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Companies today face the challenge of balancing financial and sustainability targets. Tax
strategies, as a means of achieving financial targets, can enhance a company's reputation and
stakeholder trust. However, aggressive implementation can also create problems for the
organization. Furthermore, companies cannot avoid sustainability issues, one of which is the
demand for green innovation. Green innovation not only demonstrates a commitment to
supporting the SDGs and complying with environmental regulations but also generates
efficiency for the company. However, a debate remains over whether the positive impact of
these expenditures will be directly visible in the short term. The purpose of this study is to
investigate whether tax avoidance and green innovation contribute to enhanced company
performance. Furthermore, we examine whether sustainability transparency plays a
moderating role. The research sample consisted of non-financial companies that were
consistently listed on the IDX-IC for the period from 2021 to 2024. The sample selection
method used was purposive sampling. Balanced panel data was used with moderated
regression analysis (MRA). The results show that tax avoidance does not affect company
performance, and green innovation can improve company performance. Furthermore,
sustainability transparency only moderates the impact of green innovation on company
performance. This occurs due to the alignment of goals between the two. However,
sustainability transparency does not moderate tax avoidance. This occurs because there can be
a value conflict between tax avoidance practices and sustainability transparency. Tax
avoidance is often perceived as something that conflicts with transparency and ethics.

1. INTRODUCTION

In recent vyears,

sustainability and corporate social

among stakeholders [6, 9, 10] and increase uncertainty,
especially among investors [6]. While it can be beneficial
internally for companies, on a macro level, it has a detrimental

responsibility issues have become a major concern for global
stakeholders [1, 2]. Companies worldwide face increasing
pressure to improve their transparency and accountability in
sustainable practices [3, 4], particularly in the areas of taxation
and green innovation, which are increasingly becoming key
benchmarks for assessing corporate performance. Tax
planning and tax avoidance are critical issues for both
companies and governments. Tax avoidance is also rapidly
becoming a crucial tool for demonstrating the quality of a
business's financial information [5]. Tax avoidance can be
defined as any action that explicitly reduces a company's tax
burden [6]. If implemented successfully, this strategy will
transfer funds from the state or government to shareholders
[7]. Consequently, regulators can impose strict oversight and
potentially impose administrative and legal sanctions on
companies that engage in tax avoidance. Several researchers
have shown that, although it can be beneficial by improving a
company's financial performance [8], aggressive tax
avoidance strategies can damage a company's reputation
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impact on the country. The OECD (Organization for
Economic Co-operation and Development) revealed that tax
base reduction activities such as base erosion and profit
shifting (BEPS) can cost countries an estimated 4-10% of
global corporate revenue, or USD 100-240 billion in lost
revenue annually [11]. Indonesia faces a similar challenge.
Based on data from the Ministry of Finance (2024), the target
tax ratio for 2024 is 10.12% of GDP. This figure is far below
other ASEAN countries such as Thailand (17.18%), Vietnam
(16.21%), and Singapore (12.96%) [12].

Other business strategies, such as green innovation, are also
necessary. This green innovation involves the development of
more environmentally friendly products, services, and
processes [13]. Research on its impact remains controversial.
Some researchers have suggested that green innovation can
reduce company performance and increase costs [14]. Green
innovation can improve corporate performance [15-17].
Academics and environmental strategists acknowledge that
green innovation practices provide a crucial tool for
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developing sustainable practices. Adopting the concept of
green innovation is a key element in today's business activities.
Stakeholders are putting pressure on companies to adopt
innovation practices as a mechanism capable of fostering a
well-aligned approach to economic growth and environmental
sustainability [18, 19].

In this context, sustainability transparency is a crucial factor
that can moderate the relationship between tax avoidance and
green innovation and corporate performance. Sustainability
transparency is demonstrated by a company's commitment to
the four pillars of sustainability (environmental, social,
governance, and prosperity). Commitments by countries, such
as those under the Paris Agreement, require companies to
implement sustainability practices actively. However, few
companies are committed to sustainability programs such as
ESG initiatives. Listyawati et al. [20] stated that in ASEAN
countries, only around 46% of non-financial companies
consistently report ESG activities. This is particularly true in
Indonesia, where the figure is still 44%. This indicates that
many challenges remain, requiring improvements and
corporate participation in implementation.

