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ABSTRACT 
 

 

Taxation is one of the methods to raise the government coffers. Through the collection of tax, the 

government will distribute the wealth to the public for the benefit of the society. Taxation is also seen as 

the tool to maintain the stability of the economy where lower tax collected will affect the development 

progress and increase the society gap. The emphasis on the importance of maximizing tax collection for 

the country development and public welfare has motivated this study to look at the orientation which 

concern on the practice of tax avoidance among the corporate sector. Paying the true tax also contribute in 

creating value to the company and the society. The moral reasoning behind the decision to avoid tax is 

contributed by the knowledge and the belief orientation of the board of directors or the tax practitioners. 

Avoiding tax is allowed however; aggressive tax avoidance is an act of manipulating rules and figures to 

suit the desire tax. There are conflicts in suiting the government tax collection aspiration and the 

company’s tax objective. The discussion on the tax conflicts is discussed in the study. 
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ABSTRAK 
 

 

Percukaian adalah salah satu kaedah untuk meningkatkan tabung kerajaan. Melalui kutipan cukai, 

kerajaan akan menyalurkan hasil kutipan cukai untuk manfaat masyarakat. Percukaian juga dilihat sebagai 

instrumen untuk mengekalkan kestabilan ekonomi di mana cukai yang dipungut lebih rendah akan 

memberi kesan kepada kemajuan pembangunan dan meningkatkan jurang diantara masyarakat. 

Penekanan pada kepentingan cukai akan memaksimumkan kutipan cukai untuk pembangunan negara dan 

kebajikan awam telah mendorong kajian ini untuk melihat orientasi yang mendorong amalan 

mengelakkan cukai di kalangan sektor korporat. Membayar cukai hakikatnya menyumbang dalam 

mewujudkan nilai kepada syarikat dan masyarakat. Penaakulan moral di sebalik keputusan untuk 

mengelakkan cukai disumbangkan oleh pengetahuan dan orientasi kepercayaan lembaga pengarah atau 

pengamal cukai. Walau bagaimanapun pengelakkan cukai; mengelakkan cukai yang agresif adalah 

tindakan memanipulasi peraturan dan angka yang sesuai dengan keinginan cukai. Terdapat konflik dalam 

menyusun aspirasi kutipan cukai kerajaan dan objektif cukai syarikat. Perbincangan tentang konflik 

percukaian dibincangkan dalam kajian ini. 
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INTRODUCTION 
Taxation is one of the methods to raise the government funds and it is widely used by many countries for 

centuries. Through the collection of tax the government will distribute the wealth to the public for the 

benefit of the society for example by providing medical care and education and other facilities provided 

by the government. Taxation is also seen as the tool to maintain the stability of the economy where lower 

tax collected will affect the development progress and increase society gap.  

The history of taxation in Malaysia begins in 1947 as provided in the 1947 Income Tax Ordinance (Ali 

et.al, 2005) as Malaysia was under the British colonization period. Ali et.al (2005) cited that, in Sabah, the 

Income Tax Ordinance was introduced in 1957, and in Sarawak it was introduced in 1961 (Mustafa, 

1996). As an effort to standardise the ordinance, the Parliament of Malaysia had in 1967 introduced the 

Income Tax Act 1967 (Act 53) which was enforced in the year of assessment 1968. Since then, the 

Malaysian tax system has evolved to suit the globalization and integration of the world economy. The 

evolution of tax system in Malaysia was started in year 2000 begins with the changes of preceding year 

basis to current year basis and followed by introducing the self assessment system (SAS) and then the E-

Filling return where tax payer is able to submit their return through the internet. The latest changes are the 

implementation of single tier system from the two tier system in term of dividend payment as announced 

in National 20008 Budget. This implementation is aim to ease the dividend payment procedure where it is 

imposed at the corporate level and the shareholder will receive tax exempt dividend.  

The rapid changes in tax system beginning from year 2000 should give a significant impact to the people 

involved the system namely the taxpayer, tax practitioners and tax officers. Therefore this paper tries to 

look briefly into the effect of the changes in tax system especially the self assessment system. The first 

part of the paper will discuss on the evolution of tax system in Malaysia and followed by the impact of the 

changes to taxpayer specifically salaried individual, companies, small and medium size and also to tax 

practitioners. Finally, the paper will try to analyze the tax compliance issue in Malaysia whether it is due 

to lack of tax education, the tax audit and tax penalty system or the tax culture practices in Malaysian 

society. 

