CHAPTER 1

INTRODUCTION Q}T
A

1.1 Background of the Study Y‘
Malaysia has been known to have a tax system introducqu:_/rly Malay rulers

as early as before the year 1910 (Kasipillai, J., & Shanm , 1%95). Since then,

the tax system was improved and became complete conrrw until the
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present day. When Malaysia has achieved its independence on 31st August _{?57, the

Customs and Excise Department was reshuffled to meet the needs of an independent
o - ads
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Malaya. Customs and Excise Department administration was assigned under the
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Ministry of Finance and led by a Customs and Excise Comptroller the Finance

~ ~/
Minister. \% ) Sy?ﬂc‘:\{\

In 1972, a revenue legislation called the Sales Tax Act 1972 was declared in the
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Government Gazette as Malaysia Law Act 64 and implemented on 29th February
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1972. This tax, known as Sales Tax, was imposed on all imported and local products,
Jd

except those exempted under Sales Tax (Exemption) Order 1972, or were produced by
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manufacturers exempted from being licensed under Sales Tax (Licence Exemption)

N e D & _
Order 1972. cco'rdmgli, in 1975, the Sovernment introduced yet another law called
: TN
the Service Tax Act 1975. This enabled the Department to collect service tax from

AV .
business Eremlses that prowd{d, services and goods which were taxed under the

~

Second Schedule, Service Tax Regulations, 1975.

: On 1st April 2015, Goods and Services Tax (GST) has been introduced by the
a

laysian government to enhance the efficiency and effectiveness of the existing

taxation system. However, on the 1% September 2018, the government reinstated Sales



Tax and Services Tax (SST) to replace GST which was abolished. SST consists of two
separate taxes governed by different measures namely Sales Tax Act ZOVMU

Services Tax Act 2018. It is to minimize inherent weaknesses assoua@l the

previous SST and to increase tax efficiency. A

In Malaysia, the tax system can be divided into two Z s, hich are direct

1.2 Royal Malaysian Customs Department (RMCD)

taxes and indirect taxes. Direct taxes such as income t al p W]s tax and

petroleum income tax have been administered by sia Inlan vkn_&é%oard

whereas tax authority Royal Malaysian S % @D) has

administered indirect taxes such as Sales arw
ing re@/ﬁe and facilitating

The RMCD is an organization rN:De forc

A
trade through the enforcement an(%pl ance ﬁ a . ,The RMCD has several
>

divisions and each division has_different types of roles to manage indirect taxes,
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enforcement, audit compliance and management. These departments are Customs
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Division, Sales and Services Tax (SST) Division, Enforcement Division, Compliance
d ~fwl i
Division, Management Services & Human Resources Division.
AN U D |
The responsibility of the Compliance Division in the RMCD is to plan and

N e DY
conduct a szstematlc audit of the licensees/importers, to ensure that the tax/customs
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duties are collected accurate )/ and to provide advice regarding customs matters. The
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main I‘eSEOHSIbIhtIES of the Q)'[npllance Department are planning and performing

A

systematic, efficient and effective audits on the registrants and businesses, as well as

T) an oms duties.

\%uring that the customs duties and taxes are collected accurately with the detection

\and prevention of potential fraud, tax evasion and tax avoidance.



Tax auditors in the RMCD are assigned in the Compliance Division. It is
aligned with the main responsibility of the division, which is to perform tax %dit.
~

Data from January to December 2019 have shown that the RMCD at preseﬁt has about

~J
500 tax auditors from several different grades and ranks. A

1.2.1 Tax Auditin RMCD \/

According to OECD (2006), tax audit is a way to d nc-co'npliance and to

assess compliance in an organization. It is carried o en re\m@dformation

Ny
he tax/laws and r@tlons
th% CDQ’%Bares the

n bﬁ pe med.éqg~ systematic,
transparent, and fair manners to the a%:) he purpo fth@ audit in RMCD

are to assess the level of complia rovide a %n guidance to auditees and

) S
ensure that the tax has been pai ly. q 43—
The management ha X Ke Mceé@icators (KPIs) for every tax

| I
auditor to perform tw%tt audits eve rhotsb’and two verification audits per

contained in the tax return is accurate and accordin
(Enofe et al., 2020). In ensuring the complia

framework to ensure that the auditing W

’ ¢ &
month. In 2017, ev&ax al@d serv Queast fifteen verification GST audits
per month, and &t\%ear 'above#T audits must be performed on at least
¢ z C—)

two files ea %h.
60: &

S% perati edur OP) prevent any tax auditors from performing
Yh

ny udit without a me@of the staff accompanying them. It is prohibited to

b}

vi mauditees’ premises by the auditor himself or herself. The completion period of
n audit depends on the records’ completeness and auditee’s cooperation. A tax audit
an be evaluated up to six years from the date on which the tax was due and payable.

However, the time limit does not apply to fraud cases.



