue for the state is taxation. Paying taxes is 
a legal obligation that must be met by both individuals and businesses. Transfer pricing 
is one method of reducing the tax burden. This, however, has the potential to reduce 
state revenue. The purpose of this research is to determine the impact of taxes, 
tunneling incentives, Bonus Mechanisms, and Profitability on transfer pricing in 
Indonesian manufacturing companies listed on the Indonesia Stock Exchange 2019 - 
2022. Secondary data from 171 manufacturing companies listed on the Indonesia Stock 
Exchange is used in this study. Purposive sampling was used to select the sample, and 
the research sample contained as many as 24 companies. Researchers use the 2019-2022 
time frame. According to the findings of the Smart PLS study, the tunneling incentive 
variable has a positive and significant effect on transfer pricing, while the profitability 
variable has a negative and significant effect on transfer pricing. Transfer pricing is 
unaffected by variable taxes and bonus mechanisms. 
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INTRODUCTION 

PeThe understanding of transfer prices is divided into two, namely neutral 
and pejorative. The neutral definition assumes that transfer pricing is purely a 
business strategy and tactic without a tax burden reduction motive. Meanwhile, 
the pejorative sense is defined as a set price by multinational companies with the 
intention of allocating income from one company to other companies in different 
countries with the aim of reducing taxable profits in countries that have high tax 
rates and transferring profits to other countries with low or even zero tax rates 
(Suandy, 2016 :75). The term transfer price closely related to the transaction price 
of goods, services or intangible assets between companies in a multinational 
company. The impact of the transfer price is that the price is too high (overpricing) 
or vice versa the price is too low (underpricing), this often happens in cases of 
dumping for international trade (Suandy,2016:76). 

Petrade in the world is more than 60% is generated from transactions related 
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to multinational companies using transfer pricing schemes (Darussalam, et al, 
2013: 3). The scheme carried out by multinational companies in transfer pricing 
practices is by diverting their profits from countries with high tax rates to countries 
with low or zero tax rates, so as to minimize the tax burden as an effort to maximize 
company profits. In fact, tax revenues on income from multinational companies 
constitute a very significant portion of tax revenues from total tax revenues in the 
countries where these multinational companies operate. Therefore, to prevent the 
transfer of taxable profits, tax authorities in various countries make regulations 
regarding strict transfer pricing provisions, for example such as the application of 
sanctions or penalties, careful examination of several cost elements, 
documentation requirements, as well as tax audits that can lead to transfer pricing 
corrections. The existence of these corrections can lead to conflicts, if done without 
the facts, approaches and methods that apply in international taxation. Thus, this 
transfer pricing issue does not only involve the taxpayer and the tax authority of 
one country, but also involves two or more tax authorities in different countries. 
Therefore the importance of a provision regarding the transfer The existence of 
these corrections can lead to conflicts, if done without the facts, approaches and 
methods that apply in international taxation. Thus, this transfer pricing issue does 
not only involve the taxpayer and the tax authority of one country, but also 
involves two or more tax authorities in different countries. Therefore the 
importance of a provision regarding the transfer The existence of these corrections 
can lead to conflicts, if done without the facts, approaches and methods that apply 
in international taxation. Thus, this transfer pricing issue does not only involve the 
taxpayer and the tax authority of one country, but also involves two or more tax 
authorities in different countries. Therefore the importance of a provision 
regarding the transfer pricingin a country to determine which country is entitled 
to provide tax on profits generated by companies that do business in more than 
one country. In addition, transfer pricing provisions also serve as legal guidelines 
for multinational companies in carrying out their transfer pricing policies. 

The purpose of this study was to determine the effect of taxes, tunneling 
incentives, Bonus Mechanisms and Profitability on Transfer Pricing in. 
Manufacturing Companies Listed on the Indonesia Stock Exchange. 2019 - 2022. 
So that the formulation of the problem raised by the researcher is whether Taxes, 
Tunneling incentives, Bonus Mechanisms and Profitability affect Transfer pricing 
in Manufacturing Companies Registered at Indonesia stock exchange. 

