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Abstract:

Taxpayer Non-Compliance may cause the failure of not achieving the tax
revenue target in Malaysia. One of the groups of taxpayers is the individual
taxpayer. Thus, the Malaysian government has worked on some strategies to
optimize the tax collection from this group. Regarding this matter, the researcher
is interested in studying the impact of tax awareness and tax knowledge on
taxpayer non-compliance among potential taxpayers. The theory applied in this
research is the Theory of Planned Behaviour (TPB). This study used a survey
method among accounting background final year students of the Bachelor of
Accountancy and Association of Chartered Certified Accountants (ACCA)
program at Universiti Poly-Tech Malaysia Kuala Lumpur (UPTM). The
sampling method used was proportional random sampling and the data collected
were analyzed using Statistical Package for the Social Sciences (SPSS). The
results show that there is a negative relationship between tax awareness and tax
knowledge towards tax non-compliance. This means that if these taxpayers
possess a high level of tax awareness and knowledge, the possibility of tax non-
compliance is lower. Therefore, in this study, the value added to the tax research
is that tax education should be implemented for tertiary students, regardless of
whether they come from an accounting or non-accounting background. This is
because tertiary students who are also future taxpayers will have more awareness
of the importance of tax as they have gained tax knowledge from the formal tax
education delivered during their study at the tertiary level.
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Introduction

A major source of Government revenue is from direct taxes, including income tax. Referring
to the Inland Revenue Board of Malaysia (IRBM) 2019 Annual Report, the direct taxes
collected in 2019 comprised corporate taxes (48.9%), personal income taxes (28.8%), and
petroleum income taxes (14.3%). Other direct taxes (8%) include stamp duties, withholding
taxes, and real property gains taxes. According to Kiow, Salleh, and Kassim (2018), as
Malaysia experiences rapid economic growth, it is undoubtedly that tax to continuously be the
main source of revenue for the Malaysian Government. In 2004, individual taxpayers in
Malaysia were introduced to a new tax system known as the Self-Assessment System (SAS)
by IRBM with the purpose of modernizing and fastening the tax payment and collection
process. Since Malaysia introduced the SAS in 2004, an improvement in taxpayers’ compliance
rates is expected besides expediting the assessment process, reducing compliance charges, and
smoothing the collection of tax revenue for the country. Under SAS, one of the main features
is that taxpayers are able to calculate and manage their own tax matters. Therefore, meeting the
ideal compliance level by the taxpayers is the main change in implementing SAS (Hassan,
2016). Thus, Kircher, Hoelzl & Wahl (2008) suggested that a high compliance rate may involve
a lot of factors. They include penalties and fines, the chance of taxpayers being inspected, the
tax rates, tax understandings, attitudes, tax norms, and the tax fairness which is usually
perceived by taxpayers. This issue has become more serious as there are many cases of
unintentional non-compliance, mainly in the early period phase of the introduction of SAS.

In Malaysia, non-complying with taxation among taxpayers especially non-corporate taxpayers
still an issue that is yet to be resolved. According to the IRBM 2019 Annual Report, although
there is an increase in the collection of tax, the percentage of tax collection has dropped from
100% in 2018 to 99.07% in 2019. This would be an indicator of the tax non-compliance
increment among the taxpayers.

Table 1: Number of Tax Audits Carried Out in Malaysia by IRBM (2017 — 2019)

Year of Assessment 2019 2018 2017

Cases Resolved 1,334,680 1,339,427 1,322,704

Source: Annual Report 2017, 2018, and 2019 Inland Revenue Board Malaysia.