1.2.2 RMCD as Collector for Government Revenue

The government of Malaysia has collected income revenue through taxa?’
finance government expenditure and boost the country’s economic @mem
(Asmuni et al., 2017). The revenue collected is also used to lessen the ﬁllty of the
income groups in Malaysia. However, there are problems in r&;;ng income
through taxation and these problems have always been resea r a few decades.
Rahul, (2015) and Thaci and Gérxhaliu, (2019) empha at a'1 organized tax
system requires both direct and indirect taxes. It is essential for a ry aSYlt is

N

linked to the overall economy. As such Malaysi od taxati s‘e c&cause

it has both direct and indirect taxes. \" \,T
N
Malaysia's federal government's towe can be séen in @e 1 (Ministry

of Finance Malaysia, 2019). It show & rect tax i

government’s revenue Whereas th entage Ob$ %

t aﬁf&)% is from the total

revenue. Nonetheless, the |nd in 019 %ee@ rop of 1.8% due to the
AN
implementation of a new ta e which is Sales a@&erwces Tax (SST).
[
Table 1.1: Total Reven oft G‘B ment of Malaysia 2018 & 2019
Classification of¢\\ y 20184 ‘) 2019
Revenue

@rcentage Amount  Percentage
)C’) (RM %

% million)
Tax Re%e, 73.9% 176,152 67.3%
-Dire$r 56.4% 135,068 51.6%
-Indirect Tax 17.5% 41,084 15.7%
No X Revenue 61,760 26.1% 85,662 32.7%
0 AL REVENUE 236,460 100.0% 261,814 100.0%
Sources: (Ministry of Finance Malaysia, 2019)



The Malaysian government depends on the revenue to finance its expenditure
and boost the country's economic development (Asmuni et al., 2017). Furth
Ling et al. (2016) mentioned that most economic experts claimed(t@y}teavy
dependence on a direct tax would have an adverse effect on the n financial
position. As shown in the table 1, Malaysia heavily relies on the &c?tax revenue
which is more than 50% from the total revenue. Therefore, to_sort out the imbalances,
improving the indirect tax revenue collection seems to mn;lortant study to

enhance the country’s revenue as mentioned by Rahul S)t th indirect
g

taxes should be balanced with each other. ’ _\C}
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1.3  Problem Statement \, ,,\ E\
KPMG Malaysia Fraud Briber&%)rruption ey @3) reported that

Malaysian organizations in public ivate se\gdi @mt many respondents
N

believe that the quantum of f increasedyover t ast three years and has

\,d &
become more sophisticate cordin as imz@ al. (2010) fraud action and
h

non-compliance can b ted through au itirﬂg*@)urces. There is always tax non-
' ¢ &
compliance existliNere iihéeopardi e government’s revenue. Deloitte

- 1 r
Malaysia (2017) stated that the Director-General of the RMCD was reported as saying

CEN e DY _
that the government has lost more than RM100 million due to fraudulent claims. Thus,

- \\J
tax auth@ritieSWwill pér. Px audit exercises through tax field audits, which is a

Y
co rocedure to detect t \dn-compllance (Ser, 2013).

siness that are reluctant to declare and to pay the required taxes may result to

S

nincrease in number the of tax avoidance, evasion, and fraud, that could lead to the
venue leakage of Malaysian government. To overcome the problem, RMCD has put

the effort to increase the indirect tax collection by reducing the tax avoidance, evasion,



and fraud through the efficient performance of tax auditors in the tax audit process.
One of the efforts is by setting high KPIs and targets by the RMCD’s manager?ﬂr
the tax auditors in performing tax audit. Hence, tax auditors need to be @p of
their performance. Since there are quite big number of businesses (r@é@ts) under
the RMCD authority, the difficulty of monitoring and auditing Wes and the
performance efficiency has become a crucial concern. \/

Public service officers need to deliver efficient an X\; s‘erwces through

creative and innovative thinking. Thus, tax auditor ajcriti Ie |n the

effectiveness of tax audits, and they have to en@ve sucgess 0 tIe _éag audit

objectives (Nadiah et al., 2018).

Chaiwong (2012) named five facto sﬁﬁwx; nefﬁg@&;of auditing
programs by tax auditors. They @gemen cy @' encouragement,
completeness of operating and in tion @Tﬂ z@ﬂing and acceptance

from auditee, knowledge, s an relations; «and tionships between the
S"
internal audit unit and other.units. ’
Although the ta%[ s playfa cri i‘c'all r@'ln educating the taxpayers on
d &
i i studi \m,g &tzl itors’ 1

eir r(&%(e still limited, at least in specific for the

' S

their efficiency and compet
@,

case of RM h
N

tudyfon._t ?x aud& rs’ performance in Malaysia was conducted by

7

Yv
Nad&&a (2017) who h@c’esearched on the factors that may influence the

p% nce of tax auditors in IRBM. The factors include knowledge and
rs

6 tanding, skills, commitment, teamwork, organizational independence,
hievement orientation, audit quality, sustainability, and innovation. Hence, a similar

strand of study is also beneficial and important to be conducted from the RMCD



perspective to determine the factors that might influence the efficiency of tax audit

g
0

1. To identify factors influencing tax auditors’ characterlstlcghat affect the

specifically on indirect taxes.

