
THE EFFECT OF TAX PLANNING AND CORPORATE 

GOVERNANCE ON TAX DISCLOSURE IN MALAYSIA 
 

 

 

 

 

 

 

 

MAHFOUDH HUSSEIN HUSSEIN MGAMMAL  

 

 

 

 

 

 

 

 

 

 

 

DOCTOR OF PHILOSOPHY  

UNIVERSITI UTARA MALAYSIA  

August 2015 



THE EFFECT OF TAX PLANNING AND CORPORATE GOVERNANCE 

ON TAX DISCLOSURE IN MALAYSIA 

 

 

 

 

 

 

 

By 

MAHFOUDH HUSSEIN HUSSEIN MGAMMAL  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Thesis Submitted to  

School of Accountancy  

Universiti Utara Malaysia, 

in Fulfillment of the Requirement for the Degree of Doctor of Philosophy 

 



iv 

PERMISSION TO USE 

In presenting this thesis in fulfillment of the requirements for a Post Graduate 

Degree from the Universiti Utara Malaysia (UUM), I agree that the Library of this 

university may make it freely available for inspection. I further agree that 

permission for copying this thesis in any manner, in whole or in part, for scholarly 

purposes may be granted by my supervisor (s) or in their absence, by the Dean of 

School of Accountancy where I did my thesis. It is understood that any copying or 

publication or use of this thesis or parts of it for financial gain shall not be allowed 

without my written permission. It is also understood that due recognition given to 

me and to the UUM in any scholarly use which may be made of any material in my 

thesis.  

 

Request for permission to copy or to make other use of materials in this thesis in 

whole or in part should be addressed to:  

 

Dean of School of Accountancy 

Universiti Utara Malaysia 

06010 UUM Sintok 

Kedah Darul Aman 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



v 

ABSTRACT 

Tax authorities are still facing unresolved issues of a company‘s tax planning 

activities, whether they involve direct or indirect taxes. In Malaysia direct tax is the 

fundamental source of the government‘s income. The transformations in the tax 

systems and accounting standards have given companies opportunities to manage 

their tax affairs for the benefit of their shareholders. This study reports results of the 

relationship between tax disclosure and tax planning. At the same time it also 

considers corporate governance as a moderating influence. This study used a large 

sample of non-financial listed companies in Bursa Malaysia. To this end, the study 

used dataset of hand-gathered information from 286 company financial statements 

for the fiscal years 2010 to 2012. The results indicate that tax planning exhibits a 

strong positive relationship with tax disclosure, which is unconditional upon 

corporate governance. This relationship can be further explained as tax disclosure 

exhibits a significant positive association with the tax losses component of tax 

saving, but has a significant negative relationship with permanent differences 

component of tax saving and the temporary differences component of tax saving. 

This study contributes to the field of taxation in that it uses the ETR reconciliations 

to measure the level of tax disclosure in financial statements. Moreover, it 

contributes to the discussion of who verifies and benefits from tax disclosure 

conducted by companies. The findings of this study also contribute to the body of 

knowledge since there is a general dearth of published research that investigates 

these relationships, particularly in Malaysia. 

Keywords: tax disclosure, tax planning, corporate governance, component of tax 

saving, effective tax rate 
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ABSTRAK 

Pihak berkuasa cukai masih berhadapan dengan isu-isu aktiviti perancangan cukai 

syarikat yang masih belum selesai, sama ada yang melibatkan cukai langsung 

ataupun tidak langsung. Di Malaysia cukai langsung adalah sumber asas pendapatan 

kerajaan. Perubahan dalam sistem cukai dan piawaian perakaunan telah 

memberikan syarikat peluang untuk menguruskan hal ehwal cukai mereka untuk 

manfaat pemegang saham. Kajian ini melaporkan dapatan mengenai hubungan 

antara pendedahan cukai dan perancangan cukai. Pada masa yang sama, ia turut 

mengambil kira tadbir urus korporat sebagai penyederhana. Kajian ini 

menggunakan sampel yang besar, iaitu syarikat bukan kewangan yang tersenarai di 

Bursa Malaysia. Untuk tujuan kajian ini, set data telah dikumpulkan sendiri dari 

penyata kewangan 286 syarikat bagi tahun kewangan bermula 2010 sehingga 2012. 

