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ABSTRACT 

Tax revenues are the biggest sources of government funds. However, the pervasiveness 
of tax non-compliance remains a serious concern to most tax authorities around the world. 
The issue on tax non-compliance has been the subject of much discussion among both 
academicians and practitioner in Malaysia. In many cases it is impossible to prove non- 
compliance. Increasing voluntary compliance among Small-and-Medium-sized 
Corporations (SMCs) is thus a worthwhile endeavor. In order to do so, an in-depth 
understanding of the factors fostering non-compliance is essential. In Malaysia, SMCs 
are source of tadfiscal revenue to the Federal government. However, there is still a huge 
number of this corporate tax payer which did not comply with the tax authority i.e. Inland 
Revenue Board of Malaysia. The purpose of this paper is to examine whether company 
size, types of industry and age of the company are influencing the tax non-compliance 
among SMCs in Malaysia. This study analyzes and test the tax-audited cases finalized by 
the Kuala Lumpur Bandar branch of Inland Revenue Board of Malaysia (IRBM) in year 
2015. Data are gathered from Case Management System (CMS) extracted by officer in 
charge from IRBM. Population of the study is focused on the SMCs cases resolved in 
year 2015 by tax auditor in Kuala Lumpur Bandar Branch. A total of 382 cases gathered 
from the IRBM of Kuala Lumpur Bandar branch. Out of those cases, only 329 cases are 
tax non-compliance company and to be analyzed. The finding shows that two factors i.e. 
size of the company and types of industry are found to significantly influence tax non- 
compliance among SMCs. The finding of this study could be used by the tax authorities 
and policy makers to determine company or SMCs to be audited in future. In addition, it 
is hoped that the study's finding would be used to help the IRBM to increase compliance 
among taxpayers. The IRBM may develop more efficient and effective strategies in the 
future in order to collect tax appropriately. The limitation of this study is also presented 
in this paper. 

Keywords: Malaysia, Small-and-medium-sized corporations (SMCs), Tax audited cases, 
Tax non-compliance 



ABSTRAK 

Hasil cukui adalah sumber terbesar dana kerajaan. Walau bagaimanapun, 
keberleluasaan di dalam ketidakpatuhan cukai masih merupakan masalah yang paling 
serius kepada pihak berkuasa cukai di seluruh dunia. Isu mengenai ketidakpatuhan cukai 
telah menjadi subjek banyak perbincangan antara kedua-dua ahli akademik dan 
pengamal di Malaysia. Dalam banyak kes, ia adalah mustahil untuk membuktikan 
ketidakpatuhan. Oleh itu, meningkatkan pematuhan sukurela di kulangan Syarikut 
bersaiz Kecil dan Sederhana (SMC) itu adalah satu usaha yang bernilai. Dalam usaha 
untuk berbuat demikian, pemahaman yang mendalam tentang faktor-faktor yang 
menggalakkan ketidakpatuhan adalah penting. Di Malaysia, SMC adalah sumber hasil 
cukai / jkkal kepada kerajaan Persekutuan. Walau bagaimanapun, masih terdapat 
sejumlah besar pembayar cukai korporat ini yang tidak mematuhi pihak berkuasa cukui 
iaitu Lembaga Hasil Dalam Negeri Malaysia. Tujuan kertas ini adalah untuk mengkaji 
sama ada saiz syarikat, jenis industri dun tempoh syarikut itu mempengaruhi 
ketidakpatuhan cukai di kalangan SMC di Malaysia. Kajian ini menganalisis dan 
menguji kes yang telah diaudit dan diselesaikan oleh cawangan Kuala Lumpur Bandar, 
Lembaga Hasil Dalam Negeri Malaysia (LHDNM) pada tahun 2015. Data dikumpulkan 
daripada Sistem Pengurusan Kes (CMS) yang diekstrak oleh pegawai yang 
bertanggungiawab dari LHDNM. Populasi kajian ini mernberi tumpuan kepada kes-kes 
SMC diselesaikan pada tahun 2015 oleh juruaudit cukai di cawangan Kuala Lumpur 
Bandar. Sebanyak 382 kes dikumpulkan dari LHDNM cawangan Kuala Lumpur Bandar. 
Daripada kes tersebut, hanya 329 kes adalah syarikut yang tidak patuh dan akan 
dianalisis. Dapatan kajian menunjukkan bahawa dua faktor iaitu saiz syarikat dan jenis 
industri adalah mempengaruhi dengan ketara ketidakpatuhan cukai di kalangan SMC. 
Dapatan kajian ini boleh digunakan oleh pihak berkuasa cukai dan pembuat dasar untuk 
menentukan syarikat atau SMC unfuk diaudit yada masa depan. Di samping itu, adalah 
diharapkan dapatan kajian ini akan digunakan untuk membantu pihak LHDNM bagi 
meningkatkan pematuhan di kalangan pembayar cukai. LHDNM boleh membangunkan 
strategi yang lebih cekap dan berkesan pada masa akan datang dalam usaha untuk 
mengumpul cukui sewajarnya. Limitasi dalam kajian ini juga dibentangkan dalam kertas 
in i. 