Additionally, Table 1.1: Number of tax audits carried out in Malaysia by IRBM (2017 —2019)
above shows the statistic on tax audit that has been carried out by IRBM to individual taxpayers
from 2017 to 2019. Based on the figures, the trend of the number of cases resolved is increasing
from the year 2017 to the 2018 year but it was decreasing from the year 2018 to 2019. Hence,
this would be another indicator of the tax non-compliance issue among individual taxpayers.
Indeed, it will never end in Malaysia if researchers do not continuously study the factors that
contribute to tax non-compliance. According to James and Alley (2002), tax non-compliance
is described as a failure of taxpayers to accommodate tax responsibilities whether they are
performed unintentionally or intentionally.
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Thus, tax non-compliance issues should be given continuous treatment in ensuring tax

collectability which consequently increases the government revenue and then implements the

government programs. It is seen that there is a need to review the factors that contribute to tax

non-compliance, especially from other perspectives such as from the perspective of the
potential taxpayers.

Previous studies such as Oh Teik and Lim (2011) have come out with factors such as age,
income level, gender, and other influencers that may reduce tax compliance levels among
taxpayers. Then, Palil and Rusyidi (2013) also mentioned the influence of tax knowledge and
religiosity on the tax compliance level among taxpayers. Therefore, considering the previous
studies, a review of the factors that contribute to tax non-compliance is needed. In this study,
the researcher intends to investigate whether factors such as tax knowledge and tax awareness
would impact the level of tax non-compliance from the perspective of undergraduate students
of UPTM.

Literature Review

Tax Non-Compliance

As described by James and Alley (2002) in their study, non-compliance with tax is referred to
as a taxpayer’s failure to fulfill their responsibilities towards paying tax. Tax non-compliance
can sometimes be performed unintentionally or intentionally. This is more worrying if the tax
non-compliance is performed unintentionally. Tax non-compliance examples such as tax
evasion and tax avoidance would cause devastation to tax collections.

Kasipillai, Aripin, & Amran (2003) estimated that evasion of tax is a conduct that may cause
the taxpayer’s liability reduction, furthermore, it is illegal. While tax avoidance is stating their
tax concerns creatively, they all meet the requirements stipulated by the rules and regulations
of the tax law with the intention to lower their tax liabilities.

As described by James and Alley (2002) in their study, non-compliance with tax is referred to
as a taxpayer’s failure to fulfill their responsibilities towards paying tax. Tax non-compliance
can sometimes be performed unintentionally or intentionally. This is more worrying if the tax
non-compliance is performed unintentionally. Tax non-compliance examples such as tax
evasion and tax avoidance would cause devastation to tax collections.

Kasipillai, Aripin, & Amran (2003) estimated that evasion of tax is a conduct that may cause
the taxpayer’s liability reduction, furthermore, it is illegal. While tax avoidance is stating their
tax concerns creatively, they all meet the requirements stipulated by the rules and regulations
of the tax law with the intention to lower their tax liabilities.

Tax Awareness

Taxpayers’ awareness is when taxpayers are mindful of the process of calculating and paying
their tax liability on their own, as nowadays, the tax administrator is practicing SAS. Generally,
when taxpayers have the awareness to fulfill the obligation of paying tax, it means they have
morality towards the society and nation. An individual with a higher morality would feel
ready and always voluntarily pay taxes as it is the responsibility of every citizen to pay
taxes to ensure the sustainability of government spending (Siahaan, 2010).
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Hence, based on the previous studies conducted, the following hypothesis 1 is developed:
H1: There is a significant relationship between tax awareness and tax non-compliance
among potential taxpayers in UPTM.

Tax Knowledge

In 1982, Lewis (1982) discussed the association between knowledge and tax compliance. He
inferences that the better knowledge that the taxpayers have, the more they will be able to
understand tax law and as well as aware of any opportunities to avoid tax better.

However, according to Hassan, (2016) there is a boundary of the relationship between the tax
knowledge and the tax compliance. The study further explains that at a certain level, the
additional knowledge that the taxpayers have would sometimes not encourage them to comply,
instead the taxpayers would rather evade the income when doing the tax return.

Hence, based on the previous studies conducted, the following hypothesis 2 is developed:
H2: There is a significant relationship between tax knowledge and tax non-compliance
among potential taxpayers in UPTM.