Hasil kajian menunjukkan bahawa perancangan cukai mempamerkan hubungan 

positif yang signifikan dengan pendedahan cukai, tanpa pengaruh urus tadbir 

korporat. Hubungan ini berlaku kerana pendedahan cukai menunjukkan hubungan 

positif yang signifikan dengan komponen kerugian cukai penjimatan cukai, tetapi 

mempunyai hubungan negatif yang signifikan dengan komponen perbezaan tetap 

penjimatan cukai dan komponen perbezaan sementara penjimatan cukai. Kajian ini 

menyumbang kepada bidang percukaian melalui penggunaan penyesuaian ETR 

untuk mengukur tahap pendedahan cukai dalam penyata kewangan. Selain itu, ia 

menyumbang kepada perbincangan tentang siapa yang mengesahkan dan mendapat 

manfaat daripada pendedahan cukai yang dijalankan oleh syarikat. Akhir sekali 

kajian ini turutmenyumbang kepada badan pengetahuan akibat kurangnya 

penyelidikan yang mengkaji hubungan ini, terutamanya di Malaysia. 

 

Kata kunci: pendedahan cukai, perancangan cukai, tadbir urus korporat, komponen 

penjimatan cukai, kadar cukai berkesan 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



vii 

ACKNOWLEDGEMENTS 

In the name of Allah, the Most Gracious and Most Merciful 

Praise to Allah, Lord of the universe for his bounties and bestowed upon us. Peace 

be upon Prophet Mohammed S.A.W. the sole human inspiration worthy of 

imitation. After praising Allah for the strength and endurance provided to me to 

complete this thesis, my gratefulness is to my parents: my father Hussein may Allah 

bless his soul in paradise and my mother Hielah Al-Mashrgi who bless me all the 

time and work for my best since I was born. 

Firstly and foremost, I would to render my utmost appreciation and gratitude to my 

supervisor, Professor Ku Nor Izah Ku Ismail, for her earnest guidance and advice in 

construction my thesis process by process as well as her tolerance and persistence in 

imparting her knowledge to her students. I also would like to express my deep 

appreciation and gratitude to my second supervisor, Dr. Nor Shaipah Abdul Wahab, 

for her guidance and advice in crafting this research. Without their understanding, 

consideration and untiring advice, this thesis would not have been completed 

successfully. 

I wish to express my deep gratitude to my proposal defense reviewers; Prof. Madya 

Dr. Chek Derashid and Assoc. Prof. Dr. Nor Aziah Binti Abdul Manaf for their 

valuable comments and recommendations. I am also highly indebted to the 

discussant of my paper; Professor. Dr. Danture Wickramasinghe from the 

University of Glasgow, U.K. for his advice and comments on my paper during the 

2014 Global Conference on Business and Social Sciences Conference in Kuala 

Lumpur. My thanks and appreciations also goes to the reviewers of Accounting and 

Business Research Journal for their very valued advice and comments on my under 

review paper. The financial support during my study from Amran University is 

gratefully acknowledged. I also would like to express my grateful appreciation to 

my UUM lecturers who have imparted their valuable knowledge during the time of 

my Master and Ph.D programmes at UUM. I must admit the assistance of UUM 

academic and administrative staff in completing this journey. 

I also must admit and thank for the continuous support that I received from my 

wife, Rasmeeh Al-Mashrgi, my sons, Salem and Rayan, my daughter Rehab, my 

brothers, Majid and Mahmood, my sisters, Hadeeh and Ebtesam, and my entire 

family, relatives and friends in completing this thesis. My heartfelt appreciation 

goes to all those involved in making this thesis a reality and those who have 

contributed towards this profound learning experience. I owe my thanks and 

appreciation to all of them. 