Although numerous studies have separately addressed the
relationship between tax avoidance, green innovation, and
financial performance, researchers believe there is still a gap
in the literature regarding how sustainability transparency
moderates this relationship. Several studies suggest that
sustainability practices reflect managerial responsibility for
ethical behavior and generally avoid irresponsible behavior.
However, how stakeholders perceive the relationship between
tax avoidance and sustainability performance remains an open
question [21]. Furthermore, ESG proxy measurements and
potential disclosure consider several aspects of previous
studies, such as Kim et al. [22], Bania et al. [23], Kao et al.
[24], and Albitar et al. [25]. This study employs four pillars, as
adopted from Susilawati et al. [26] and utilizes weighted
content analysis on a scale of 0-8.

2. LITERATUR REVIEW

Tax avoidance strategies can improve corporate
performance because legal tax avoidance strategies allow
companies to reduce their tax burden and improve their
financial performance [27]. In other words, if successfully
implemented, this strategy will transfer state or government
wealth to shareholders [7]. Tax avoidance is not simply about
adjusting one's behavior but actively seeking opportunities to
reduce one's tax liabilities within the legal framework [28].

The implementation of tax avoidance behavior in an
organization is influenced by agency problems [29]. From an
agency theory perspective, conflicts of interest often arise in
the relationship between agents and principals. As managers
of company operations, managers usually make decisions and
actions that are more profitable for themselves, even though
this may not align with stakeholder objectives [30]. However,
management can use tax avoidance strategies as a way to
demonstrate its commitment to improving business efficiency
and profitability, which ultimately benefits owners. This also
reflects managers' ability to strategically manage tax liabilities
strategically, thereby reducing agency costs arising from
inefficient use of funds. Handayani's [31] study found that
shareholders sometimes discourage management from
engaging in tax avoidance practices due to the costs involved.
Consequently, management must be accountable to
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shareholders for all its efforts. To achieve this goal, companies
strive to achieve financial and other business performance by
applying the principle of fairness. It can be concluded that a
positive relationship between tax avoidance and company
performance and value can occur if the interests of managers
are aligned with those of shareholders, as long as it is carried
out transparently and does not pose a high risk to reputation
[8, 32] or the law. This means that managers do not appropriate
the company's cash flow to pursue their profits [8].

H1: Tax avoidance can improve company performance.

Strict regulatory pressure and intense consumer concern for
corporate environmental behavior are driving top management
to integrate environmental innovation into corporate business
strategies. Therefore, green innovation is an appropriate
strategy for achieving sustainable development [33-35]. Green
innovation is also a crucial tool for companies to win the
competition in an era of environmental awareness. Many
factors have been recognized as drivers of green innovation.

From a stakeholder theory perspective, companies have
responsibilities not only to their owners but also to other
stakeholders, such as consumers, government, society, and the
environment [16, 36]. This theory explains that a company's
long-term success depends on its ability to meet stakeholder
expectations. To respond to these pressures, companies must
have strategies that comprehensively consider the supply and
demand of various stakeholder groups [36]. One strategy that
companies can implement is green innovation. Green
innovation demonstrates a company's efforts to reduce the
negative impact of its operations on the environment, increase
public trust, improve cost efficiency, and enhance
productivity, while also opening up new market opportunities
[37]. Thus, companies can improve not only financial
performance but also non-financial performance (social
legitimacy, competitive advantage, etc.). The impact of green
innovation on company performance is not yet conclusive.
However, research by Vasileiou et al. [16], Asni and Agustia
[33], and Zhang et al. [17] has found that green innovation can
improve company performance.

H2: Green innovation can improve company performance.

In the modern business era, companies are increasingly
paying attention to sustainability aspects. These actions are not
only for long-term profit but also as part of sustainability
transparency. Sustainability transparency, characterized by
ESG initiatives, can demonstrate a company's commitment not
only to social aspects but also to environmental, governance,
and even prosperity [26]. In this context, disclosure of ESG
and prosperity information is considered a form of
accountability that can increase profitability [38, 39], build
trust and reputation [40, 41], and social legitimacy. During
ESG transformation, companies can gain a sustainable
competitive advantage and generate value for shareholders and
other stakeholders through environmental and social
initiatives [41].

