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Abstract

The collection of taxes is vital in contributing towards the revenue of a country. From the
perspective of Malaysia, corporate taxes are the largest contributor to the government's
revenue. Despite the significant role of corporate taxes in generating revenue for the country,
the Malaysian tax authority has faced tax leakages, including tax avoidance. Tax avoidance is
a major challenge for Malaysia's tax system, as cases have increased from year to year. This
study was conducted to identify the causal factors of tax avoidance by the corporate sector
in Malaysia. The sample of the study comprised 260 Malaysian public companies listed on
Bursa Malaysia from thirteen economic sectors. The data were analysed using statistical
analysis of multiple regression. The study's findings revealed that three company
characteristics, namely; total assets, leverage and sales growth, were significant in
determining the level of tax avoidance among the companies investigated. This study was
fruitful as it has contributed to the knowledge base and tax policymakers in Malaysia.
Keywords: Tax avoidance, Corporate, Malaysia, Company Characteristics, Causal.

Introduction

Taxation is the main source of revenue for most governments. Besides the importance of tax
revenue in financing the development of a country (Edame & Okoi, 2014), taxation has
multiple other functions for nations as it can positively impact investment and social and
economic development (Osho and Efuntade, 2020). Countries with developing economies
require significant tax revenues to ensure their states' smooth and effective running at
national and sub-national levels (Neog and Gaur, 2020). Taxation has a vital effect on the
steady-state level of GDP per capita (Ciftci, Gokmenoglu and Yetkiner, 2018). Taxation can be
used as a tool of fiscal policy to control inflation and the economic recession of a country
(Kneller, Bleaney and Gemmell, 1999).

Due to the prominence of taxation for a government's revenue, all taxpayers must by law
comply with tax rules and regulations. Under tax compliance, taxpayers are required to
declare all of their income (Alm, 1991). However, tax authorities face the problem of tax non-
compliance that disrupts the tax administration and collection process. One of the categories
of tax non-compliance is tax avoidance (Mohamad & Ali, 2016). Past studies have provided
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several definitions of tax avoidance. Tax avoidance was defined by Mardiasmo (2016) as an
effort to reduce the tax burden, which does not violate the law. Pohan (2015) stated that tax
evasion was an effort to circumvent paying tax lawfully and safely, as it does not interfere
with taxation provisions. The tactics and strategies used to reduce the amount of tax owed
appear to take advantage of the limitations found in the laws and regulations of taxation.
Taxpayers generally aim to minimise their tax payments, regardless of the lawfulness of such
activity (Hanlon and Heitzman, 2010). This activity is indicated by the various means
taxpayersuse to save tax and secure their income from higher tax liabilities that would
otherwise have been incurred (Kiabel and Nwokah, 2009).

Looking at the perspective of Malaysia, the Royal Malaysian Customs Department recorded
RM 1.3 million in taxation revenue leakages for the year 2019. That amount increased
proportionately to RM 812 million for the six months from January to June 2020. According
to the Director-General, Enforcement and Compliance Division of the Royal Malaysian
Customs Department, tax leakages were detected from; commercial fraud, undervaluation,
tax evasion, and excessive input tax claims. Malaysia recorded 617 tax avoidance cases in
2013. That number increased to 689 cases in 2014, 1063 cases in 2015, 1454 cases in 2016
and 2169 cases in 2017 (Annual Report of IRBM, 2013-2017).

According to the Royal Malaysia Customs Department Director-General, Datuk Seri T.
Subromaniam, Malaysia lost RM1 billion in 2017 due to uncollected taxes. Such an amount is
significant for the federal government's revenue and, thus, should be taken seriously. The
figures also revealed the gap between the expected and the actual tax collection made by the
government.

The significant of corporate tax in contributing to the Malaysian economic and infrastructure
development is undeniable. Unfortunately, tax evasion contributes to the substantial leakage
in tax collection, diminish the effectiveness of tax administration and disturb government’s
financial capability to implement the development programmes as planned. Corporate tax
avoidance is attributed to several company’s characteristics. Identifying the causal factors of
tax avoidance is vital to elucidate and reduce tax leakage. Thus, this motivates the researcher
to conduct the study with the aim to investigate the factors that influenced tax avoidance by
listed company in Malaysia.