 
LITERATURE REVIEW 
Agency Theory (Agency Theory) 

Agency Theorypefirst proposed by Jensen and Meckling (1976). Agency 
theory (agency) is a concept that describes the relationship between the principal 
or contract giver and the agent or contract recipient (Supriyono,2018:63). An 
agency relationship arises when one or more people (principal) hire an individual 
or another person (agent) to provide a service, then delegate decision-making 
authority to the agent. Jansen and Meckling suggest that there is a working 
relationship between the party giving the authority, namely the investor as the 
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principal and the party receiving the authority, namely the manager as the agent 
in the form of a cooperation contract, in which the cooperation contract is explicit 
and implicit, as well as the delegation of some decision-making authority to agent 
(Rahmawati, 2016:1)  
 
Tax 

Pajak is the source company leaders who are sometimes adjusted to the 
position of office, wrong largest state revenue after oil and gas. The amount of state 
revenue from the tax sector can be seen from the large percentage of tax revenue 
compared to the percentage of state revenue from other sectors in the State 
Revenue and Expenditure Budget (APBN). To increase tax revenues, legal 
instruments are needed that regulate clear tax collection procedures and facilitate 
the implementation of rights and obligations in the field of taxation both from the 
perspective of taxpayers and the tax authorities (fiskus). 
 
Tunneling Incentives 

Qunnelingis the transfer of resources out of the company for the benefit of 
controlling shareholders (Johnson et al., 2000). Based on research conducted by 
Hartati et al., (2015) suggests that tunneling incentives are a behavior of majority 
shareholders who transfer company assets and profits for their own benefit, but 
minority shareholders share the costs they incur. Tunneling can be done by selling 
the company's products to companies that have a relationship with the manager 
using a lower price than the market price, maintaining their position or job title 
even though they are no longer competent in running their business or in selling 
company assets to companies that have a relationship with affiliated party. 
 
Bonus Mechanism 

Bonuses are rewards that are given directly to employees due to the benefits 
that the company gets, which can be variable and variable (Batjo and Shaleh, 
2018:94). Bonus is determined by One example is the bonus given to the manager 
or director of the company. Usually bonuses given to managers or directors can be 
in the form of commissions, allowances, sales incentives and others. 
 
Profitability 

Profitability is a company's ability to generate profit or profit during a 
certain period by using assets or capital, both overall capital and own capital 
(Barus and Leliani, 2013). Meanwhile, according to Hery (2016: 104) the 
profitability ratio is the ratio used to measure a company's ability to generate 
profits from its normal business activities. In this case profitability can be used as 
a benchmark for investors and creditors in assessing the performance of a 
company. In addition, according to Septiana (2019: 108) this profitability ratio is 
used to provide an overview of the effectiveness of management in carrying out 
its operational activities, where this effectiveness can be seen through the profit 
generated on company sales and investment. The profit earned by the company 
can be seen through the difference between the income received by the company 
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and the costs incurred by the company. Through this it can be seen how successful 
a company is in running its business. 

 
Transfer Pricing 

According to Gunadi in Pohan (2019: 197) transfer pricing is the total price 
for the delivery of goods or compensation for the delivery of services that have 
been agreed upon by both parties in financial business transactions and other 
transactions. Meanwhile, according to Pohan (2019: 196) transfer pricing is part of 
a business activity and taxation which aims to ascertain whether the price applied 
in transactions between companies that have special relationships have been based 
on the principle of fair market prices or the arm's length price principle. According 
to Pohan (2019: 196) there are two groups of transactions in transfer pricing, 
namely intra-company and inter-company transfer pricing. Intra-company is 
transfer pricing between divisions within one company, while inter-company is 
transfer pricing between two companies that have a special relationship. The 
transactions themselves can be carried out in one country (domestic transfer 
pricing) or with different countries (multinational transfer pricing). Domestic 
transfer pricing is the price for the transfer of goods or services between entities of 
a group of companies or between divisions within a company within a sovereign 
territory of the country. 

According to PSAK No. 15 concerning accounting for investments in 
associated companies states that if an investor has voting rights greater than 20% 
(≥20%) either directly or indirectly through a subsidiary, then it is considered to 
have significant influence. Vice versa, if an investor has voting rights of less than 
20% (<20%) either directly or indirectly through a subsidiary, then it is considered 
to have no significant influence. Significant influence is the power to participate in 
both the financial and operational policy decisions of an economic activity, but 
does not control or jointly control those policies.  