Theory of Planned Behaviour (TPB)

The theory of Planned Behaviour (TPB) which was proposed by Ajzen (1991) suggested that
an individual’s behavior in every situation is not sudden in consequences of instances but is
affected by various factors. Further, these factors rather shaping up the individual’s behavior.
According to him, as behaviors are shaped, then the intentions are generated by the individual’s
attitude towards behavior, subjective norm, as well as perceived behavior control. Ajzen (1991)
explained that TPB is an elaboration of the Theory of Reasoned Action which adds perceived
behavior control to the other two elements which are the individual’s attitude and the subjective
norm. Therefore, in this study, tax non-compliance is individual’s the behavior being studied
in this research. According to Teik Hai and Meng See (2011), tax non-compliance committed
by individual taxpayers is a serious matter, further, it is, an expensive and universal problem.
More seriously, unintentional tax non-compliance problem among taxpayers becomes even
more momentous as the Self-Assessment System (SAS) is implemented. Thus, as past studies
had extensively regarding several factors that encourage non-compliance in tax, review of the
behavior of tax non-compliance should be reviewed from other perspectives. As such, in this
study, the behavior of tax non-compliance and its factors being studied from the perspective of
potential taxpayers have not been studied extensively.

Research Framework

Figure 1: The Research Framework

Independent Variables (IV) Dependent Variables (DV)
H1
[ Tax Awareness
4‘[ Tax Non-Compliance ]
~
[ Tax Knowledge
J H2
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Research Methodology
As mentioned earlier, this study has implemented a quantitative approach. A set of self-
administered questionnaires was prepared to gather the data primarily. Generally, in the
quantitative method, statistics are used to signify the characteristics of the study’s components.
Therefore, for this study purpose, numbers will be used as indicators of the level of agreement
towards the factors (tax awareness and tax knowledge) of tax non-compliance among future
taxpayers in UPTM. As this is a study of correlation, the research conducted is only focusing
on the relationship between the variables in this study.

The population is defined as the entire group of people, events, or things of interest that the
researcher needs to investigate and make inferences (Sekaran & Bougie, 2016).

Table 2: Population Of the Study

Course Enrolled
Association of Chartered Certified Accountants (ACCA) 146
Bachelor of Accountancy (Hons) 106
Total 252

Based on Table 2: Population of the study, the number of final-year students enrolled in the
ACCA program is 146 while the number of final-year students who have enrolled in the
Bachelor of Accountancy program is 106. The target population for this study is 252 students
who registered for January to June 2023 session. The reason to only include the final-year
students of both programs is that the maturity level among the final-year students is higher as
compared to the lower-semester students. Thus, this could impact the result later.

Sekaran & Bougie, (2016) mentioned that sampling is a procedure to select a reasonable
quantity of the right elements from the population determined earlier. This should be done so
that it is possible to do the generalization of such properties or characteristics to the population
elements. Thus, in determining the sample size for this study, the published formula for
determining sample size formulated by Krejcie & Morgan (1970) is referred to. Referring to
the table, if the population is 250, a sample size of at least 148 is required and therefore it is
deemed appropriate.

This study is using a self-administered questionnaire. The questionnaire set has been distributed
online to all students who are currently registered for the January until June 2023 session, for
ACCA and Bachelor of Accountancy programs in UPTM. The questionnaire was distributed
by sharing the link to the Google form of the questionnaire through the WhatsApp application.

Measurement of Variables

The measurement items that were applied in this study will not be adequate as compared to
other areas of study. Hence, applying the Hair et.al. (1998) study, says that the measurement
items can yield reliable information if it has the same direction, are inter-correlated between
the variables, and are measurable.

Copyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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Tax non-compliance is measured through four different incidences of tax non-compliance. A

five-point Likert scale is employed, and respondents need to indicate the degree to which they

agree with these four items of future action. Answers ranged from 1 being strongly disagree to

5 being strongly agree. High scores will indicate the high level of tax non-compliance among
future taxpayers in UPTM.