Sustainability transparency reduces information asymmetry
between management and external parties [42, 43]. When
companies publicly report their sustainability efforts, this can
create positive perceptions about the company's long-term
risk, increase investor confidence [44-47], and strengthen
relationships with consumers and regulators [48]. In the long
term, these effects will contribute to improved financial
performance, including profitability, innovation efficiency
[49], and investment efficiency [42].
H3: Sustainability transparency can
performance.

improve company



Tax avoidance practices can have multiple meanings. On
the one hand, it can increase net profit [8] and fiscal efficiency
[27]. On the other hand, tax avoidance is an ethical issue
because it affects tax revenues used by the government to
improve welfare. Therefore, companies engage in tax
avoidance when they voluntarily prepare sustainability reports,
which are expected to reduce unfavorable views of their tax
avoidance behavior [21]. However, stakeholders may be more
accepting of tax avoidance practices as a managerial strategy
that remains aligned with the principles of social responsibility
if the company transparently discloses its commitments
through ESG and prosperity initiatives. Research by Rustandi
et al. [50] states that corporate taxes can be linked to social
responsibility if the tax payments have implications for the
wider community. Research by Abdelfattah and Aboud [51]
found that the likelihood of tax avoidance is positively
correlated with the level of CSR disclosure by companies.
Furthermore, according to Ariff et al. [52], greater
involvement in tax avoidance will mean that a company has a
greater ability to engage in ESG.

In other words, a high level of sustainability transparency
can mitigate the negative effects of perceived tax avoidance.
Higher levels of social activity and responsibility can mitigate
potential public concerns by demonstrating that they meet
societal expectations [51], as well as strengthen the perception
that management is acting ethically and strategically.
According to Rustandi et al. [50], to mitigate the negative
impact of tax avoidance, companies can increase their social
responsibility activities to build their reputation. In this context,
ESG transparency and prosperity act as moderating factors
that influence the strength and direction of the relationship
between tax avoidance and corporate financial performance.
H4: Sustainability transparency strengthens the influence of
tax avoidance on company performance.

Green innovation is an essential part of a company's
sustainability strategy, encompassing the development of
products, processes, and business models [33, 53] focused on
efficiency [49], such as reducing energy use, reducing
emissions, utilizing renewable resources [54, 55], and
environmentally friendly waste management [56, 57]. In the
context of increasingly fierce global competition and growing
environmental awareness among consumers [35] and investors
[58], green innovation can be a source of competitive
advantage and long-term economic value for companies [37,
59]. However, although green innovation has significant
potential to improve corporate performance, these benefits are
not always visible or effectively communicated to
stakeholders. In many cases, innovative efforts undertaken by
companies do not receive the appropriate recognition due to a
lack of information or transparency.

Companies may use ESG initiatives as a form of
sustainability  transparency simply to project an
environmentally friendly image (a legitimacy tool), rather than
to truly increase green innovation. This can even divert focus
from productive innovation. However, several researchers
agree that communication or transparency with external
parties will gain trust and demonstrate commitment to
achieving sustainability [60, 61]. This is where sustainability
transparency comes into play, with sustainability reports
disclosing all environmental, social, governance, and
prosperity initiatives. When a company consistently and
thoroughly discloses information related to its sustainability
policies, vision, mission, and actions, it can build trust with all
stakeholders [46]. This particularly benefits consumers who

feel secure and receive good quality from the company's
products or services, which impacts performance
improvement [35]. Similarly, companies that demonstrate
energy efficiency or the use of renewable technologies can
demonstrate this through adequate disclosure in their
sustainability transparency reports. In other words, transparent
disclosure of green innovation activities transforms the
potential benefits of green innovation into realized
improvements in corporate performance.
H5: Sustainability transparency strengthens the influence of
green innovation on company performance.

The relationships between the variables in this study are
illustrated in Figure 1. These relationships are based on the
hypotheses previously outlined.

Tax Avoidance

H1
(TAXAVOID)

\ Financial Performance

H2 (FF)
H4 IHS

H3
Sustainability

Transparency (TRANS)

Green Innovation (Gl)

Size

Figure 1. Conceptual framework

3. METHODOLOGY

The research design in this study is causal. The sample
population is non-financial companies, and a purposive
sampling method was used to select the sample.