 

 

 



viii 

TABLE OF CONTENTS 

  Page 

TITLE PAGE i 

CERTIFICATION OF THESIS WORK ii 

PERMISSION TO USE iv 

ABSTRACT v 

ABSTRAK vi 

ACKNOWLEDGEMENTS vii 

TABLE OF CONTENTS viii 

LIST OF TABLES xv 

LIST OF FIGURES xvi 

LIST OF ABBREVIATIONS xvii 

CHAPTER ONE: INTRODUCTION 1 

1.1 Background of Study 1 

1.2 Problem Statement and Motivation 4 

1.3 Research Questions 7 

1.4 Research Objectives 9 

1.5 Research Methodology 10 

1.6 Significance of the Study 11 

1.7 Scope of the Study 11 

1.8 Structure of Thesis 12 

1.8.1 Literature Review 13 

1.8.1.1Tax Disclosure 13 



ix 

1.8.1.2 Tax Planning Activities 13 

1.8.1.3 Corporate Governance 14 

1.8.1.4 Relationship Between Tax Planning, Corporate Governance and 

Tax Disclosure 14 

1.8.2 Research Design 15 

1.9 Conclusion 15 

CHAPTER TWO: TAX DISCLOSURE 17 

2.1 Background and Definitions 17 

2.2 Theories of Tax Disclosure 23 

2.2.1 Political Costs Theory 23 

2.2.2 Signaling Theory 26 

2.2.3 Legitimacy Theory 28 

2.3 Constraints and Objectives of Tax Disclosure 30 

2.3.1 Tax Disclosure Objectives 30 

2.3.2 Constraints of Tax Disclosure 32 

2.3.2.1 Disclosure of Tax Information Violation Confidentiality 34 

2.3.2.2 Tax Disclosure Could Create Confusion 36 

2.3.2.3 Information to Government 37 

2.3.2.4 Unintended Behavioural Responses to Disclosure 37 

2.3.2.5 Potential Obstacles Among Tax Disclosure Costs 38 

2.4 Benefits of Tax Disclosure 39 

2.4.1 Tax Disclosure Identities Companies‘ Tax Loopholes 40 

2.4.2 Tax Disclosure Motivates and Aids Government Regulators 41 

2.4.3 Tax Disclosure Develops Financial Markets Functioning 42 



x 

2.4.4 Tax Disclosure Motivates and Promotes Tax Compliance 42 

2.4.5 Tax Disclosure Increases Political Pressure for Good Tax Policy 43 

2.4.6 Motives for Managers to Manipulate Reserves and Disclosures 44 

2.4.7 Potential Advantages of Poor Disclosure Managers 44 

2.4.8 Potential Benefits of Excess Disclosure Managers 45 

2.5 Measurements of Tax Disclosure 45 

2.6 Conclusion 47 

CHAPTER THREE: TAX PLANNING ACTIVITIES 49 

3.1 Tax Planning Definitions 49 

3.2 Tax Planning Motivations and Advantages 55 

3.3 Tax Planning Objectives 57 

3.4 Theories of Tax Planning 59 

3.5 Tax Planning Restrictions 61 

3.6 Tax Planning Approaches 63 

3.6.1 Tax Exemption 64 

3.6.2 Organizational Structure 65 

3.6.3 Income Shifting 66 

3.6.4 Modification of Income Characteristics 68 

3.7 Tax Planning Measurements 68 

3.8 Conclusion 69 

CHAPTER FOUR: CORPORATE GOVERNANCE 71 

4.1 Corporate Governance Definitions 71 

4.2 Corporate Governance in Malaysia 73 



xi 

4.3 Theories of Corporate Governance 74 

4.3.1 Agency Theory 75 

4.3.2 Stakeholder Theory 77 

4.3.3 Stewardship Theory 80 

4.3.4 Resource Dependency Theory 82 

4.4 Corporate Governance Requirements in Malaysia 84 

4.5 Corporate Governance Mechanisms 89 

4.5.1 External Mechanisms 90 

4.5.2 Internal Mechanisms 91 

4.5.2.1 Incentive Compensation 92 

4.5.2.2 Managerial Ownership 94 

4.6 Conclusion 98 

CHAPTER FIVE: RELATIONSHIP BETWEEN TAX PLANNING, 