 

Millennium Malaysian tax reform 

According to Asher and Rajan (2001) the globalization process has changed this particularly with respect 

to the level of taxation, mix taxes, design of particular taxes and the manner of their administration and 

compliance. Year 2000 has been a stepping stone to IRBM to modernize the tax system in Malaysia. It 

started with the movement of tax return from the preceding year (PY) basis to current year (CY) basis. 

Previously, tax assessment will be made by IRBM by way of an Official Assessment (OAS) where the 

taxpayer will have to submit the annual tax return under a prescribed date and the IRBM will then issue a 

notice of assessment payable within 30 days (Hijatullah and Pope, 2008). The income earned in the year 

1998 will be declared as income in 1999 basis period, however with the introduction of the current year 

basis a corporation will have to submit the income earned in year 2001 as an assessment for 2001. This 
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movement had eased the tax return system where income earned is declared for the same year of 

assessment.  

Consequently to the simplification of business basis period the IRBM took another step by introducing the 

Self Assessment System (SAS). Hijatullah and Pope (2008) mentioned that the SAS was implemented in 

stages starting with companies in year 2001 and followed by other tax payer like self-employed, 

partnership, cooperatives and employees in year 2004. According to Ali et.al (2005) the SAS for a 

taxpayer who has employment income is based on the concepts of pay-as-you-earn (PAYE), self assess, 

and file. Under the SAS system also the employer will have to deduct a portion of the employees’ income 

and remit it to the IRBM as a monthly tax deduction or Scheduler Tax Deduction (STD). This STD is a 

responsible of the employer to the employees whose salary meets the criteria for tax deduction. Whereas 

taxpayers with statutory income like self-employed and partnership will have to follow the concepts of 

pay, self assess, and file. Under SAS, the IRBM will accept the incomes declared in the assessment are 

deemed to be a true income earned during year assessment. 

The rise of the internet and its commercialization has transformed the manual return of SAS to the 

electronic SAS return which also known as E-Filling. The E-Filling system was introduced in year 2005 

to all tax payers where they have to file their return via the internet. Traditionally tax payer, will have to 

wait for their tax return form posted to them by mail or they can collect it at the respective IRBM office. 

Then, the tax payer will compute the tax payable and fill up the form and finally submit the form 

manually to the IRBM office or via mail. Fortunately, with the introduction of the E-Filling, taxpayer can 

submit their form easily through internet and at the comfort of their own house. Moreover, the IRBM felt 

that the system also help taxpayer especially the salaried individuals where they can submit the return at 

any time within the time frame which is before 30 April each year. However, the introduction of SAS 

requires an extensive tax audit as the IRBM need to check and ensure that information and income 

declared is accurate. Therefore tax payer needs to maintain a proper record of their expenses in case their 

file is to be selected randomly during the tax audit. 

The changes introduced by the IRBM are believed to give a significant impact to the administrative cost 

and level of compliance among the tax payer. The major reason for the reformation is to minimize the tax 

administrative cost to IRBM. According to Kasipilai (2007) the specific aims of the IRBM were to 

improve tax collection, to reduce the cost of collecting taxes, and to increase voluntary compliance. It is 

undeniable by introducing SAS the administrative cost of IRBM will be minimize as previously the 

IRBM officers have to compute tax assessment and issued a notice of assessment to the tax payer payable 

within 30 days. However the task which formerly done by the officer is shifted to the tax payer where the 

submission of income tax computed are deemed to be true. It has reduced the time and work force of the 

IRBM. Moreover, the tax payable computed by the tax payer need to paid upon the submission and prior 

to the tax assessment submission tax payer need to comply to certain laws like the STD and monthly tax 

installment (CP 204) for companies. These mechanisms have contributed in increasing the tax collection 

hence reducing the tax collection expenses. Moreover, these improvements in tax system have 

modernized and update the system where the IRBM is appeared to be more presentable and alert in the 

changes of economic environment.  

