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ABSTRAK (BAHASA MALAYSIA)
Kertas projek ini menyelidik kesan kualiti juruaudit terhadap cukai pendapatan yang
dikiranya apabila bertindak sebagai ejen cukai untuk sampel syarikat yang tersenarai di
Bursa Saham Kuala Lumpur. Disamping menjalankan kerja-kerja audit. juruaudit
berkenaan dilantik sebagai ejen cukai bagi melakukan kerja-kerja pengiraan cukai
pendapatan kena bayar. Kewibawaan juruaudit-ejen cukai dianalisa secara melihat jumlah
kerja-kerja audit yang digambarkan oleh yuran audit. Kebebasan juruaudit-ejen cukai
pula dianalisa dengan melihat jumlah kerja-kerja bukan audit yang digambarkan oleh
yuran bukan audit. Sementara itu reputasi juruaudit-ejen cukai pula dianalisa dengan

melihat jenama juruaudit.

Keputusan menunjukkan wujudnya hubungan positif antara cukai syarikat kena bayar
dengan yuran audit. Yuran audit yang tinggi menggambarkan bahawa kerja-kerja audit
yang banyak dilakukan oleh juruaudit yang berwibawa. Juruaudit-ejen cukai yang lebih
berwibawa ini pula akan mengira cukai pendapatan kena bayar syarikat lebih tinggi.
Sebagaimana dijangka wujud hubungan negatif antara cukai kena bayar dengan yuran
bukan audit. Yuran bukan audit yang tinggi menggambarkan hubungan yang lebih rapat
antara juruaudit-cjen cukai dengan pelanggannya. Penemuan ini menunjukkan bahawa
hubungan yang lebih rapat juruaudit-ejen cukai dan pelanggannya, maka makin kurang
cukai pendapatan kena bayar yang dikiranya. Begitu juga dengan cukai kena bayar oleh
pelanggan Big Five adalah lebih tinggi berbanding dengan pelanggan bukan Big Five. Ini
menunjukkan bahawa reputasi juruaudit berjenama boleh memberi kesan kepada

pengiraan cukai pendapatan kena bayar sesebuah syarikat.



ABSTRACT (ENGLISH)

This paper investigates the effect of employing the same auditor as the tax agent on the
computation of corporate tax payable by the company listed on the Kuala Lumpur Stock
Exchange. After auditing the financial statement. the auditor is appointed as a tax agent to
do tax agent work to compute tax payable. The competency of auditor-cum-tax agent is
analysed by looking at the amount of audit work as reflected on audit fees. The
independence of auditor-cum-tax agent is analysed by looking at the amount of nonaudit
work provided by the auditor as reflected by nonaudit fees. On the other hand auditor-

cum-tax agent’s reputation is examining by looking at auditor’s brand name.

The results indicate that there is a positive relationship between the corporate tax payable
and the audit fee charged which demonstrate that more audit work result in higher
corporate tax payable computed by the auditor-cum-tax agent. Moreover, as predicted
there is a negative relationship between tax payable and non-audit fees. This findings
show that the more independent the relationship between auditor-cum-tax agent and
clients, the higher is the tax payable. In addition. Big Five firms’ clients pay higher tax
than companies audited by non-Big Five firms. This shows that brand name or reputable

auditor such as the Big Five can affect the computation of tax payable.

Key Words: Auditor-cum-tax agent. tax payable. audit fee, nonaudit fee, and brand

name.
Data Availability: The data used is from the Inland Revenue Board Malaysia.
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THE EFFECT OF QUALITY DIFFERENTIATED

AUDITOR-CUM-TAX AGENT ON CORPORATE TAX PAYABLE

1.0. INTRODUCTION

Direct tax is the main source of revenue for the Malaysian Government accounting for
45% of total Federal tax revenue (Source: Economic Report 2002/2003). The Inland
Revenue Board Malaysia (IRB)' is the government agency, that is responsible to
collect income tax for the Government of Malaysia. If the Government is able to
measure the performance of IRB is based on the tax collection, then the performance
of IRB is directly proportionate with the companies’ revenues reported and inversely
proportionate with the expenses of the companies. The income and expenses reported
by the companies are disclosed in the financial statement as a product of the activities
of the management and auditors. From the agency theory, investors use auditors, audit
committees, remuneration committees and non-executive directors to monitor and
control managements' actions. The roles of auditors are essential to safeguard the

interests of the Government and investors.