Criteria Used:

1) The sample focuses on the energy, basic materials, non-
cyclical consumer, and industrial sectors:

a) Energy — particularly relevant because it is related to

"renewable energy and carbon emission reduction."
Tax avoidance can often occur due to the large tax
burden and high-value projects. Green innovation is
crucial in this sector due to the clean energy transition.

b) Basic materials — related to the potential for tax
planning due to its large cost structure, extensive
business activities (exports), and this sector is starting
to actively implement ESG disclosures because its
financial performance is highly exposed to
environmental issues.

¢) Non-cyclical consumer — the push for sustainability
transparency disclosure is high because companies are
increasingly concerned about their public image, and
the potential for green innovation is quite high.

d) Industrials — the production process in this sector
generates waste, necessitating green innovation
initiatives. The potential for tax avoidance is high due
to the large value and complexity of the projects
involved. ESG disclosure is a key concern for the
company's image, particularly in attracting foreign
investors.

2) Companies (in the energy, basic materials, consumer non-
cyclicals, and industrials sectors) consistently listed on the
IDX-IC for the 2021-2024 period.

3) Companies consistently submit annual reports (AR) and
sustainability reports (SR). This consistency is required to



meet the ESG and prosperity disclosure requirements as
proxies for sustainability transparency and green
innovation.

Companies present financial reports in rupiah. This
criterion maintains consistency and avoids distortions from
foreign exchange rates. It ensures valid data comparisons.
Converting foreign currencies to rupiah can introduce
value bias through exchange rate fluctuations. Excluding
non-rupiah reporters reduces the generalizability of results,
especially for multinationals using USD. However, this
step is necessary for consistent, comparable data.
Companies possessing complete and necessary data,
particularly information related to green innovation items.
6) The sample selection table is presented in Table 1.

4)

5)

Table 1. Selected sample data

Based on Table 1, the sample size used was 77 companies,
representing 308 observational data (annual company data).

The sustainability transparency variable is measured using
an index obtained through content analysis. For each
disclosure item, the following scoring is applied: 0
notdisclosed; 1 = qualitative information only; 2 = qualitative
and financial information; 3 = qualitative and non-financial
information; 4 = qualitative and diagrams (such as tables or
charts); 5 = qualitative, financial information, and non-
financial information; 6 = qualitative, financial information,
and diagrams; 7 = qualitative, non-financial information, and
diagrams; 8 = qualitative, financial information, non-financial
information, and diagrams. All item scores are summed, then
divided by the product of the number of items and the
maximum score, resulting in the proportional ESGP index
value.

The regression model for this study used panel data

No. Criteria Total regression with a moderation approach (Panel Moderated
Number of companies in the energy, basic Regression Analysis). Therefore, the model regression
1 materials, consumer non-cyclicals, and 395 equation can be formulated as follows:
industrials sectors in 2021-2024
o Numberof companies inconsistently listed on 19 FPy. = Bo +B:TAXAVOID; + BGlig + BsTRANS;  +
Number of compaias e BsTAXAVOID*TRANS;, + BsGI*TRANS; + (1)
3 umber of companies inconsistently reporting 77) SIZE.  + &
AR and SR during the study period Be it F it
4 Number of companies experiencing losses (60) ] ]
during the study period where, FP is Company Performance, TAXAVOID is Tax
5 Number of companies not reporting in rupiah 8) Avoidance, Gl is Green Innovation, TRANS is Sustainability
currency Transparency, SIZE is Company Size.
6 Number of companies with incomplete data (14) Table 2 presents the operational definitions of the study
Number of scl rf‘g“md . ed 77 variables. Each variable is explained in terms of relevant
umbper o1 s€lected compani€s sample H H H H
Number of observation data (77 x4 years) 308 indicators to clarify its scope and measurement.
Table 2. Operational definitions of variables
Variables Definition Measurement Sources
Firm Profit to total assets ratio Earning/Total assets [5. 14,
performance 15]
Tax The ratio of total tax expense _to pre-tax Tax expense/pre-tax income 33, 51]
avoidance income for a company in a given year
Analysis content:
1) The production process uses new technologies to reduce energy,
water, and waste.
Green analysis in the company’s annual report  2) Products use more environmentally friendly materials that do not  [38, 57,
innovation using indicators cause pollution or are hazardous. 62]
3) Use environmentally friendly products.
4) Components or materials in the production process can be
recycled or reconditioned.
ESGPIit = Y Xit/(n x maximum score) it
Where:
ESGPIit is Environmental, Social, Governance, and Prosperity Index
Sustainability ~ Analysis of sustainability reports using of company | in year t. [26, 63,
transparency 39 indicators > Xit is Total number or score obtained by each company in year t, 64]
using content analysis.
ni.tx maximum score is Number of ESGPI items for company | in
year t multiplied by the maximum score, which is 8.
Size Describes the size of a company based Natural logarithm of total assets [6, 21,
on the assets it owns 52]