Literature Review

The review of existing literature on this topic has been broken down into six different factors,
namely: return on assets, firm size, leverage, sales growth, capital intensity, and inventory
intensity and are discussed below individually:

Return on Assets

The return on assets is the ratio between net income and total assets of a company. Nguyen,
Nguyen, Le, Le and Truong (2020) examined the factors affecting corporate tax non-
compliance in 187 enterprises in Ho Chi Minh City, Vietnam. Their study sample was selected
based on the theoretical sampling method. The data were analysed using a probit regression
model. The findings of the study showed a positive relationship between the return on assets
and tax avoidance. This result was due to the sampled companies that generated greater
returns by using their assets facing increased pressure to fulfil their tax obligations. However,
as the calculation of their tax obligations became more time-consuming and costly, many
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enterprises sought methods to avoid paying tax. In Indonesia, Tandean and Nainggolan (2016)
investigated the factors that determined tax avoidance. Their study was conducted on 120
manufacturing companies listed on the Indonesia Stock Exchange, selected using judgment
sampling. Multiple regression results revealed consistent findings with Nguyen et al (2020)
regarding the relationship between the return on assets and tax avoidance. Companies with
higher income conducted tax avoidance to minimise their tax payments to the authorities.

On the contrary, an inconsistent result was found by Ryandono, Ernayani, Atmojo, Susilowati
and Indriastuty (2020). Their study was conducted on 19 Indonesian food and beverage
companies listed on the Indonesia Stock Exchange. The companies were chosen based on
purposive sampling techniques. The statistical analysis of multiple regression conducted
revealed that the return on assets was not significant in influencing the companies' choices
to avoid tax. This situation was due to tax avoidance being a risky activity, whereby managers
were unwilling to take risks to minimise their company's investment risks. The companies
would make full tax payments if their return on assets were high, while companies with a low
return on assets would be less complacent regarding tax payments to maintain their assets.
Therefore, there were no initiatives for tax avoidance for the sampled companies even though
the sizes of the sampled companies were different.

Firm Size

Firm size is the measurement of how large or small an organisation is. Satyadini (2018)
examined tax avoidance risk assessment, including the dimension and magnitude of tax risk
exposure of tax avoidance. The study sample was selected using a stratified observation
method from 6,005 tax-related financial statements. Other data were obtained from OECD
releases, statistics and other publications. The data were analysed using statistical analysis of
multiple regression. The findings showed that firm size negatively and significantly influenced
tax avoidance by the companies. This outcome was deemed to be because larger companies
wished to sustain themselves in the long term; thus, they tended to comply with tax
regulations. Larger companies also mitigated and constructed tax compliance strategies to
reduce their risks, including lowering their tax burdens. Therefore, the larger the company,
the lesser the tax avoidance activities. This finding was supported by the study of Chytis,
Tasios, Georgopoulos and Hortis (2019), which was carried out in Greece. Chytis et al (2019)
explored the relationship between tax avoidance and corporate governance characteristics
on a sample of 280 companies listed on the Athens Stock Exchange. Based on the linear
regression analysis conducted, the study revealed that firm size negatively influenced tax
avoidance for the investigated companies.

On the contrary, Irianto, Sudibyo and Wafirli (2017) 's research concluded different findings.
Their study was conducted on 36 manufacturing companies listed on the Indonesian Stock
Exchange, selected based on the purposive sampling method. The results of multiple
regression analysis revealed that firm size had a positive and significant relationship with tax
avoidance by the sampled companies. This outcome was probably due to higher turnover
companies having opportunities to select and manipulate accounting procedures to reduce
tax liabilities paid to the authorities. In addition, a study conducted by Yahaya and Yusuf
(2020) on 20 insurance companies in Nigeria also revealed consistent results with Irianto et
al. (2017). The generalized method of moments regression technique indicated a positive
relationship between firm size and aggressive tax avoidance among the sampled companies.
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However, Kusbandiyah and Norwani (2018), through their study of aggressive tax avoidance
behaviour on manufacturing companies listed in Indonesia, derived different results. A total
sample of 44 companies was selected based on the purposive sampling method. The study
found no significant relationship between the size of the firm investigated and their tax
avoidance behaviour. Thus, the finding revealed the possibility of companies to conduct tax
avoidance, regardless of their size.