Companies are generally treated for tax purposes as legally separate entities from their
shareholders and they should settle their tax payable within a certain stipulated period.
Every year, resident’ and non-resident companies who exercise their business
activities in Malaysia must submit their tax returns’ together with audited accounts
and tax computations to IRB. Tax payable is calculated from the net profit and is
adjusted according to the tax law, which deterrnines the tax liability of the

corporations to the government. Thus the amount of tax payable of the company is



The contents of
the thesis is for
internal user
only



References

Allingham., M.G. and Sandmo, A. (1972). Income Tax Evasion: A Theoretical
Analysis. Journal of Public Economics, No. 1, pp. 323-328.

Alm. J.. McClelland. G.H. and Schulze. W.D. (1992). Why Do People Pay Taxes?
Journal of Public Economics. No.48, pp.21-38.

Antle. R. The Auditor as an Economic Agent. Journal of Accounting Research,
Vol.20. No.2. Pt. II. autumn, pp.503 — 527,

Ayoib, A.C, and C. Derashid, (1996). The Pricing of Audit Services: Evidence from
KLSE Listed Companies. Journal Analysis July.

. and Houghton. K.A. (2001). The Effect of Ethnicity on Audit Pricing.
Paper Presented at the Second Asian Academic accounting Association Conference,
Penang. Malaysia.

Beasley. M.S. (1996). An Empirical Analysis of the Relation between the Board of

Director Composition and Financial Statement Fraud. The Accounting Review, Vol.
71(4), pp. 443-405

Beatty, R.P. (1989). Auditor Reputation and the Pricing of Initial Public Offerings.

The Accounting Review, 64(4), pp. 693-709.

Beck, P.J.. T.J. Frecka. and 1. Solomon. (1988a). A Model of the Market for MAS and
Audit Services: Knowledge Spillovers and Auditor-Auditee Bonding. Journal of
Accounting Literature 7: pp. 50-64.

. . and . (1988b). An empirical analysis of the
Relationship between MAS involvement and Auditor Tenure: Implications for
Auditor Independence. Journal of Accounting Literature 7: pp. 65-84.

Boccabella, D.A. (1993). Legal Professional Privilege: The Case for Tax
Accountants’ Clients. Taxation in Australia, pp.391-397

Bonner, S.E.. and Lewis. B.L. (1990). Determinants of Auditor Expertise. Journal of
Accounting Research, Vol. 28 Supplement.

Boucher. T.P. (1993). Paying Tax-Simply the Right Thing to Do. The CCH Journal of
Australian Taxation. pp. 50-36

Butterworth. S. and K.A. Houghton (1995). Auditor Switching: The Pricing of Audit
Services. Journal of Business Finance and Accounting 22 (3): pp. 323-344

Carroll, J. (1992). How Taxpayers Think About Their Taxes: Frames and Values, in

Slemrod. J. (Ed). Why People Pay Taxes, The University of Michigan Press, Ann
Arbor, MI. pp. 43-06

70



Chang, O. and Schultz. J. (1990). The Income Tax Withholding Phenomenon:

Evidence from TCMP Data. The Journal of The American Taxation Association, pp.
88-93.

Chow. C.. and Rice. S. (1982). Qualitied Audit Opinions and Auditor Switching. The
Accounting Review. Vol. 57(2), pp. 326-335.

Chow. C.W. (1982). The Demand for External Auditing: Size, Debt and Ownership
Influence. The Accounting Review. pp. 272-291.