4. RESULTS AND DISCUSSION

The sustainability transparency variable used content
analysis with weights ranging from 0 to 8. The results of this
weighted content analysis were then subjected to a validity test
to determine whether the instrument accurately measured what
was intended. Next, a reliability test was conducted to assess
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data consistency. The validation test results are presented in
Table 3.

Based on Table 3, of all 39 items, four were invalid and had
to be dropped. These items are: 1) The company discloses its
attention to return on investment (VARO00005); 2) The
company discloses its biodiversity (VAR00018); 3) The
company discloses its safety protection for product/service use



(VARO00031); and the company discloses its involvement in
political contributions (political parties) (VAR00018). Based
on the validity test results, 35 items were used. The reliability
test results indicated high reliability, as all items had
Cronbach’s Alpha values > 0.7.

Furthermore, after all transparency variables were declared
valid and reliable, descriptive statistical tests were conducted
to describe the characteristics of each variable.

Table 3. Validity test results

Pearson .
ltem Correlation Sign. Result
VARO00001 0.190 0.001 Valid
VARO00002 0.296 0.000 Valid
VARO00003 0.545 0.000 Valid
VARO00004 0.276 0.000 Valid
VARO00005 0.077 0.180 Invalid
VARO00006 0.309 0.000 Valid
VARO00007 0.228 0.000 Valid
VARO00008 0.467 0.000 Valid
VARO00009 0.308 0.000 Valid
VARO00010 0.562 0.000 Valid
VAR00011 0.22 0.000 Valid
VARO00012 0.567 0.000 Valid
VARO00013 0.636 0.000 Valid
VARO00014 0.577 0.000 Valid
VARO00015 0.67 0.000 Valid
VARO00016 0.278 0.000 Valid
VARO00017 0.44 0.000 Valid
VARO00018 0.08 0.163 Invalid
VARO00019 0.638 0.000 Valid
VAR00020 0.234 0.000 Valid
VAR00021 0.442 0.000 Valid
VAR00022 0.253 0.000 Valid
VAR00023 0.589 0.000 Valid
VAR00024 0.563 0.000 Valid
VAR00025 0.787 0.000 Valid
VAR00026 0.705 0.000 Valid
VARO00027 0.734 0.000 Valid
VAR00028 0.712 0.000 Valid
VAR00029 0.275 0.000 Valid
VARO00030 0.193 0.001 Valid
VARO00031 0.034 0.552 Invalid
VARO00032 0.38 0.000 Valid
VARO00033 0.15 0.008 Valid
VARO00034 0.252 0.000 Valid
VARO00035 0.09 0.114 Invalid
VARO00036 0.614 0.000 Valid
VARO00037 0.656 0.000 Valid
VARO00038 0.624 0.000 Valid
VAR00039 0.519 0.000 Valid
Table 4. Descriptive data
. . . Std.
Variables Minimum Maximum  Mean R
Deviation

FP 0.003 0.341 0.0797 0.0597

TAXAVOID 0.005 1.199 0.234 0.1108

Gl 0.25 1 0.6615 0.2746

TRANS 0.1036 0.6036 0.2987 1.1154

SIZE 11.3455 19.1224 15.337 1.7643

Observations 308 308 308 308

Based on Table 4, company performance, as measured by
ROA, shows a maximum value of 34.1% and a minimum
value of 0.3%. This figure illustrates the significant difference
between companies with low ROA and those with high ROA,
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meaning they are unable to efficiently utilize assets to generate
profits.

Hypothesis testing
This study uses panel data regression analysis, with the first
stage being the selection of the best model.