In order to ensure tax payer to be complied with the tax laws, tax audit and penalty system are used as 

means to control and supervise tax payer. Normala (2004) noted that the use of penalties and detection is 

a common approach used by tax administrator to combat tax evasion to enhance efficient revenue 

collection. Due to this, it is to be seen that the SAS system has shifted the tax burden to the tax payer. As 



Proceeding of the 4
th
 International Conference on Management and Muamalah 2017 (ICoMM 2017) 

e-ISBN: 978-967-2122-15-9 

 

472 
 

mentioned by Hijatullah and Pope (2008) SAS involves a substantial shift of responsibility onto the 

taxpayers in terms of their compliance obligations and burdens. Additionally, further requirements were 

introduced, such as additional record-keeping, advanced tax estimates, and monthly advanced tax 

payments.  

The effects of tax reformation 

Regulation has become an important topic of public debate among politicians, media commentators, 

academics, lobby groups and practitioners (Kitching, 2006). As in the tax system in Malaysia it can be 

seen that the tax regulations are changing almost in every budget announced by the government. Due to 

that reason, tax payers, tax practitioners and people affected with the changes like the investor need to be 

very sensitive to the changes made by the government. The frequent changes of tax system also can 

contribute to false submission of assessment by the tax payer. It is understood that the SAS aim at 

increasing the level of compliance among the tax payer unfortunately the compliance cost will be borne 

by the tax payer and the cost is increasing each year. This section will discuss on the effects of tax 

reformation to companies particularly the small and medium enterprises, salaried individual and tax 

practitioner. 

 

Companies, Small and Medium Enterprises 

As cited by Ali et.al (2005) according to Alm (1991) tax compliance is reporting of all incomes and 

paying of all taxes by fulfilling the provisions of laws, regulations and court judgements. In order to 

comply with the laws, regulation and court judgement person affected to the changes especially tax payer 

need to be update to the changes. For example they have to purchase a new tax guide book in order to 

update their knowledge or to attend a seminar or workshop held by the authority or professional bodies. 

Usually the seminar organized by these organizations comes with fees which in turn will increase the 

compliance cost. According to Kasipillai (2003), with the introduction of SAS, it is anticipated that a 

large proportion of taxpayers, particularly the business community, would not complete their own returns, 

but get a tax agent or tax advisor to complete them on their behalf which will result in a higher 

compliance costs.  

 

Moreover, Noor and Mazni (2007) found that a study done by University Utara Malaysia which examined 

the level of increase in compliance costs in terms of the time spent under SAS for Small and Medium 

Enterprises (SMEs) in the northern region of Malaysia revealed that most SMEs engaged tax agents and 

the time spent discussing with tax agents represented a major source of increment in compliance costs 

under SAS. The increase cost of compliance is not only limits to big firms as the SMEs also concern on 

tax matters in their business and consequently affected by the increasing compliance cost. They have to 

seek for professional advice as in normal cases this group of people do not have adequate tax and 

accounting knowledge in order to file their return on their own. For that reason they will hire tax agents 

and accountants to manage matters relating to accounting and taxation. However the appointment of 

professional consultant is not the ultimate solution to them as they need to maintain a proper record and 

track their business transaction in order to prepare their financial statement. 

 

As cited by Hijatullah and Pope (2008) prior to the implementation of SAS a number of studies had been 

conducted which included self-employed taxpayers and small businesses where it shows that issues 

relating to book-keeping and documentation for tax purposes are still relevant. From my experience 
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working in a tax consulting firm, book keeping and documentation are always the major concerns as they 

need to access the tax payable based on the documents and evidence given by the clients. However, if the 

companies cannot track their transaction with specific document it will create problems in accounting, 

auditing and finally taxation. Therefore, higher fees will be charge as more efforts need to be done in 

order to record the transaction.  According to Hijatullah and Pope(2008) tax compliance costs include 

three major components, namely monetary costs, time costs and psychological costs to the taxpayers. A 

monetary cost which is a quantifiable expenses which including cost of appointing tax agent and 

accountant, purchasing new tax guide book to understand the amendment in tax law and regulation and 

others. While, time costs are cost related to record keeping, fill up tax forms, preparing tax details for the 

tax professionals as well as time spent on dealing with the tax authorities. Whereas, psychological costs 

comprise costs such as the anxiety and uncertainty of handling complex tax matters and also fear of being 

picked for tax audit. As the introduction of the e-filling system also which believe to ease the tax payer 

has somehow increase the anxiety and uncertainty level of the companies. 