Commissioner of Taxation (1994). Annual Report 1993/1994. Australian Government
Publishing Service. Canberra. ACT.

Cook, R.D. and S. Weisberg,(1982), Residuals and Influence in Regression. New
York: Chapman & Hall.

Cowell, F.A. (1985). Tax Evasion with Labour Income. Journal of Public Economics,
No.26, pp.19-34.

Craswell. A.. (1998). Who Audits Australia? (Accounting and Finance Foundation,
University of Sydney, Australia)

., and S.Taylor, (1991). The Market Structure of Auditing in Australia:
the Role of Industry Specialisation, Research in Accounting Regulation 5, pp. 55-77

.. Francis. ] & Taylor. S.. (1995). Auditor Brand Name Reputations and
Industry Specializations. Journal of Accounting and Economics, pp. 297-322

Datar, S.M.. Feltham. G.A.. and Hughes. J.S. (1991). The Role of Audits and Audit
Quality in Valuing New Issues. Journal Accounting and Economics. pp. 14, 3-49.

DeAngelo. L.E. (1981). Auditor Independence, "Low Balling’. and Disclosure
Regulation.
Journal of Accounting and Economics, Vol. 3, pp. 113-127.

. (1981b). Auditor Size and Audit Quality. Journal of Accounting and
Economics, pp. 183-199.

DeFond. M. L., Francis. J.R.. and T.J. Wong, (2000). Auditor Industry Specialization
and Market Segmentation: Evidence from Hong Kong: A Journal of Practice and
Theory, Vol 19. No. 1:49-006.

Degryse. H. and Ongena. S. (2001). Bank Relationships and Firm Profitability.
Financial Management. pp. 9-34

Dickson. J.W. (1978). Perception of Risk as Related to Choice in Two-Dimensional
Risk Situation. Psychological Reports, No.43, pp.1059-1062.

Dreyfus. H.L.. and S.E. Dreyfus, (1986). Mind Over Machine: The Power of Human
Intuition and Expertise in the Era of the Computer. The Free Press

71



Eichenseher. J.W. (1995). Additional factors in Audit Pricing- New Evidence from
Malaysia. Accounting Business Review, Vol. 2(1), pp. 1-26

Erard. B. (1993). Taxation with Representation: An Analysis of the Role of Tax
Practitioners in Tax Compliance. Journal of Public Economics, No.52, pp.163-197

Ettredge. M. and R. Greenberg. (1990). Determinants of Fee Cutting on Initial Audit
Engagements. Journul of Accounting Research 28. pp. 198-210

Fatt, C.K. (2002). Malaysian Taxation: Principles and Practice. InfoWorld Malaysia.
pp. 429-438.

Fama. E.F.. and M.C. Jensen. (1983a). Separation of ownership and Control. Journal
of Law and Economics 26: pp. 301-320.

. . (1983b). Agency Problems and Residual Claimed.
Journal of Law and Economics 26: pp. 327-350

Firth, M. (1997). The Provision of Non-audit Services and the Pricing of Audit Fees.
Journal of Business Finance and Accounting, pp. 511-525

.(2002). Auditor-Provided Consultancy Services and Their Associations with
Audit Fees and Audit Opinions. Journal of Business Finance & Accounting, pp. 661-
693

.and C.K. Liau-Tan (1998). Auditor Quality Signalling and the Valuation of
Initial Public Offerings. Jowrnal of Business Finance and Accounting, pp.145-165.

Flint, D. (1988). The Philosophy and Principles of Auditing. Macmillan

Francis, J. R. (1984). The Effect of Audit Firm Size on Audit Prices: A Study of the
Australian Market. Journal of Accounting and Economics (August): pp. 133-151

~and D.T. Simon, (1987). A Test of Audit Pricing in the Small-Client
Segment of the U.S. market. The Accounting Review. LXII(1): pp. 145-157

~and D.J. Stokes. (1986). Audit Prices. Product Differentiation, and Scale
economies: Further evidence from the Australian Market. Journal of accounting
Research 24(2): pp. 383-393.

and E.R. Wilson, (1988). Auditor Changes: A Joint Test of theories
relating to -Agency Costs and auditor Differentiation. The Accounting Review LXIII
(4): pp. 663-682.