Findings And Discussion

Correlation Analysis

To measure the strength and direction of the linear relationship between two variables,
correlation analysis is carried out. Since the data do not violate the assumptions, a parametric
test is used to compute the bivariate correlation coefficient, specifically using Pearson’s
correlation coefficient between tax awareness, tax knowledge, and tax non-compliance.

Correlation between Tax Awareness and Tax Non-Compliance

Table 3 shows the correlation between tax awareness (V1) and tax non-compliance (DV).
There is no statistically significant relationship that exists since p > 0.05, p = 0.688. However,
there is a weak negative relationship between tax awareness and tax non-compliance where r
=-0.029, and r < 0.3 which indicates a weak relationship. Nonetheless, based on the correlation
analysis, the results indicate that as tax awareness increases, tax non-compliance will decrease.

Table 3: Correlation between Tax Awareness and Tax Non-Compliance

Tax Tax
Awareness Non-Compliance

Tax Awareness Pearson

Correlation 1 -0.029

Sig. (2-tailed) 0.688

N 189 189
Tax Non-Compliance Pearson

Correlation -0.029 1

Sig. (2-tailed) 0.688

N 189 189

Correlation between Tax Knowledge and Tax Non-Compliance

Table 4 shows the correlation between tax knowledge (IVV2) and tax non-compliance (DV).
There is no statistically significant relationship that exists since p > 0.05, p = 0.240. However,
there is a weak negative relationship between tax awareness and tax non-compliance where r
=-0.086, and r < 0.3 which indicates a weak relationship. Nonetheless, based on the correlation
analysis, the results at least indicate that as tax knowledge increases, tax non-compliance will
decrease.
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Table 4: Correlation between Tax Knowledge and Tax Non-Compliance

Tax Tax
Knowledge Non-Compliance

Tax Knowledge Pearson

Correlation 1 -0.086

Sig. (2-tailed) 0.240

N 189 189
Tax Non-Compliance Pearson

Correlation -0.086 1

Sig. (2-tailed) 0.240

N 189 189

Multiple Regression

Pallant (2016) asserts that multiple regression is a crucial statistical technique utilized to
ascertain the degree to which independent variables can accurately predict the dependent
variable, which represents the outcome of interest. The outcomes of the multiple regression
analysis conducted in this study reveal that the R? value is 0.355, signifying that 35.5% of the
variance in the prevention of academic fraud can be accounted for by the independent variables,
namely identity verification, monitoring, toilet visit procedures, punishment, and
embarrassment.

Stevens (2012) recommended that samples for social science research be at least 15 respondents
per predictor so that a reliable equation could be obtained. Therefore, this study should have a
minimum of 30 respondents. According to Tabachnick & Fidell (2013), a formula is used for
the calculation where sample size, N > 50 + 8m (where m is the number of independent
variables). Hence, based on these recommendations, this study should have more than 45 or 66
respondents respectively. The respondents for this study are 189 and that is sufficient to conduct
the multiple regression analysis.

Table 5: Model Summary of Multiple Regression Analysis

Model R R Square Adjusted R Std. Error of
Square the Estimate
1 .0862 0.007 -0.003 1.00295

a. Predictors: (Constant), Tax Awareness, Tax Knowledge

Based on Table 4.3, the value of R? is 0.007. This shows that tax awareness and tax knowledge
can account for a0.7% variation in tax non-compliance. This indicates that the remaining 99.3%
of the variation in tax non-compliance remains unaccounted for which implies that there might
be other variables that have an influence over it.

Conclusion and Future Direction

Based on Table 3, tax awareness has a p-value of 0.688 which is more than 0.05. This indicates
that there is a negative relationship between tax awareness and tax non-compliance. Therefore,
the null hypothesis is accepted and the H1 is rejected. The results align with the null hypothesis

Copyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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that suggests tax awareness has a relatively small impact on tax non-compliance as it shows a
p-value of 0.933 which is more than 0.05 and a standardized beta value of 0.007.