Kata kunci: Malaysia, Syarikat-syarikat bersaiz Kecil dan Sederhana (SMC), Kes yang 
telah diaudit cukai, Ketidakpatuhan cukai 



ACKNOWLEDGEMENT 

In the name of Allah, the Most gracious, the Most Merciful. Praise be to Allah (SWT) the 

Sustainer of the World, and peace and blessing be unto Prophet Muhammad (SAW). 

First and foremost, I would like to express my special appreciation and gratitude to Dr. 

Saliza Abdul Aziz for her valuable time in supervising me. Her expert guidance, opinions, 

encouragements, motivation and thoughtful suggestions has enabled me to complete this 

project paper. 

It is great blessing of Allah Almighty for giving me the endless strength to complete this 

study. I dedicate this piece of work to my beloved husband Mohd Shahrul Azhar Abdul 

Razak for providing me with unfailing support and continuous encouragement throughout 

the process of researching and writing this thesis. In addition, this acknowledgement 

would not be complete if I did not mention my children; Muhammad Adam Shahrni, 

Muhammad Amsyar Shahmi and Muhammad Amzar Shahrni as they are my bright light 

and always concerned with how stressed I might be throughout this journey. Not to forget 

to my beloved mother, Saadiah Shahmat for her prays along my journey in completing 

this study. Also to my blessed late father, Mohamad Alias Ahmad (may Allah bless him). 

I also wish to thank Sumaiyah Bahri for her precious time and knowledge as well as to all 

my classmates who have been together in completing this study. This accomplishment 

would not have been possible without them. I pray to Allah SWT for all people that I 

have mentioned above would be always under His blessings. Ameen 



TABLE OF CONTENT 

. . DECLARATION ................................................................................................... 11 

... PERMISSION TO USE ........................................................................................ 111 

ABSTRACT ......................................................................................................... iv 

ABSTRAK ............................................................................................................. v 

ACKNOWLEDGEMENT .................................................................................... vi 

. . 
TABLE OF CONTENT ....................................................................................... vii 

LIST OF APPENDICES ........................................................................................ x 

LIST OF TABLES ................................................................................................ xi 

9 .  LIST OF FIGURES ............................................................................................. xi1 

... 
LIST OF ABBREVIATIONS ............................................................................. xi11 

CHAPTER 1 : INTRODUCTION ........................................................................ 1 

1.1 Background of the Study ....................................................................... 1 

1.2 Problem Statement ................................................................................. 5 

1.3 Research Question ................................................................................ 7 

1.4 Research Objective ............................................................................... 7 

1.5 Significance of the Study ....................................................................... 8 

vii 



1.6 Scope and Limitation of the Study ...................................................... 8 

...................................................................... 1.7 Organization of the Study 9 

........................................................... CHAPTER 2: LITERATURE REVIEW 11 

2.1 Introduction ........................................................................................ 11 

........................................................... 2.2 Corporate Tax Non-compliance 11 