Frankel, R.M.. Johnson. M.F.. and Nelson, K.K. (2002). Non-Audit Fees Paid
Auditors: Do They Lead to Managed Earnings? Directorship, pp. 6-9



Ginsberg. A.S.. (1994). International Tax Planning. Kluwer Law and Taxation
Publishers Deventer, The Netherlands.

Gordon., R.W. (1988). The Independent of Lawyers. Boston University Law Review,
Vol.68, pp. 1-83

Gul, F.A.. and Teoh. H.Y (1986). The Effects of Combined Audit and Management
Services on Public Perception of Auditor Independence in Developing Countries: The
Malaysia Case. The International Journal of accounting, pp. 95-107

Hair, J.F., R.E. Anderson, R.L. Tathan. and W.C. Black (1995). Multivariate Data
Analysis
With Readings. Prentice Hall.

Hansen, D.R.. Crosser. R.L. and Laufer. D. (1992). Moral Ethics versus Tax Ethics:
The case of Transter Pricing among Multinational Corporations. Journal of Business
Ethics, No.11, pp. 679-680.

Hutton, M.R. (1985). Perceptual Differentiation With Regard to Penalties in
Professional Tax Practice. PhD dissertation. University of Houston, TX.

Income Tax Act 1967, Self-Assessment System Guide on Tax Audit. /nland Revenue
Board of Maluysia.

Jackson. B.R. and Milliron, V.C. (1986). Tax Compliance Research: Findings,
Problems and Prospects. Journal of Accounting Literature, Vol. 5, pp.125-165.

Jang, H.Y. and Lin. C.J. (1993). Audit Quality and Trading Volume Reaction: A
Study of Initial Public Offering of Stock. Journal of Accounting and Public Policy,
pp. 263-287.

JCPA (Joint Committee of Public Accountants) (1993). An Assessment of Tax: A
Report On inquiry Into the Australian Taxation Office. AGSP, Canberra.

Jensen, M.C., and W.H. Meckling. (1976). Theory of The Firm: Management
Behavior. Agency Costs and Ownership Structure. Journal of Financial Economics 3:
pp- 305-360.

Kasipillai. J.. (2000). A Practical Guide to Malaysian Taxation. by McGraw-Hill
(Malaysia) Sdn. Bhd. pp. 111-136

Klein, B. and K.Lefter, (1981). The Role of Market Forces in Assuring Contractual
Performance. Journal of Political Economy 89, pp. 615-641

Krejcie, R.. & Morgan, D. (1970). Determining Sample Size for Research Activities.

Educational and Psvchological Measurement, pp. 30. 607-610.

Lee, T.A. (1972). Company auditing: Concepts and Practices. Institute of Chartered
Accountants of Scotland.



. (1993), Corporate Audit Theory. Chapman & Hall

Libby. R. (1985). Avaibility and The Generation of Hypotheses in Analytical
Procedures. Journal of Accounting Research: pp. 648-667.

. and B.L. Lewis (1982). Human Information Processing Research in
Accounting: the State of the Art in 1982. Accounting, Organizations and Sociely,
Vol.7 (3). pp. 231-286

Loeb, S.E. (1972). Enforcement of the Code of Ethics: A Survey. The Accounting
Review, Vol 47, pp.1-10.

Lord, A.T. (1992). Pressure: A Methodological Consideration for Behavioural
Research in Auditing. 4 Journal of Practices and Theory, Vol. 11, pp.89-125.

Madeo, S.A., Schepanski. A. and Uecker, W.C. (1987). Modelling Judgment of
Taxpayer Compliance. The Accounting Review, pp.323-342.

Malaysian Master Tax Guide Manual 2003, CCH Publication, paragraph 200-266 and
2515.