 

Salaried Individuals 

According to Jenksin and Forlemu (1993) SAS can be considered as a sound approach because the tax 

payer himself or herself has better information on the income and it is relatively expensive for the 

government to access every tax payer return. This is true since the tax payer knows how much income 

they earned during the year; however the SAS can not be adequately done if the tax payers are not ready 

and unaware of the laws and regulation of the tax system. As cited by Loo and Ho (2005) Madi and 

Amrizah (2003) mentioned that one of the factors that may influence the level of compliance by salaried 

individuals is functional literacy or illiteracy. Functional tax literacy is defined as the ability of a taxpayer 

to file tax returns and calculate his or her own tax liability independently and it encompasses the 

comprehension of some tax jargons and having basic tax knowledge on what constitute taxable income, 

allowable deductions, relief and rebates. Functional tax illiteracy is defined as a situation where a person, 

who, with some basic knowledge in taxation, but as time goes by, becomes out of date and hence not able 

to determine his or her income tax liability independently. 

Therefore, according to the functional literacy and illiteracy shows that tax payer can be highly tax 

literacy if the tax knowledge are updated and they are guided in computing their tax due however in an 

ignorance situation it can turn the highly literacy person to illiteracy due obsolete knowledge and outdated 

information. A study by Kasipilai et.al (1999) found that more than half individuals surveyed indicated 

that they have the ability to compute and submit their own tax return however, majority of them preferred 

to receive more tax instruction from IRBM because they felt that the tax law was ambiguous and 

frequently change. Moreover, some of the individuals felt that they do not have to file a return since the 

employer has deduct a portion of their income every month through the STD system to the IRBM. Many 

of the individuals who derived income from employment also unaware that they are subjected to other 

source of income such as the dividend, rent, interest and royalty income. Once again some basic 

knowledge in taxation and accounting can help in deriving to the tax payable by having other source of 

income like dividend, rent, interest and royalty income. 

Other than the complexity of tax system, salaried individuals also need to maintain a proper record of 

their expenses like their insurance statement, receipts of purchasing books and others. All these document 

related to tax need to be kept properly to avoid any difficulties in the case of tax audit. In the year 2005 

IRBM has introduced the E-Filling system where tax payer can file their return electronically through the 
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internet. A study done by Nor and Mazni (2007) revealed that most of the surveyed individuals fill up the 

form during office hours and this can be look as disturbing the working hours. More time will be allocated 

if the system failure and the employees need to contact the IRBM for clarification on the confidential 

information posted via the internet. Even more, there is a low demand on the usage of the e-filling system 

by the tax payer where some of them are resistance to change or there is doubt in the security of their 

confidential information. For that reasons we can see that the many of the Malaysian still submitting their 

return manually towards the end of month of April each year. 

Tax practitioner 

SAS seems to be benefitting the tax consulting firms since many tax payers acquired their professional 

justification to convince their tax submission. Tax consulting firms will provide services from the tax 

consultancy up to handling tax matters such as record keeping, tax computation and submission and also 

meeting with the IRBM in any tax case. Since they are the tax experts’ every tax amendments or tax 

changes are very sensitive to them. For that reasons tax firms need to send their employees to seminars or 

workshops that discuss the tax amendments and changes. Furthermore, they also need to be present in 

every budget announced session as they are one of the service sectors that will be affected. Usually in 

Malaysia, after each budget announced, the IRBM will organize a national tax seminar to further explain 

and clarify on the changes or incentives made by the government. The seminar held will be a cost and 

further investment to the tax firms. Other than that they have to further equip their knowledge by 

purchasing the new and up dated tax manual. These also can be considered as the firm’s investment.  

Evertson (2016) study the role play by the Chief Executive Officers, board of directors and 

accounting/auditing firms in the adoption of tax avoidance schemas of 22 cross sectional countries found 

that top leadership contributes to the avoidance schemes in an organization. Nonetheless, 

accounting/auditing firms’ results reveal that a rule based standards eventually contributes to more 

avoidance practices. In recent studies, Corporate Social Responsibility (CSR) and corporate governance is 

to be found to have relationship with tax avoidance (Kieswhetter & Mandey,2017). The study by 

Kieswhetter & Mandey found that tax avoidance did not creates value however, there is a positive 

relationship between value creation and effective tax rate for firms with low social and environmental 

characteristics. 