Leverage

Leverage is defined as the use of debt to finance the investment of companies. Hariyanti,
Rohaya, Normah and Rozainun (2013) examined the governance of accounting and tax rules
on the level of tax burdens paid by SMEs in Malaysia. Their study sample consisted of 148
Malaysian small and medium enterprises (SMEs) selected by filtering, checking, and recording
data processes. The data were analysed using cross-sectional regression analysis. Their
findings showed that leverage had a negative relationship with effective tax rates. SMEs in
Malaysia could gain benefits from interest expenses that they paid for their debt. The interest
expenses reduced the amount of taxable income. The effective tax rate became lower, thus
resulting in a lower amount of tax that needed to be paid by the companies than the actual
tax payment. This situation led to the tax avoidance initiatives by the sampled companies.
Therefore, leverage is said to have a positive relationship with tax avoidance activities.

The study by Kasim and Saad (2019) revealed consistent findings with Hariyanti et al. (2013).
Kassim and Saad (2019) investigated the determinants of tax avoidance among 830
multinational corporations in Malaysia. The sampled companies were categorised as high risk
regarding transfer pricing issues with effective tax rates (ETR) between 100% and -100%. The
study results showed a positive and significant relationship between the sampled companies'
leverage and tax avoidance activities. Once leverage increased, companies could use the
interest tax shield of debt financing as a tax deduction. Companies could utilise interest and
other financial payments to obtain a tax deduction. Thus, the companies' effective tax rate
and chargeable income would decrease, leading to increased tax avoidance activities.

On the contrary, a diverse finding was indicated by Pratama (2017). The study was conducted
on 70 Indonesian listed companies to investigate the affiliation between company
characteristics, corporate governance and tax avoidance. The sampled companies were
chosen based on the purposive sampling method. The results of the study revealed that
leverage did not have a significant relationship with tax avoidance. This outcome may have
been due to the perception of the sampled companies management that debts held by the
companies were considered burdens. Thus, companies were inclined to remove the burden
by paying taxes instead of employing tax avoidance activities to minimise their tax payments
to the authorities.

Sales Growth

Sales growth is the percentage of increase in sales over a specific period. Oktaviyani and
Munandar (2017) 's study was conducted on Indonesian listed companies in the real estate
and property sector. The sample of companies was selected using the purposive sampling
method. Based on the moderated regression analysis conducted, the study's findings did not
reveal any significant relationship between sales growth and tax avoidance. Employees in
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companies with greater sales growth are usually rewarded with bonuses, thus increasing their
motivation to boost future sales to receive additional bonuses and rewards. Companies with
higher sales growth will pay tax without the need to conduct tax avoidance. Therefore, they
will not have tax avoidance initiatives related to the sales growth of the company.

However, Desmiranti and Sulhendri (2019) 's study on 27 listed Indonesian companies
revealed inconsistent results. The findings of the regression analysis showed that sales growth
influenced tax avoidance in a significantly positive way. This relationship might have been due
to companies with higher sales growth generating higher revenues. Sales growth is a
performance-based indicator for companies. Once companies achieve higher sales growth,
management and employees seek to obtain rewards in terms of bonuses and salaries.
However, as company revenue increases, the tax burden that the company must bear will
also increase due to sales growth. Therefore, to obtain higher financial rewards, companies
will tend to seek to avoid paying taxes. This result was in line with findings by Silvia (2017)
concerning 58 listed manufacturing companies in Indonesia and Purwanti and Sugiyarti
(2017) study concerning 75 Indonesian listed companies from the industrial and
manufacturing sectors.

Capital Intensity

Capital intensity refers to the amount of capital required by companies to generate sales.
Putra, Syah and Sriwedari (2018) examined tax avoidance behaviour among 100
manufacturing companies listed on the Indonesia Stock Exchange. The study found that the
capital intensity of the companies positively influenced their tax avoidance behaviour, as
companies with a higher level of capital intensity needed to utilise more of their assets to
generate sales. This situation leads to an increase in deductible expenses, such as
depreciation.

Furthermore, companies can offset deductible expenses against their income, which will
result in a decrease in taxable income. Therefore, companies will pay less tax. In other words,
capital intensity is known as a tax avoidance strategy. This finding was aligned with the study
outcome of Kalbuana, Solihin, Saptono, Yohana and Yanti (2020) concerning 30 companies
listed on the Jakarta Islamic Index and the study by Sugeng, Prasetyo and Zaman (2020) on 37
listed Indonesian manufacturing companies.

On the other hand, Hanny and Niandari (2018), through investigating 39 banking companies
in Indonesia and Maula, Saifullah, Nurudin and Zakiy (2019) through studying 48 listed
property and real estate companies in Indonesia, found that there was no significant
relationship between capital intensity and tax avoidance. Based on these studies, companies'
taxable income was not affected by asset depreciation, as depreciation expenses were lower
than the company's taxable income. This situation contributed to the insignificance of capital
intensity in influencing the tax avoidance activities of the companies being investigated.