Table 5. Best model selection test

Test Prob. Result
Chow test 0.0000 FEM
Hausman test 0.0000 REM
Lagrange multiplier test 0.1831 REM

Table 5 shows that based on the model selection tests (Chow
test, Hausman test, and Lagrange multiplier test), the selected
and best model is the random effects model (REM).
Furthermore, when testing the classical assumptions, the test
results indicate a violation of homoscedasticity and do not
meet the assumption of normality of the error distribution.
Therefore, to maintain the validity of the estimation results and
obtain efficient estimates, the Feasible Generalized Least
Squares (FGLS) estimation approach with cross-section
weighted covariance is used. This approach allows the REM
model to be used with consistent standard errors, as
recommended by Wooldridge [65]. The multicollinearity test
shows good results, with all correlation coefficients < 0.8.

FPiy = 0.1066 — 0.0775TAXAVOID;; + 0.0708Gl;; +

0.2340TRANS;; — 0.1428TAXAVOID*TRANS; — 2)
0.2458GI*TRANS; — 0.0043SIZE;: + €it
Table 6. Hypothesis test results
Variables Coefficient  t-statistic Prob.
C 0.1066 1.8313 0.0680
TAXAVOID -0.0775 -0.8431 0.3998
Gl 0.0708 1.8986 0.0568**
TRANS 0.2340 1.7538 0.0805**
TAXAVOID*TRANS -0.1428 -0.4636 0.6433
GI*TRANS -0.2458 -2.1469 0.0326*
SIZE -0.0043 -1.1832 0.2377
R-Square 0.092
Adj. R-Square 0.075
Note: *sign. 5%; ** sign. 10%

Based on Table 6, the tax avoidance coefficient is -0.0775.
Itis negatively correlated but has a probability value of 0.3998 >
0.05 and t-Statistic 0.8986 < 1.967 (t-table). This means that
tax avoidance has no effect on company performance, or H1 is
rejected. Tax avoidance is often carried out through aggressive
or complex actions, so it cannot be directly seen in financial
reports, especially the income statement or balance sheet. It
will be even less visible when reclassifying financial reports.
Thus, although the tax burden is reduced, it is not directly
visible in ROA. Furthermore, tax avoidance is non-operational,
while financial performance is derived more from the
efficiency of asset use or cost structure, so its effect is
insignificant. Furthermore, based on agency theory, conflicts
between agents and principals often occur, so it is possible that
the tax avoidance strategy is not for efficiency but rather for
the personal interests of managers, thus not affecting company
performance improvement. This finding is in line with the
findings of Malik et al. [66] that corporate tax avoidance does
not always increase profitability. This is because, according to



agency theory, managers engage in tax avoidance solely to
fulfill their interests. Furthermore, tax efficiency strategies are
ineffective without appropriate risk management strategies
and good governance. Therefore, managers should not rely too
heavily on tax avoidance as an efficiency solution, as it is
insignificant for company performance. The results of this
study are also in line with the findings of Handayani [31]. The
implication of this research is that managers must understand
that tax strategy is not only about reducing the tax burden, but
also about company efficiency and balancing it with legal
compliance, risk management, and corporate reputation.
Managers need to review tax strategies that are currently
considered to contribute to profits when these tax strategies
(tax avoidance) do not impact performance. There are many
other factors to consider, such as improving service quality,
governance, and the digitalization of business processes,
among others, relevant to long-term goals.

Green innovation has a positive correlation with a
coefficient value of 0.0708, indicating that a one-unit increase
in green innovation will increase company performance by the
same amount. The test results also show prob. values of 0.0586
< 0.1 and t-Statistic 1.8986 > 1.650 (t-table) This means that
green innovation has a significant positive correlation with
company performance, or H2 is accepted. Agustia et al. [62]
stated that high demands from various stakeholders and
competitors require companies to further develop new
resources in their production processes, such as resources that
can promote long-term energy efficiency, pollution reduction,
waste recycling, environmentally friendly product design, and
corporate environmental management. In accounting practice,
cost efficiency in green innovation practices will increase
profitability [15], meaning it will create value for stakeholders
through environmental innovation, thus becoming a major
attraction for investors [33].