CORPORATE GOVERNANCE AND TAX DISCLOSURE 100 

5.1 Tax Disclosure and Tax Planning 100 

5.2 Tax Planning and Corporate Governance 103 

5.3 Moderating Function of Corporate Governance in Tax Disclosure-Tax Planning 

Relationship 105 

5.3.1 Internal Mechanisms 109 

5.3.2 External Mechanisms 110 

5.4 Conclusion 112 

CHAPTER SIX: RESEARCH PHILOSOPHY AND HYPOTHESES 

DEVELOPMENT 114 

6.1 Research Philosophy 114 

6.1.1 Epistemology 115 



xii 

6.1.2 Ontology 117 

6.1.3 Axiology 118 

6.1.4 Research Paradigms 119 

6.2 Theory 120 

6.3 Theoretical Framework 125 

6.4 Hypotheses 127 

6.4.1. Tax Planning and Tax Disclosure 127 

6.4.2 Tax Disclosure and Corporate Governance 131 

6.4.3 Tax Disclosure, Tax Planning and Corporate Governance 132 

6.5 Conclusion 136 

CHAPTER SEVEN: VARIABLES MEASUREMENTS AND DATA 

COLLECTION 138 

7.1 Data Sources and Sample Selection 138 

7.2 Measurements of Variables 141 

7.2.1 Tax Disclosure Measurement 141 

7.2.2 Tax Planning Measurement 146 

7.2.3 Company-Specific Characteristics Measurements 148 

7.2.4 Corporate Governance Measurement 151 

7.3 Estimation Model Development 153 

7.4 Conclusion 156 

CHAPTER EIGHT: ANALYSIS, FINDINGS AND DISCUSSION 158 

8.1 Sample Description, Sample Statistics and Data Collection 158 

8.2 Influential Observations and Outliers 159 

8.3 Model Specification Tests and Diagnostic Tests 161 



xiii 

8.3.1 Model Specification Tests 161 

8.3.1.1 Selecting Between Pooled OLS Regression and Random Effect 162 

8.3.1.2 Selecting Between Fixed Effect and Random Effects 163 

8.4 Diagnostic Tests 164 

8.4.1 Multicollinearity 164 

8.4.2 Heteroscedasticity 171 

8.5 Descriptive Statistics 172 

8.6 Multivariate Results 175 

8.6.1 Tax Disclosure and Tax Planning 176 

8.6.2 Tax Disclosure and Corporate Governance 179 

8.6.3 Tax Disclosure, Corporate Governance and Tax Planning 181 

8.7. Discussions of Results 184 

8.7.1 Tax Disclosure and Tax Planning 185 

8.7.2 Tax Disclosure and Corporate Governance 189 

8.7.3 Tax Disclosure, Corporate Governance and Tax Planning 191 

8.8 Additional Tests and Sensitivity Analysis 193 

8.8.1 Results of Pooled OLS Regression 194 

8.8.2 Autocorrelation 196 

8.8.3 Possible Impacts of Tax Planning Related Factors 197 

8.8.4 Linearity Tests 199 

8.8.5 Reclassification of Unclassified Reconciliation Items 199 

8.8.6 Year Dummies and Annual Regressions 202 

8. 9 Conclusion 208 



xiv 

CHAPTER NINE: CONCLUSIONS, RECOMMENDATIONS AND 

CONTRIBUTIONS 210 

9.1 Study Overview 210 

9.2 Hypotheses and Findings Summary 213 

9.2.1 Hypotheses 213 

9.2.2 Summary of the Findings 216 

9.3 Contributions 218 

9.3.1 Policy and Practical Implications 224 

9.4 Recommendations for Future Study and Limitations 226 

9.5 Conclusion 227 

REFERENCES 230 

Appendix 1 Reconciling Items From the Malaysian listed Companies’ Annual 

Reports 263 

Appendix 2 Variance Inflation Factors (VIF) of all variables 274 

Appendix 3 Tax Planning, Corporate Governance and Tax Disclosure -

Residual Analysis 275 

 

 

 

 

 

 