The tax compliance issue 

Malay mail online on 8 April 2017 reported Datuk Paul Low a minister in the Prime Minister’s 

Department in charge of governance and integrity commented that tax avoidance lie having offshore 

accounts were a legitimate method to minimise tax obligations. Another report on aggressive tax 

avoidance is on The Star Online noted that Datuk Sabin Samitah the Chief Executive Officer of the Inland 

Revenue Board Malaysia (IRBM) said the board was focusing on aggressive tax planning to curb tax 

leakages and evasion. An aggressive tax planning division had been set up under Special Task 

Department to tackle the aggressive tax planners and tax evaders (The Star online, 18 January 2017).  

Basically, there are 2 forms of tax resistance which are tax avoidance and tax evasion. Tax evasion is 

meant to be deliberate acts of non-compliance resulting in payment of lower taxes than are actually owed 

where as tax avoidance denotes the taxpayers’ ingenuity to arrange his affairs in a proper manner so as to 

reduce the incidence of tax, is legal (Kasipilai et.al, 2003). These two basic forms are usually discuss in 
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tax literatures as to avoid tax a person required a firm taxation knowledge while evasion is a matter of 

intention. An individual may evade tax due to lack of taxation knowledge or intentionally evade tax to 

minimize cost by understate the tax payable or by concealing one’s income.  

In order to minimize these problems, the IRBM has taken initiative to prevent it by implemented tax audit 

and investigation. Further initiative to combat the tax evasion and avoidance is to use penalty and 

detection approach (Normala, 2004). However, it is argued by Cummings et.al (2005) higher penalties 

and frequent tax audit are temporal solutions to tax evasion as it may backfire by creating a setting in 

which bribery and corruption are more prevalent and it will result to lower compliance and public trust. 

According to Kasipilai et.al (2003) taxation is a social phenomenon that comprise of political, social and 

legal aspect. A recent study by Aswadi et,al (2017), found that based on 2,538 firm years observation 

from 2000 to 2009 discover that companies that hace political connection are tend to involve in aggressive 

tax avoidance and corporate governance is not profound to mitigate the aggressive avoidance practice. 

Therefore, to design an effective tax regime rules based principle need to be implemented. Taxation is 

related to law and in Malaysia the tax system is governed by  many acts like the Income Tax Act 1967, 

Petroleum Act (Income Tax) 1967, Real Property Gains Tax Act 1976, Promotion of Investments Act 

1986, Stamp Act 1949 and Labuan Offshore Business Activity Tax Act 1990. However, it is questionable 

whether the rule based principle can demonstrate a high level of compliance. A research done by Crane 

and Nourzad (1990) found that individuals with higher levels of income tend to evade more. This could 

be true in Malaysia context since the higher income people have the capability in terms of money and 

education. Higher level income people can appoint a professional tax consultant to manage their tax 

affairs. Furthermore, they also have higher level of education and exposures in order to manipulate the 

laws hence minimize their tax liability. However, it should be noted that people with higher education 

tend to avoid tax and not evade tax because evasion is illegal in the eyes of laws. As according to 

Normala (2004), profound tax knowledge is found to lead one’s perceived tax avoidance more positively 

than tax evasion, whereas little tax knowledge is found to imply the opposite. 

  

From the discussion it can be seen that tax penalty and tax audit do help in increasing the level of 

compliance but the awareness of taxation among the society need to be promoted to help minimizing the 

tax administrative cost. In relation to the issue, many researchers have been conducted to analyze the 

relationship of education to the level of compliance behaviour. As cited by Ali et.al (2005) knowledge has 

a very close relationship with taxpayers’ ability to understand the laws and regulations of taxation, and 

their ability to comply (Singh, 2003). Therefore, earlier exposure on taxation education is essential to 

promote tax compliance in the society. For example, by introducing Taxation subject to upper secondary 

school student. This is because some of the students may not have the opportunity to enter the tertiary 

level and they may choose to conduct business and become self-employed. By educating the student 

Taxation subject in school will help in tax compliance since they are well-informed in taxation matters. A 

study done by Kasipilai et.al (2003) on undergraduate accounting students at University Utara Malaysia 