Martinez-Vazquez. J., Hardwood, G.B. and Larkins, E.R. (1992). Withholding
Position and Income Tax Compliance: Some Experimental Evidence. Public Finance
Quarterly, Vol.20. pp.152-174.

Messier, W.F., and Boh. M. (2000). Auditing and Assurance Services in Malaysia. By
McGraw-Hill Malaysia Sdn. Bhd.

Myers, A.J. (1990). Tax Advice: The Lawyer’s Ethical Responsibility. Australian Tax
Review, pp.88-87.

Newberry. K.J., Reckers, P.M.J. and Wyndelts, R.W. (1993). An Examination of Tax
Practitioner Decisions: The Role of Preparer Sanctions and Framing Effects
Associated With Client Condition. Journal of Economic Psychology, Vol 14, pp. 439-
452.

Oatway. F.C. (1995). Motivation and Responsibility in Tax Practice: The Need for
Definition. Tax Law Review, Vol .20, pp. 237-257

Official Journal of the Malaysian Institute of Taxation. (2001), Tax Nasional

Palmrose. Z.V. (1986a). Audit Fees and Auditor Size: Further Evidence. Journal of
Accounting Rescarch, Spring: pp. 97-110

. (1986b). The Effect of Non-audit Services on The Pricing of Audit
Services: further LEvidence. Journal of 4ccounting Research, pp. 405-411

74



. (1988). Public Accounting Firms and The Acquisition of Nonaudit
Services by Public and Closely-Held Companies Auditing: 4 Journal of Practice &
Theory, 8(Fall): pp. 63-67

Parkash. M.. and Venable. C.I.. (1993). Auditee Incentives for Auditor Independence:
The Case of Nonaudit Services. The accounting Review 68. Pp. 113-133

Pourjalali. H. and Iskandar, T.M. Earning Management: Background. Criticism and
Answers: Malaysian Accounting Review Vol.1, No.1. Sept. 2002: p. 37.

Price Waterhouse. (1996). Corporate Taxes: A Worldwide Summary. New York:
Price Waterhouse World Firm Services BV, Inc.

Rose, A.M.. (1999). Audit Pricing and The Role of Multinational Factors: A Study of
The Hong Kong and Malaysian Markets. Advances in International Accounting, 12:
pp. 129-155

Roth, M. (1996). Financial and Accounting Tools to Predict a Taxpayer’s Potential
Bankruptcy, Insolvency. or Business Failure. Internal Revenue Service, Washington,
DC.

Sanders, D.L. and Wyndelts, R.-W. (1989). An Examination of Tax Practitioners’
Decisions under Uncertainty. Advances in Taxation, Vol.2, pp. 41-72

Saudagaran. S.M.. (2001), International Accounting, A User Perspective. pp. 2-30
Schandl. C.W. (1978), Theory ot Auditing. Scholars Book Co
Scott, W. R.. (1997). Financial Accounting Theory, by Prentice-Hall, Inc. pp. 304.

Sekaran, U. (2000). Research Methods For Business: A Skill Building Approach (3d
ed.). United Stated: John Wiley & Sons. Inc.

Simon, D.T. and Francis, J.R. (1988). The Effects of Auditor Change on Audit Fees:
Test of Pricing Cutting and Price Recovery. The Accounting Review, LXIII (2): pp.
255-269

Simunic. D.A. (1980). The Pricing of Audit Services: Theory and Evidence. Journal
of Accounting Research, Spring: pp. 161-190

. (1984). Auditing, Consulting and Auditor Independence. Journal of
Accounting Research, 18: pp. 161-190

Smith, K.W. and Kinsey. K.A. (1987). Understanding Taxpaying Behaviour: A
Conceptual Framework with Implication for Research. Law and Society Review,
Vol.21 No.4. pp. 639-663.

Song, Y. and Yarbrough. T.E. (1978). Tax Ethics and Taxpayer Attitudes: A Survey.
Public Administration Review, pp. 442-452.

75