 
Hypothesis Development Of The Relationship Of Tax To Transfer Pricing 

Ptransfer pricing practices carried out by companies, namely by diverting 
their profits from countries with high tax rates to countries with low tax rates 
(Darussalam, et al, 2013: 3). Thus the company's obligation to pay taxes will be 
smaller than it should be. This can be detrimental to the state, therefore the tax 
authorities in various countries make provisions regarding strict transfer pricing, 
such as the application of sanctions or penalties, careful research on several cost 
elements, documentation requirements, and tax audits which can lead to transfer 
pricing corrections (Darussalam , et al, 2013: 3). Thus transfer pricing does not only 
involve the taxpayer and the tax authority of a country, but also involves two or 
more tax authorities in different countries. This is supported by the research results 
of Noviastika, et al (2016), Refgia (2017) Purwanto and Tumewu (2018), and 
Agustina (2019) which state that taxes have an influence or effect on transfer 
pricing. Based on the description above, then hypothesis 1 (H1) is asfollowing: 
H1: Taxes affect transferspricingpada manufacturing company which are listed on 
the Indonesia Stock Exchange 
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Tunneling Incentive Relationship To Transfer Pricing 

Qunneling incentiveis an activity carried out by the majority or controlling 
shareholder in the form of transfer of company assets and resources with the aim 
of obtaining personal benefits. This tunneling incentive can occur between the 
majority shareholder and the minority shareholder. Conflicts that occur between 
the two will make it easier for companies to carry out transfer pricing activities. 
Tunneling incentives are carried out by transferring company profits so that 
profits are earned smaller companies because profits have been transferred to 
affiliated companies. The transactions carried out can be in the form of sales or 
purchases with affiliated companies by applying transfer pricing. The transaction 
is carried out by transferring the company's cash or current assets at an unfair price 
for the benefit of the controlling shareholder. Then the controlling shareholders 
will get power and incentives in the company. The results of research conducted 
by Noviastika, et al (2016), Refgia (2017), and Purwanto and Tumewu (2018) show 
that tunneling incentives have an effect on transfer pricing decisions. Based on the 
description above, then hypothesis 2 (H2) is asfollowing: 
H2: Tunneling incentives have an effectagainst transfer pricing on 
perumanufacturing companies listed on the Indonesia Stock Exchange. 

 
Bonus Mechanism Relationship Against Transfer Pricing 

In an effort to maximize company profits, the directors or interested parties 
do not rule out the possibility of carrying out transfer pricing activities. 
Maximizing company profits by using the transfer pricing method, the greater the 
bonus received by the directors or interested parties. Therefore, it can be concluded 
that the compensation in the form of bonuses given by the company to employees 
is seen based on how the performance of the directors and other divisions within 
a company. The greater the profit earned by the company, the better the image of 
the directors in the eyes of the company owner. This assumption is supported by 
research conducted by Agustina (2019) which states that the bonus mechanism 
affects transfer pricing. Based on the description above, 3 (H3) are as follows: 
H3: The bonus mechanism takes effectagainst transfer pricing on 
perumanufacturing companies listed on the Indonesia Stock Exchange. 

 
Profitability Relationship Against Transfer Pricing 

Pean increase in a company's profit can cause the amount of tax that must 
be paid by the company to be even higher, so that there is a possibility for the 
company to take steps to reduce the amount of tax paid by using transfer pricing. 
The practice of transfer pricing that is usually carried out by companies is by 
adjusting the transfer price of transactions made between companies that have a 
special relationship. This transfer price adjustment is made to be able to adjust the 
profit earned, so that the tax rate paid by the company is lower. This assumption 
is supported by research conducted by Agustina (2019) which states that 
Profitability has an effect on transfer pricing. Based on the description above, the 
hypothesis 4 (H4) are as follows: 
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H4: Profitability effect on transfer pricingp.sthere are manufacturing companies 
listed on the Indonesia Stock Exchange. 

 
RESEARCH METHOD 

PeThis research uses secondary data of 171 manufacturing companies listed 
on the Indonesia Stock Exchange. The sample selection used a purposive sampling 
method, so that 24 companies were found as research samples. The year period 
used by researchers is from 2019 - 2022. So the number of observations is 98 
observations. Research uses SmartPLS as a statistical tool in hypothesis testing.  