Green innovation comprises product and process innovation
[16]. This strategy focuses on natural resources in its
processes. The natural resource-based view of companies is
rooted in the interconnected strategic capabilities of all
activities that can reduce environmental damage. Companies
in this group are highly proactive and possess sufficient
competencies to gain a competitive advantage in the market.
Consequently, a proactive environmental strategy can
generate benefits greater than the costs incurred. This positive
impact can improve company performance [35]. These
findings support previous research [16], which states that the
environment should not be treated as separate or less strategic.
Managerial concern for the environment demonstrates a
positive impact of innovation on company performance. Green
innovation is not merely a long-term issue. It can also
significantly add value. Companies and managers should view
green innovation as a strategic investment, not a cost. To act
on these insights, managers should prioritize the development
of environmentally friendly products and production
processes, regularly evaluate green initiatives for both revenue
and cost-saving potential, and integrate sustainability goals
into performance metrics.

Sustainability transparency, as proxied by ESG and
prosperity, has a positive correlation of 0.234. This indicates
that higher sustainability transparency will improve company
performance. The prob. value is 0.0805 < 0.1 and t-Statistic
1.7538 > 1.650 (t-table), indicating that sustainability
transparency has a significant positive effect on company
performance (H3 is accepted). Transparency is measured not
only by the presence or absence of disclosure, but also by the
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extent to which the company discloses it (in terms of narrative,
images, tables, monetary units, and non-monetary units). The
results of this study indicate that the more detailed the
information provided, the greater the level of management's
commitment and attention to environmental, social,
governance, and prosperity control mechanisms [26]. This
finding is supported by that expressed by Albitar et al. [25],
who stated that ESG disclosure is an important part of a
company's strategy because it can have a crucial impact on
company performance. This statement is supported by their
findings, where ESG disclosure has a significant positive
correlation with company performance. Furthermore, given
the critical importance of sustainability transparency,
companies must integrate environmental, social, and
governance factors (in this study, the prosperity pillar) into
their corporate plans, as these factors have been shown to
influence corporate performance [67].

The research findings confirm stakeholder theory.
Stakeholder theory states that companies are motivated to
report various ESG initiatives not only due to regulatory
requirements but also to meet the expectations and demands of
all stakeholders involved [68]. Companies that engage in
sustainability transparency tend to increase customer loyalty,
foster long-term relationships with business partners, and
minimize social conflict. This, in turn, positively contributes
to improved corporate performance. The findings of this study
also support the assertion by Dutt et al. [69] that organizations
with higher levels of transparency and accountability in ESG-
related activities tend to perform better financially. The
managerial implication of these findings is that sustainability
transparency is no longer merely an obligation or a demand
from stakeholders but rather a business strategy (a strategic
instrument) that can improve performance. Therefore,
managers must position sustainability transparency as a long-
term investment in sustainability and as part of core business
processes.

The role of sustainability transparency was unable to
moderate the effect of tax avoidance on corporate performance.
The results showed a negative correlation of -0.1428. The prob.
p-value is 0.6433 > 0.05 and t-Statistic 0.4636 < 1.967 (t-table).
It can be concluded that H4 is rejected. Based on agency theory,
managers tend to take actions that only benefit themselves [70].
Managers tend to engage in tax avoidance for short-term
interests, such as pursuing high bonuses. In this case,
stakeholder demands and attention to sustainability initiatives
and transparency from the environmental, social, governance,
and prosperity pillars should be a strong external control over
managerial behavior. However, disclosures that are not
substantially implemented or not implemented are ineffective
in preventing the use of overly aggressive (conflicting) tax
avoidance strategies. Furthermore, from a stakeholder theory
perspective, stakeholders are more compliant with ethics and
social responsibility and therefore may view tax avoidance as
an inconsistent action that will harm others. When
stakeholders are no longer convinced of the positive benefits
of tax avoidance, they will perceive it as inconsistent or even
as greenwashing, thereby reducing its legitimacy. Thus,
sustainability transparency through ESG and prosperity
disclosures is unable to moderate the relationship between tax
avoidance and company performance.