Inventory Intensity

Inventory intensity is the proportion of inventory owned by a company compared to the
company's total assets. Zikrullah and Martini (2019) examined the effect of company
characteristics against tax avoidance in 11 Indonesian companies from the food and beverage
industry. They found a negative relationship between inventory intensity and effective tax
rates, thus leading to a positive relationship between inventory intensity and tax avoidance.
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This outcome was perhaps because companies with high inventory intensity ratios would
experience higher inventory costs, especially for inventory storage. This situation would
reduce profit, thus, decreasing the tax burden of the companies. In other words, there would
be a lower amount of corporate tax that needed to be paid by the companies. The finding was
aligned with the study outcome by Putri and Lautania (2016) on 60 listed Indonesian
manufacturing companies and the result of the study by Ahmad (2018) on 12 listed industrial
companies in Indonesia.

Nevertheless, Yanti and Fatahurrazak (2018) 's investigation did not find any relationship
between inventory intensity and tax avoidance when examining 49 manufacturing companies
in Indonesia. This outcome was due to the companies not employing tax avoidance to
circumvent paying corporate taxes as they are not focused on financing and investment in
inventory and other assets.

Research Methodology

This study used secondary data as the research instruments. The annual reports of companies
for the year 2019 were used to collect the data. The annual reports were obtained from the
website of Bursa Malaysia. Out of the total population of 785 companies listed on the Main
Market of Bursa Malaysia, 260 companies were selected as the sample for the study. The
main market was chosen because it is the prime market for existing businesses that have
reached expectations regarding their quality, scale, and operations. The sampled companies
were selected based on stratified random sampling. The number of sampling units for each
economic sector drawn from each stratum was proportional to the stratum population. The
number of samples was determined based on the table of sample size determination by
Krejcie and Morgan (1970). The sampled companies were drawn from 13 different economic
sectors. Details of the number of companies in each economic sector are shown in Table 1.

Table 1
Population and Sample based on Economic Sectors

No | Sector Population Sample Taken
1 Healthcare 13 4

2 Energy 31 10

3 Technology 42 14

4 Property 100 33

5 Utilities 12 4

6 Finances Services 32 10

7 Telecommunications & Media 17 6
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8 Consumer Products & Services 171 57
9 Construction 51 17
10 | Real Estate Investment Trusts 18 6
11 | Industrial Products & Services 223 74
12 | Plantation 43 14
13 | Transportation & Logistics 32 11
Total 785 260

The study used six independent variables: return on assets, firm size, leverage, sales growth,
capital intensity, and inventory intensity, while tax avoidance was the dependent variable.
The operationalisation of the independent variables was based on specific mathematical
formulae. Specifically, the return on assets variable was measured by net income over the
company's total assets. The firm size variable was represented by total assets, while the
leverage variable was measured by total debt over the companies' total assets. As for the
sales growth variable was determined by dividing the current year's sales minus the previous
year sales with the previous year's sales. The capital intensity variable was measured by the
total fixed assets over the total assets. In contrast, the inventory intensity variable was
measured by total inventory over the total assets of a company. The dependent variable of
tax avoidance was proxied by the companies current effective tax rate (ETR) using the
formulae of current tax expenses over income before tax.

The data were analysed using the SPSS statistical software package, version 26. The statistical
method of multiple regression was conducted to examine the relationship between the
independent variables and tax avoidance.

Findings

The results of the multiple regression analysis revealed that two independent variables,
namely, the return on assets and sales growth, were negatively and statistically significant in
influencing the tax avoidance activities of the sampled companies. This outcome implied that
companies with a higher return on assets and sales growth tended to have a lower level of
tax avoidance. On the other hand, the independent leverage variable was positive and
statistically significant in determining tax avoidance. This result meant that the higher the
companies' leverage, the higher the level of tax avoidance. In addition, the independent
variables of firm size, capital intensity and inventory intensity were statistically insignificant
in determining anyytax avoidance activities of the sampled companies. Details of the multiple
regression results can be referred to in Table 2.