Table 1. Variable Measurement Study 
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RESULTS AND DISCUSSION  
Inner Model Test 

Pethe inner model test is based on the results of R-Square (R²). Here's the R 
value2obtained in this study: 

Table 2. R-Square Value (R²) 
  

R Square R Square 
Aadjusted 

Transfer 
pricing 

 

0.054 
 

0.014 

Ssource: Data Processed by Researchers from PLS 
Based on Table 2 above, the R-value square shows a coefficient value of 0.054 

means that for the Transfer Pricing construct which can be explained by the Tax 
construct, Tunneling Incentives, Bonus Mechanisms and Profitability of 5.4% for 
endogenous latent variables in the structural model identify that the model is 
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weak. Meanwhile, 94.6% is explained by other variables that are not included in 
this study.  

 
Hypothesis testing 

bootstrapping Partial output path Leasst Square(PLS): 
 
 
 
 
 
 
 
 
 

 
Figure 1. PLS Model Output Paths 
Ssource: Data Processed by Researchers from PLS 
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from PLS From the Hypothesis Test conducted by researchers using the 

Partial Least Square (PLS) program, the results obtained showing the effect of each 
independent variable on the dependent variable are as follows:  

 
Tax 

Based on the results of calculations performed using the Partial Least Square 
(PLS) program shows that the tax variable has a T-statistic value of 1.483 <1.96 and 
P Values of 0.139>0.05. It can be concluded that the tax variable has no significant 
effect on transfer pricing. Thus, Hypothesis 1 (H1) in this researchnot accepted. 
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Tunneling Incentives 

Based on the results of calculations carried out using the Partial Least Square 
(PLS) program, it shows that the tunneling incentive variable has a T-statistic value 
of 1.990 > 1.96 and the P Values are equal to 0.047 <0.05. It can be concluded that 
the tunneling incentive variable has a significant positive effect on transfer pricing. 
Thus, Hypothesis 2 (H2) inpenthis litany is accepted. 

 
Bonus Mechanism 

Based on the results of calculations performed using the Partial Least Square 
(PLS) program, it shows that the bonus mechanism variable has a T-statistic value 
of 0.184 <1.96 and the P Values are equal to 0.854 > 0.05. It can be concluded that 
the Bonus Mechanism variable has no significant effect on transfer pricing. Thus, 
Hypothesis 3 (H3) in this study was not accepted. 

 
Profitability 

Based on the results of calculations performed using the Partial Least Square 
(PLS) program, it shows that the profitability variable has a T-statistic value of 
2.498 > 1.96 and P Values of 0.013 < 0.05. It can be concluded that the variable 
Profitability has a significant negative effect on transfer pricing. Thus, Hypothesis 
4 (H4) inpenthis litany is accepted.  

 
Interpretation of Research Results 
Effect of Tax on Transfer pricing 

The results obtained from testing the Tax hypothesis on Transfer pricing in 
Manufacturing Companies for the period of year 2019 - 2022 shows a T-statistic 
value of 1.483 <1.96 with a significance value of 0.139 > 0.05 indicating that the tax 
variable has no significant effect on transfer pricing. These results are consistent 
with research conducted by Rosa, et al (2017) and Melmusi (2016) which states that 
taxes do not have a significant effect on transfer pricing. However, the results of 
the research conducted by this researcher are not in accordance with the research 
conducted by Noviastika, et al (2016), Refgia (2017), Purwanto and Tumewu (2018) 
and Agustina (2019). The opinion regarding the company's goal of carrying out 
transfer pricing is to reduce the amount of tax paid by the company can be said to 
be inappropriate. This is supported by Darussalam, et al (2013: 47) which states 
that the purpose of a company carrying out transfer pricing activities is to 
maximize profits and reduce tax payments. It is said to be inappropriate, because 
based on the results of research conducted by researchers, it shows that companies 
that minimize the tax burden do not always carry out transfer pricing. This means 
that the company is able to carry out tax planning properly to minimize the tax 
burden paid. Related to transfer pricing activities carried out by companies, there 
are other things that need to be considered so that tax corrections to allegations of 
companies carrying out transfer pricing become stronger. Another thing to note, 
as an instrument to prevent tax avoidance practices. 
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The Effect Of Tunneling Incentives On Transfer Pricing 
The results obtained from testing the tunneling incentive hypothesis on 