1.4 Research Objectives

performance efficiency of tax audit.

2. To discover factors of auditees’ attributes th t the performance
efficiency of tax audit in RMCD.

3. To determine factors of the organizational ment bf RMCD @ffect

the performance efficiency of tax audlt

1.5 Research Questions \
1. What are the factors me% tax au\é%?ch aﬁ%ls‘ucs that affect the

performance efficiency
2. What are the facto
efficiency of ta%?g
3. What are w)rs oflt \Pganlzatl management of RMCD that affect
ance e

ffi tax a@}%’ by tax audit?
¢ ',' C,)
q:. &
1.6 s% Study f; {\
study focuses on th@a\i audit of indirect taxes in Malaysia. Therefore, the

St? based on the perceptions of the RMCD’s tax auditors in conducting the
e

ct tax audit on the taxpayers or businesses (auditees). According to the internal

the perf

ircular in RMCD, there are approximately 500 tax auditors in RMCD. The

questionnaires are distributed to tax auditors in various RMCD stations across



Malaysia covering of large and small stations. The results of this study represent the

The lack of study performed on the performance of the RMC s tax auditors,

has provide the opportunity of, this study is to address a re the level of
performance efficiency of RMCD’s tax auditors on perft the ax audit and to
identify the issues and aspects that affects their perf nce ff |n general

based on their perceptions as tax auditors.

whole issues on the performance of tax auditors in RMCD.

1.7  Significance of the Study

By identifying factors affecting the pe ce effici of @D s tax
auditors in conducting tax audit, it is expec it Id Upgrade a@\mprove their
performance efficiency and would )ne enforc o@%é RMCD on the

compliance of taxpayers and bu3| with t g 'b'ulatlons and prevent

aéﬂ . 0}

leakage in the revenue of the g t. Q-
&

ﬁ}dec

This study is signifi to mpI and policy making by the

management of RMCI:% mize t

the evasion of tax SIHESSf ayer weII as to increase the government
revenue. When X a |tor |ent rformlng tax audit, more taxpayers or

no o‘m ce of laws and regulations, and

!
businesses e udlt oJId anc? ease the collection of government revenue.
S
Overall enug used‘:fo finance the expenditure that benefits the
Mal I C|t|zens and to furtf@ur the economy of the country.

3
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1.8 Definition of Terms

1.8.1 Tax Audit \? ’
Tax audit is an examination of taxpayers’ business records Shnancial
ccor

activities to ensure that taxpayers have totalled their tax payable in a nce with

the current tax laws and regulations (Isa and Pope, 2011). A tax uditz an inspection

of whether or not a taxpayer has correctly assessed and re orYﬁir tax liability and
an

d hevenue Board

Malaysia (IRBM), tax audit is a checking of taxpayer’s b 'nMountQ.and
o | LS. .
financial activities to discover that the taxes rep and paid are €ofreCt and are in
_ _ ’ N~
compliance with the corresponding laws and re ns. N

Q\T
1.8.2 Tax Auditor %V j )
S

In this thesis, the tax audit (@ to t r l@ed in RMCD and who
? n ()
S [

conduct tax audits for busin& n thi;ggtﬁe@%uditors comprise of the

government auditors speci hose’emp yed wi e RMCD. They conduct tax

fulfilled other obligations (OECD, 2006). According to

[
audits for companies, e%ly thosessuspectgd evasion or fraud. As mentioned

earlier in this c Nx alidit Tsyan examination on the business records and
N

financial activt' Nt ayer eqsua)ﬁ;bat the amount of tax reported and paid is
:
ax

accurate wi

Q_ ws ab(lj?ul tio.nés\&oyedokun, 2016).
Yv

1.8. iciency \Q’

‘éfﬁciency is defined as doing something which takes the least amount of time,

Oney, or effort (Goldsmith, 2012). Therefore, when something is efficient, it

produces an outcome using as little time, material, effort, or energy as possible. In this

.



study, the study of performance efficiency of tax auditors refers to the achievement

and completion of the targeted (KPI) audit tasks earlier or within the time given:

Focusing on the issue of the performance efficiency of the RM@D’s tax auditor,

1.9  Organization of Thesis

this chapter discusses the background of the study, the emerg ceNe problems, the
objectives and scope of this study. The following chap mrlz will explain
about the independent variables as well as the dimens on ach‘e and its
relationships with the independent variables. The theses an hd (@‘:tual

research framework will be developed in that ¢ e@ Wu&plain the
| X
: W

research design, the population and sampl dwta Id be.éhected for this

study. \% é

Furthermore, Chapter 4 will in the a '?)f p'\%search findings from

S
the data collection and the resu%last ich @napter 5 will discuss the
recommendations, limitati mstu ecti@r future research.
% ' 0’
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