More clearly, Figure 2 shows an insignificant moderating
relationship. This is indicated by the results showing that FP
tends to stagnate despite fluctuating tax avoidance and
sustainability transparency. This aligns with the argument that



sustainability transparency (ESGP) is sometimes merely
symbolic (greenwashing). Companies merely strive to fulfill
their obligations in sustainability reporting, which
demonstrates environmental, social, governance, and
prosperity activities. Ultimately, sustainability transparency is
unable to moderate or alter the relationship between tax
avoidance and corporate performance.
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Figure 2. Line graph (FP, TAXAVOID, TRANS)

Sustainability transparency weakens the influence of green
innovation on company performance. Statistical results show
a negative correlation with a coefficient value of -0.2458. The
probability value is 0.0326 < 0.05 (2.1469 > 1.967). It can be
concluded that H5 is rejected. The results of the study prove
that although green innovation can initially contribute
positively to company performance (increased profits and
reputation), the demands of ESG implementation weaken its
role. Commitment to ESG initiatives and prosperity need not
only be stated in reports but also must be implemented in
practice. This then causes companies to allocate large costs to
meet compliance. These costs include those related to carbon
emission footprints, social engagement, consistent training,
audits, and others. All of these add costs that can reduce the
financial benefits of green innovation. For example, when a
company is developing renewable energy, it must also finance
ESG training, various certifications, and so on, which in the
short term will immediately reduce profitability. From a
stakeholder perspective, their diverse existence can result in
many inconsistencies in goals. As stated in Zhan [47], greater
ESG involvement can reflect managerial opportunism,
negatively impacting corporate innovation. This impact makes
ESG a factor that weakens the effectiveness of green
innovation in generating profits.

Figure 3 shows that even though green innovation (red) is
high and fluctuating, company performance remains low and
is not significantly affected. When sustainability transparency
(green) increases in the mid-to-late period, the relationship
between green innovation and company performance does not
appear to strengthen. It is concluded that sustainability
transparency actually weakens the influence of green
innovation on company performance. This indicates that
although green innovation is expected to increase efficiency
[49], reduce environmental costs [54, 55], and strengthen a
company's reputation [40, 41], these benefits are diminished
when a company has a high level of transparency. High
transparency accompanied by actual implementation requires
detailed reporting, increasing costs, and thus reducing the
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effect of green innovation on company performance.
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Previous research [71] linked company size as a control
variable in the relationship between ESG and company
performance. However, the results of this study are
inconsistent, with size not affecting company performance.

The regression results show that some independent
variables significantly influence company performance.
However, the R? value is relatively low at 9.2%, with an
adjusted R-Square of 7.5%. This is common in research using
company-level panel data, as company performance can be
influenced by many other factors outside the research model.
The low R? value indicates limited explanatory power.
Nevertheless, the results still provide important information
regarding the relationships between the variables studied.

5. CONCLUSIONS

The results of this study indicate that tax avoidance does not
affect company performance. This finding suggests that tax
avoidance strategies do not always have a direct impact on
company performance in the short term. This aligns with the
argument in agency theory, which states that tax avoidance
will not impact profits if carried out by opportunistic managers.
Therefore, risk management and control strategies are also
important for achieving efficiency. Furthermore, green
innovation has a positive impact on company performance. As
stakeholders expect, sustainable innovation will contribute to
increased profits by focusing on energy efficiency, improving
product quality, and reducing the risk of environmental
damage from operational processes, all of which can build a
good reputation for the company.

Another finding is that sustainability transparency has a
positive effect on company performance. This finding further
strengthens and proves that disclosing non-financial activities
is not only part of stakeholder obligations and demands but can
add value, ultimately leading to increased financial returns.
However, sustainability transparency was unable to moderate
the relationship between tax avoidance and company
performance, indicating that sustainability initiatives have not
been able to neutralize negative perceptions of tax avoidance.
In particular, sustainability disclosures of ESG and prosperity
activities are inadequate and poorly implemented, resulting in
a lack of impact on company performance. Furthermore,



sustainability transparency weakens the positive effect of
green innovation on company performance. ESG initiatives,
which are expected to improve reputation and transparency, in
fact require higher implementation costs or even increase
agency costs due to managerial opportunism. Therefore, they
often limit the effectiveness of green innovation strategies.

This study has several limitations, including a sample size
limited to non-financial companies that consistently report AR
and SR. This could bias the data by selecting only relatively
strong or stable companies, resulting in a relatively low R?
value. Future researchers should choose samples that do not
necessarily consistently report AR and SR, as this could better
reflect real-world conditions and allow for greater
generalization. Future researchers should also consider
incorporating other external factors, such as macroeconomic
conditions or industry dynamics. Macroeconomic conditions
can influence a company's propensity to engage in tax evasion.
Industry dynamics, for example, can indicate differences in
sustainability strategies among companies with different
characteristics.
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