(UUM) also found that, there is a relationship between education and tax compliance where they are more 

compliant on tax avoidance and evasion through participation in tax education. In consequent to that, 

Taxation course should be introduce to non-accounting students such as medical and engineering student 

because they will be employed after graduated and earlier disclosure on taxation help them assessing their 

taxable income. Thus, tax education alone cannot contribute to the change of compliance among the 

Malaysian. Although there are indications on education contribution towards tax compliance there is other 

factor that should be look at. 
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Nonetheless, taxation is one of the elements in social science study which involves human interaction in 

operating the system. Therefore in order to formulate an effective tax system the behavioural aspect need 

to be understood. Other than understanding the behaviour the cultural factor also need to be taken into 

consideration as human life is all about norms and values. Spicer and Lundstedt (1976) found that the 

internalised norms and role expectations in each taxpayer are the major role elements in taxpayer choice 

between tax compliance and tax evasion (as cited by Kasipilai et.al, 2003). In other words, it is up to the 

individual to make decision whether to declare the true income or to understate it. As used by Kasipilai 

et.al (2003) taxpayers are less compliant when they perceive the tax system to be unfair (Spicer and 

Becker, 1980 and Mustafa, 1997). The behaviour of the tax payer is the factor that cannot be controlled by 

the tax authority.  

To minimize the effect of this behaviour, the IRBM should take some initiative to increase the awareness 

of the society. An efficient campaign can be organized by the IRBM to help improve SAS tax return. 

However, such campaign cannot be achieved without a strong cooperation among the tax officers. In 

Malaysia, the awareness campaign for tax submission will be held from January to June for salaried 

individuals and self-employed. Alas, it is the culture among the Malaysian to wait until the last date to 

submit their return either electronically or manually. At the last day of submission the IRBM office will 

extend their operation to cater the enquiries, submission and tax payment from the public. Due to this 

reason, it shows that the attitude and behaviour of the Malaysian are the crucial factor that should be re 

shaped. It also should be noted that some of the individual tax payer specifically the Muslims choose to 

settle the tax liability by paying zakat where there is full exemption given at the amount paid by the 

IRBM. This also signals that the government through the IRBM are tolerate in amending the laws to 

facilitate the religious and demand of the public.  

CONCLUSION 
Taxation is a fiscal tool for the government to develop a sound economic environment. Improving tax 

policy is always the main option choose by the government in a developing country like Malaysia rather 

than adopting a loan basis which is a monetary approach. Therefore restructuring and reforming the tax 

policy and practices is a continuous exercise as the economic environment change from time to time. In 

order to position itself, the tax structure in Malaysia has evolved beginning from 2000 from the current 

year assessment to Self Assessment System (SAS) and moving towards full electronically filling system. 

The changes in the practices are done in stages as the laws grounded become more complex and 

challenging. 

Assessing own income based on the tax laws and policy issued by the authority can be huge burden to 

some people. Therefore a simplification and aids from the authority are the critical elements in 

determining the successful of the system. The SAS also teach the society to administer their own tax 

affairs and helping the authority to minimize the tax administrative cost. However, such effort need to 

recognize the different needs and risk of tax payers and provides timely and accessible advice to tax payer 

(Normala, 2004). The tax officers need to react actively towards any issue or complaints or suggestions by 

the public. Despite the strength of the SAS implementation, there are weaknesses to tax payer and the 

authority. Therefore a research need to be conducted to analyze the satisfaction level of SAS 

implementation to all parties affected like the tax payer, companies, tax agent and even tax officers. In 

this matter it can be an interesting issue for further investigation whether the non-compliance is due to 

inefficient tax audits and tax penalty or low tax education among the members in the society or it is a 

matter of the Malaysian behaviour.  
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To wrap it all, in implementing a new system such SAS need a critical research to minimize the 

unsatisfactory level. It is undeniable that building a perfect tax system is difficult task, yet a fair tax 

system is important to ensure the stability of economic growth. In order to reform many factors need to be 

measured such as the political will, economic structure, tax culture in the society and the society 

perception towards the fairness and transparency of the revenue usage. According to Cummings et.al 

(2005) a quality political institution has an observable impact on tax compliance. As in Malaysian 

context, in order to realize a progressive tax education to upper secondary school it involves political will 

or government interference. 
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