xv 

LIST OF TABLES 

Tables              Page 

4.1  CG Regulations Comparison between the MCCG 2012 and the 2007 Code 86 

7. 1  Sample Selection 139 

7. 2  Classifications of the Listed Companies Based on BM 140 

7. 3 Tax Disclosure Items 144 

8. 1  Breusch and Pagan Lagrangian Multiplier Test 162 

8. 2  Hausman Specification Tests 163 

8. 3  Pearson Correlation Matrix of Independent Variables 166 

8. 4  Variance Inflation Factors (VIF) 170 

8. 5  Descriptive Statistics: Tax Planning and CG: Effects on Tax Disclosure 175 

8. 6  Regression Results: Tax Disclosure and Tax Planning 177 

8. 7  Regression Results: Tax Disclosure and Corporate Governance 180 

8. 8  Regression Results: Tax Disclosure, Tax Planning and CG 183 

8. 9  OLS Regression of TD with: TP, CG and CTS with Interaction Variables 195 

8. 10  Wooldridge Test for Autocorrelation in Panel Data 197 

8. 11  Potential Effects of Tax Planning-Related Factors 198 

8. 12  Reclassification of Unclassified Items with CG Interaction Variables 201 

8. 13  Annual Regressions: Tax Disclosure and Tax Planning 202 

8. 14  Annual Regressions: Tax Disclosure and Components of Tax Saving 203 

8. 15  Annual Regressions: Tax Disclosure and Corporate Governance 204 

8.16  Annual Regressions: Tax Disclosure, Components of Tax Saving and CG 205 

9. 1  Concerned Variables in Hypotheses 214 

 



xvi 

LIST OF FIGURES 

Figures  Page 

1.1   Thesis Structure 12 

2.1   Categories of Legitimacy Theory 28 

4.1   The Stakeholder Model 79 

4.2   The Stewardship Model 81 

5.1   Summary of the Relationship BetweenTax Planning, Corporate 

Governance and Tax Disclosure 107 

6.1   Main Aspects of Research Philosophy 120 

6.2   Tax Planning and Corporate Governance: Effects on Tax Disclosure 124 

6.3   Research Framework 126 

 

 

 

 

 

 

 

 

 

 

 

 



xvii 

LIST OF ABBREVIATIONS 

AICPA   American Institute of CPAs  

BCOMS   Board compensations of company 

BM    Bursa Malaysia 

CAPNT   Capital intensity of company 

C-B-C-R   Country-by-Country Reporting 

CEO    Chief Executive Officer 

CG    Corporate governance 

CLSA    Credit Lyonnais Securities Asia 

DIVID    Dividend payout ratio of company 

DTA    Deferred tax asset 

DTL    Deferred tax liability 

EM    Earnings management 

ETR    Effective Tax Rates 

FASB    Financial Accounting Standards Board 

FIN48    Financial Interpretation No 48 

FSIZ    Firm size 

FSMP    Financial Sector Master Plan 

GAAP    Generally Accepted Accounting Principles 

GRTH    Growth 

IAS 12    International Accounting Standard, 12 Income Taxes 

IFRS    International Financial Reporting Standards 

INDS    Industry dummy of company 

IRBM    Inland Revenue Board of Malaysia 

ITA    Income Tax Act 

LEVE    Leverage 

MCCG    Malaysia Code of Corporate Governance 

MOWNR   Managerial ownership 

MTUC    Malaysian Trades Union Congress 

NOLs    Net operating loss (es) 

OECD    Organization of Economic Cooperation and Development 

PWYP   Publish What You Pay 

SEC    Securities and Exchange Commission 

SFAS    Statement of Financial Accounting Standards 

STR    Statutory Tax Rates 

TD    Tax disclosure 

TEI    Tax Executives Institute 

FTR    Foreign tax rates differentials 

TLOS    Tax losses 

TP    Tax planning 

PD    Permanente differences  

TDF    Temporary differences  

UNC    Unclassified items 

U.K.    United Kingdom  

U.S.    United States of America 



 

1 

CHAPTER ONE  

INTRODUCTION 

 

This thesis examines the association between tax planning and tax disclosure, whilst also 

considers the function of corporate governance as a moderator that affects the relation. 

After controlling for company-specific characteristics (i.e. firm size, dividends and 

industry sector), this study begins by investigating the association between tax disclosure 

and tax planning, before examining how corporate governance may moderate the 

association. Agency theory (Jensen & Meckling, 1976) and the Scholes-Wolfson tax 

planning framework (Scholes, 2009) are the basis of the hypotheses development. The 

discussion in this chapter begins with the background of study, problem statement and 

motivation behind this study, research questions, research objectives and an overview of 

the research methodology. Following that, discuss the importance of this study, the thesis 

structure and conclusion.  

1.1 Background of Study 

Taxation is the government‘s main source of revenue and, thus, it is the most important 

contributor to public spending. Therefore, corporations are increasingly taking taxes into 

consideration seriously in today's world (Sabli & Noor, 2012). Nevertheless, tax-payers, 

specifically companies, continue to perceive taxes to be a burden. This perception stems 

from the fact that corporations, in general, are sceptical about paying substantial taxes to 

the tax authorities. This resistance makes them likely to engage in tax planning strategies 
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only 
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