....................................................................... 2.3 Theoretical Assumption 17 

............................. 2.4 Prior Studies on Corporate Tax Non-compliance 18 

...................................................................... 2.5 Summary of the Chapter 20 

....................................................................... CHAPTER 3: METHODOLOGY 21 

3.1 Introduction .......................................................................................... 21 

........................................................................... 3.2 Research Framework 21 

..................................................................... 3.3 Hypothesis Development 22 

.............................. 3.3.1 Size of the Company and Tax Non-Compliance 22 

................................... 3.3.2 Types of Industry and Tax Non-Compliance 24 

.............................. 3.3.3 Age of the Company and Tax Non-Compliance 25 

........................... 3.4 Research Design ... ............................................. 25 

................................................. 3.5 Measurement of Tax Non-compliance 26 

.................................................................................... 3.6 Data Collection 26 

viii 



3.6.1 Research Population and sample ..................................................... 27 

3.6.2 Technique of Data Analysis ............................................................. 28 

3.7 Summary of the Chapter ...................................................................... 28 

CHAPTER 4: RESULTS AND DISCUSSION ................................................... 29 

4.1 Introduction .......................................................................................... 29 

4.2 Findings of the Study ........................................................................... 29 

4.2.1 SMCs' Profiles ................................................................................. 29 

4.2.2 Correlation among Study Variables ............................................... 3 1  

4.3 Discussion ............................................................................................ 33 

............................ CHAPTER 5: CONCLUSION AND RECOMMENDATION 36 

5.1 Conclusion ........................................................................................... 36 

5.2 Recommendation .............................................................................. 3 8  

REFERENCES .................................................................................................. 3 9  

APPENDICES ..................................................................................................... 43 



LIST OF APPENDICES 

. . .............................................................. Appendix 1. Permission Letter.. .43 

....................................................... Appendix 2. Output Notes from SPSS. 44 



LIST OF TABLES 

Table 1.1 Statistics of Case Management System (CMS) ........................................................ 6 

Table 4.1 Profiles of SMCs .................................................................................................... 30 

Table 4.2 Correlations among study variables (Size of the Company) .................................. .3 1 

Table 4.3 Correlations among study variables (Types of Industry) ....................................... 32 

Table 4.4 Correlations among study variables (Age of the Company) ................................... 33 



LIST OF FIGURES 

Figure 1.1 Contribution of Gross Direct Taxes to the Federal Government's Revenue .... 1 

Figure 1.2 Direct Tax Component ..................................................................................... 2 

Figure 1.3 Tax audit settlements performance ................................................................... 3 

Figure 1.4 Tax audit settlements performance ................................................................... 5 

Figure 2.1 Fisher et a1 . (1 992) tax compliance model ..................................................... 17 

............................. Figure 3.1 Factors influencing in tax non-compliance among SMCs 21 

xii 



IRBM 

CTD 

SMC 

KLBB 

LHDNM 

TCMP 

LIST OF ABBREVIATIONS 

Inland Revenue Board of Malaysia 

Corporate Tax Department 

Small and Medium Sized Corporations 

Kuala Lumpur Bandar Branch 

Lembaga Hasil Dalam Negeri Malaysia 

Tax Compliance Measurement Program 

... 
X l l l  



CHAPTER 1 

INTRODUCTION 

1.1 Background of the Study 

Tax revenues are the biggest sources of government funds (IRBM, 2014). In year 2014, 

the direct taxes collected by Inland Revenue Board of Malaysia (IRBM) are contributing 

59.40% of total federal government's revenue (Figure 1.1 and Figure 1.2)' which means 

that non-compliance could affect the revenue collection indirectly. Thus, it is important to 

ensure that all taxpayers in Malaysia to pay tax appropriately. 

Contribution of Gross Direct Taxes To The Federal Government's Revenue 

4 % of Gross Collection 

H Gross Collection 

Federal Government's Revenue 

2014 201 3 

Figure 1.1 Contribution of Gross Direct Taxes to the Federal Government 's Revenue 

Sources: IRBM Annual Report 20 14 
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