Table 2

Multiple Regression Result for the Tax Avoidance and the Influencing Drivers
Independent Non- Std. Error t-Statistic Sig.T VIF
Variable standard

Coefficient

Constant -0.564 3.576 -0.158 0.875
ROA -0.309 0.075 -4.122 0.000 1.415
Firm Size -0.691 1.197 -0.577 0.565 1.243
Leverage -0.045 0.072 3.297 0.001 1.401
Sales Growth -0.172 0.054 -3.177 0.002 1.069
Capital -0.066 0.159 -0.418 0.677 1.206
Intensity
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Inventory -0.084 0.046 1.830 0.07 1.045
Intensity

Dependent variable: Tax Avoidance

Explanation of the model:

R2=0.268

Adjusted R? =0.228

Durbin Watson test = 2.069
The findings of the study might be attributed to several possible reasons. First, the return on
assets is a comparative performance measurement between companies in similar industries
(Maeenuddina et al., 2020). The return on assets reflects the efficiency of a company in
converting assets into revenue. It reflects not only the reputation of the company but also the
initiatives concerning tax avoidance made by the company. In addition, the return on assets
provides information to investors on the effectiveness of a company in converting the funds
invested by the investors into net income. The agency theory states that there are different
interests between the investors and the management of companies. One way to balance
these two parties is by using performance-based compensation (Stroh et al., 1996). The better
the performance of a company, the better will be the compensation received by its
employees. To achieve this, companies will probably tend to improve their performance in
many ways. One such method is tax avoidance, whereby companies will utilise tax reliefs and
incentives provided by the government to lessen their tax burden. This action will contribute
to a significant effect on tax avoidance initiatives. These perhaps contribute to the negative
relationship between the return on assets and tax avoidance by companies.

Second, leverage is a valuable instrument that may help the management of companies to
decide the optimal finance and investment decisions (Upcounsel.com, 2021). It is a
fundamental approach in investment since it allows corporations to establish a limit in
developing their company activities. Once leverage is high, companies tend to avoid tax by
utilising the interest tax shield of debt financing as a tax deduction. This action will decrease
the chargeable income and tax payable, thus contributing to companies' positive relationships
between leverage and tax avoidance.

Third, sales growth is used by investors, analysts and corporate management to understand
the performance of companies, regular business growth, and forecasting the future success
of the companies. Increasing sales growth will result in boosting the profit of companies. This
situation will be reflected in a company's good reputation and credibility. Companies will tend
to decrease tax avoidance to maintain their reputation and credibility, thus contributing to
the negative relationship between sales growth and tax avoidance.

The result of the multiple regression analysis showed that the value of the adjusted R? was
0.228, thus indicating that the regression model in the study could explain nearly 23% of the
association between the tax avoidance activities of the sampled companies and the
influencing drivers. Specific tests for the regression model included; normality, linearity,
multicollinearity, homoscedasticity, and independence of error tests, implying that all these
basic assumptions had been met before running the regression model. Therefore, the study
specified the regression equation as follows:

Y =-0.564(at) - 0.309(ROA) - 0.691(F_size) + 0.237(Lev) - 0.172(S_growth) - 0.066(Cap_Intens)
+0.084(Inv_ Intens) + €.
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Annotation:

Y= tax avoidance

o= constant

ROA= return on assets

F_size= firm size

Lev= leverage

S-growth= sales growth
Cap_Intens= capital intensity
Inv_Intens- inventory intensity
E=error

Conclusion

As one of the World's developing economies, Malaysia depends heavily on tax revenue to
execute its national development projects. The significance of corporate tax in contributing
towards national income is undeniable. Through the collection of corporate tax, the
government can implement and develop infrastructure projects as planned. Therefore, it is
crucial to ensure that the administration and collection of corporate tax run smoothly. Thus,
activities that are leading to tax leakage, including tax avoidance, should be minimised.

Findings of the study contributes in three ways. First, the findings assist government and tax
administrator to evaluate the effectiveness of the initiatives that have been previously
implemented . In other words, both government and tax administrator can assess whether
the initiatives executed have met the targeted objectives. Also, based on the findings, the
Malaysian tax authorities might consider to urge integration of initiatives as an effort to srink
the tax leakage loopholes. Second, findings of the study are beneficial to the Malaysian tax
authority to characterize causal factors of tax avoidance among corporation in Malaysia,
hence plan and execute the appropriate strategies to ensure effectiveness of corporate tax
administration and minimise corporate tax leakage. Finally, the study is valuable in
contributing to the discipline of knowledge in taxation and tax behaviour. Findings of the
study may be used as a reference by other developing economies in understanding the issue
of tax avoidance in different perspectives.
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