On the other hand, Table 4.2 shows that tax knowledge has a p-value of 0.240 which is also more
than 0.05. This also indicates that there is a negative relationship between tax knowledge and
tax non-compliance. Therefore, the null hypothesis is accepted and the H2 is rejected. The
results align with the null hypothesis that suggests tax awareness has a relatively small impact
on tax non-compliance as it shows a p-value of 0.269 which is more than 0.05 and a standardized
beta value of 0.089.

The correlation is in line with past research in which tax awareness and tax knowledge will
negatively influence tax non-compliance (Misra, 2004). However, the findings of this study
lead to the conclusion that both tax awareness and tax knowledge have minimal impact on tax
non-compliance. This may be due to the potential taxpayers might not want to pay the penalty
for any of their tax offenses or they might think as tax residents, the amount of tax rate and
other tax benefits such as personal relief are fair enough and not burden them. Therefore, tax
awareness is common among potential taxpayers to have, as they are highly aware of their tax
obligations towards the country. The same could be said for tax knowledge, as nowadays, basic
tax knowledge is easy to obtain since the availability of information regarding tax is always
ready to be reached such as the website of IRBM. This may suggest a lower impact of tax
knowledge on tax non-compliance.

The findings of analyses done on the data of 189 respondents lead to some conclusions. Firstly,
the study concludes that there is a negative relationship between tax awareness and tax non-
compliance. Tax awareness shows that as a citizen, it is part of his or her obligations to comply
with tax laws that is to declare tax honestly, to compute tax liability correctly, to do the tax
returns, and to pay the tax payable within the stipulated time. The results show a negative
relationship between tax awareness and tax non-compliance. This reflects that the potential
taxpayers’ awareness is increased, then the tendency to do non-compliance is decreased, and
vice versa.

On the other hand, this study also concludes that there is a negative relationship between tax
knowledge and tax non-compliance. Tax knowledge not only creates tax awareness but also
provides a comprehension of how to comply with tax law and avoid tax non-compliance
regardless intentionally or unintentionally. However, the result of the analyses of this study is
indicating that there is a minimal impact of tax knowledge on tax non-compliance. This is due
to the easy access of the tax e-filing system which guides the taxpayer on how to do their own
tax assessment besides there is more other factors that can reduce the tax non-compliance.
Previous pieces of literature also suggest that there is a certain level of knowledge that might
prevent tax non-compliance however, sometimes tax knowledge could also lead the taxpayers
to do the tax evasion which is a form of tax non-compliance (Hassan, 2016).

Both factors correlate with tax non-compliance and are in line with past literature in which tax
awareness and tax knowledge negatively influence tax non-compliance. However, both factors
affect tax non-compliance at minimal value negatively.

This study also has its own limitations. Firstly, the data collected is focused on final-year
students of accounting background programs namely, ACCA and Bachelor of Accountancy

who enrolled for the January until June 2023 session. Hence, the results are derived only from
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the viewpoint of accounting background students and this does not consider the overall picture
of UPTM’s future potential taxpayers.

Besides that, the survey questions used are adapted from various literature which considers the
general measurement of the variables for the real taxpayers who already experience paying tax.
This may limit certain aspects of the study as these potential taxpayers may have limited tax
awareness and tax knowledge as they are still studying full time and most of them are not
earning income and paying tax.

Future researchers are encouraged to extend this study by employing more factors that
might contribute to tax non-compliance. Furthermore, researchers also can study how to
embed the spirit of tax compliance among these potential taxpayers so that in the future, tax
collection can be improved and increased as well in ensuring the government can spend for the
nation’s development and administration.

Additionally, future research could expand the target population by collecting data from various
programs, accounting as well as non-accounting backgrounds in order to add more literature
regarding the importance of tax knowledge and introduction of tax education at the tertiary
level for all courses in the future instead of only for accounting courses that are practiced
currently in the Malaysian education system.
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