transfer pricing in manufacturing companies for the period 2019 - 2022 show a T-
statistic value of 1.990 > 1.96 with a significance value of 0.047 <0.05 indicates that 
the tunneling incentive variable has a positive and significant effect on transfer 
pricing. These results are consistent with research conducted by Noviastika, et al 
(2016), Refgia (2017), Purwanto and Tumewu (2018) which state that tunneling 
incentives have a significant effect on transfer pricing. Based on the results of this 
study, it shows that the larger the shares owned by controlling shareholders, the 
greater the opportunity for a company to carry out transfer pricing. This is because 
if a subsidiary company makes a purchase to the parent company using a price 
that is not in accordance with the fair price (more expensive), then this will 
automatically provide benefits for the parent company, especially for the 
controlling or majority shareholder.  

 
Effect of the Bonus Mechanism on Transfer pricing 

The results obtained from testing the Bonus Mechanism hypothesis on 
Transfer pricing in Manufacturing Companies for the period 2019 - 2022 show a T-
statistic value of 0.184 < 1.96 with a significance value of 0.854 > 0.05 indicates that 
the Bonus Mechanism variable has no significant effect on transfer pricing .These 
results are consistent with research conducted by Refgia (2017) and Purwanto and 
Tumewu (2018) which state that the bonus mechanism has no significant effect on 
a company's decision to transfer pricing. The bonus mechanism is one of the ways 
used by companies based on the amount of profit in giving bonuses to managers 
or directors by looking at their overall performance. Opinions regarding 
companies carrying out transfer pricing by giving bonuses to directors so that the 
profits earned are greater so that they can be used to pay bonuses for directors can 
be said to be wrong, because based on the results of research conducted by 
researchers it shows that within a company there are still interests another much 
bigger such as maintaining the name and value of the company both in the eyes of 
the public and the government, namely by presenting actual financial reports so 
that they can be used in making good decisions for the company. Another reason 
a company does not carry out transfer pricing is to show that the company already 
has a good control system, in which all activities carried out must be in accordance 
with applicable company regulations and supervised by committees so that no 
fraud is committed to maximize company profits in order to obtain bonuses. the 
big one. However, the results of this study are inversely proportional to research 
conducted by Refgia (2017) and Purwanto and Tumewu (2018) which state that the 
bonus mechanism has no effect on transfer pricing.  

 
Effect of Profitability on Transfer pricing 

The results obtained from testing the Profitability hypothesis on Transfer 
pricing in Manufacturing Companies the 2019 - 2022 period shows a T-statistic 
value of 2.498 > 1.96 with a significance value of 0.013 <0.05 indicating that the 
Profitability variable has a negative and significant effect on transfer pricing. These 
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results are consistent with research conducted by Sari and Mubarok (2018) which 
also stated that profitability has a significant and significant effect on transfer 
pricing. Profitability is used to assess a company's ability to make a profit 
(Septiana, 2019:108). Based on the results of this study, it shows that companies 
that have greater profits must also have greater internal funding sources, so that 
the possibility of companies to use their own capital (internal funds) is also greater. 

 
CONCLUSIONS 

The purpose of this study is to determine the effect of taxes, tunneling 
incentives, bonus mechanisms, and profitability on transfer pricing by using 
manufacturing company data listed on the IDX. The results of the research show 
that tunneling incentives and profitability have an impact on transfer pricing. The 
limitation in this study is the R value2which is small which indicates that the 
independent variable chosen has not been able to explain its effect on the 
dependent variable, namely transfer pricing. Thus, it is necessary to map out 
previous research in more depth in determining research variables. 

Based on the research results and conclusions obtained, the suggestions 
given by researchers are as follows: 1) For companies, it is hoped that the research 
conducted by these researchers can provide consideration for company 
management in making decisions related to transfer pricing practices; 2) For the 
government, the government should pay attention again to the existing tax laws 
and regulations in Indonesia, particularly regarding transfer pricing. This is 
intended so that companies do not divert their profits to countries with lower or 
zero tax rates; 3) For future researchers, to be able to use other variables that may 
have an influence on transfer pricing. In addition, the researcher also suggests that 
future researchers can use different research objects, not only from manufacturing 
companies.  
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