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Tax compliance behaviour has been addressed as a continuous serious concern
globally. However, empirical research on sales tax compliance in Malaysia is
still scarce. The present study can be considered a first attempt that was
conducted in the context of sales tax version 2.0 for sales tax compliance in
Malaysia. The main objective of this study was to investigate the determinants
of sales tax compliance behaviour among Small and Medium Enterprises
(SMEs) in Malaysia. The studies used the Fischer model as a basic model with
the inclusion of socio-psychological factors (tax complexity, peer influence,
tax fairness, tax knowledge, service quality, and compliance cost) and
economic factors (tax complexity) with sales tax compliance. As a new
contribution to tax compliance knowledge, the relationship between tax
compliance behaviour and its determinants was also examined. Using the
samples collected from employees who are working in SMEs under the
manufacturing sector, findings show that tax complexity, tax fairness, peer
influence, and tax knowledge have significant influences on compliance
behavior. Meanwhile tax law and enforcement, service quality and compliance
cost variable on tax compliance were non-significant. This study concluded
with the theoretical and practical implications for the tax authority and the
government of Malaysia.
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Introduction
Many countries rely heavily on taxation as a source of government revenue. Malaysia's main
sources of income are direct and indirect taxation. Collecting tax revenue is essential for the
government to finance its operating and development expenditures (Hartner et al., 2008 About
50 % of the total revenue collected is generated from corporate income tax and various types
of indirect taxes such as custom and import duties, goods and services tax (GST), sales and
service tax (SST) and et cetera. In 2018, direct taxes and indirect taxes added 133.474 billion
(76.4 percent) and RM41.23 billion (23.6 percent) to government revenue (Malaysian Federal
Government Treasury Annual Economic Report, 2017-2018), representing 73.88% of
Malaysian government revenue. This study focuses on indirect taxation, namely the sales and
service tax (“SST”) as a source of government revenue. SST is imposed when a service or
product is delivered to its final consumer. In September 2018, the Ministry of Finance
announced that the Goods and Services Tax (GST) was abolished and would again be replaced
by the Sales and Services Tax (SST 2.0). A total of 94,783 companies came under list of the
Sales and Service Tax as at 14 September 2018, including 56,918 service providers and 37,865
manufacturers. The revenue from SST, which was initially estimated at RM22 billion in the
2019 budget, was revised upwards to RM26.8 billion in 2019 in anticipation of increased sales
tax revenue at RM15.5 billion and service tax at RM11.3 billion (Ministry of Finance, Fiscal
Outlook and Federal Government Revenue Estimates 2020).
Despite the various fiscal measures undertaken by the Malaysian government to increase
domestic revenue collection, the annual reports demonstrated a sharp rise in tax noncompliance, specifically with the Goods and Service Tax (RMCD Annual Report, 2016). Tax
non-compliance, as mentioned earlier, could have long-term negative repercussions on
financing the growth and development of the country. Judging from past experience with GST
implementation, it is anticipated that tax non-compliance with the newly reinvigorated SST is
likely to occur as businesses will try as much as to avoid paying tax. Hence, it is important for
RMCD to tackle this issue upfront to minimize the incidences of tax evasion. However, since
the sales tax was just newly reintroduced and businesses are required to file first sales and
service tax returns by or before November 2018, data on sales tax compliance from SMEs are
not yet available. To elucidate on the risk of non-compliance, this research study aims to
examine sales tax compliance behaviour. Nura, Abdul-Jabbar & Ibrahim (2017) asserted that
sales tax compliance is referred to as conformity to all policies and regulations including
declaring real and accurate revenue received, actual selling liabilities liability, as well as
prompt and proper collection of all required tax returns. Therefore this study is set to investigate
the factors influencing tax compliance behavior among SME in Malaysia by incorporating tax
complexity, tax fairness, peer influence, tax law enforcement, tax knowledge, service quality
and compliance cost in the sales tax compliance model, particularly in determining the extent
to which group of manufacturers fully meet their legal tax obligations. Further this study will
identify the perception of fairness regarding the sales tax system, the degree of support from
business associates also determine the behavioural of taxpayers. Also, there is lack of empirical
studies specifically in investigating the determinants of sales tax 2.0 compliance among SMEs
in Malaysia. The identification of factors influencing the behavioural compliance of taxpayers
is crucial because taxpayers could be influenced and nurtured to engage in sales tax compliance
activities over time.
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The present study attempts to investigate the taxpayers on tax compliance behaviour in the era
of sales tax 2.0. Business operators must have sufficient tax knowledge to ensure tax
compliance with the sales tax by knowing when they are required to register under the Sales
Tax Act 2018, to understand the determination of the sales value of taxable goods (Sales Tax
Regulation 2018). By understanding whether the person is exempted from payment of sales tax
under Schedule A, B & C. Taxpayers must be advised of how to apply for an exemption under
Schedule A, B and C, along with a list of forms and details related to the local purchase or
importation of raw materials, packaging materials, manufacturing aids and components
exempted from sales tax payments. On 22 April 2019, RMCD announced that a company
which has been approved with sales tax exemption under the Order is required to prepare the
exemption reports. The completed report should be kept and made readily available for
submission upon request by sales tax officer or audit officer. Report must be signed by
company’s authorized officer. Proper internal procedures must be into place to ensure it is
prepared on a timely basis in accordance with the regulatory requirements and be made readily
available for review by RMCD upon request. Additionally, 39 percent of manufacturers
commented on the issues of tax complexity which linked to the problems faced by businesses
in compliance, namely frequent changes of sales tax regulations, excessive details, too many
computations as well as details of special records that have to be kept by businesses (Deloitte,
2019). Tax complexity would impact compliance behaviour among sales taxpayers. Most
registered business owners faced the issues of clarity on the exemption procedures for sales
tax. (Deloitte, 2019).
The lack of clarifications on the application for an exemption from sales tax is a significant
technical matter and manufacturers applaud the Government's commitment to expand the Sales
and Service Tax (SST) list to include non-taxable products in order to reduce rising business
costs. This also provide local manufacturers and traders sell similar imported goods have equal
playing conditions. From the recent internal survey carried out among 517 members from
Federation of Malaysian Manufacturers (FMM) together with the Malaysian Institute of
Economic Research (MIER) in March 2019, sales tax implementation has been experiencing
challenges due to the lack of understanding of the new regime and uncertainty in the
classification and treatment of taxable items (Ching, 2019). It was also indicated that the level
of service quality provided by custom officers did not meet the needs and expectations of
taxpayers, particularly in delivering accuracy and balancing customer expectations. Service
quality can be considered as a factor contributing to taxpayers’ compliance behaviors and can
be perceived as the taxpayers’ assessment of the level of effectiveness and efficiency of
RMCD’s tax administration.
Registered manufacturers must therefore be mindful of the late fines for non-compliance and
avoiding the refund of net income tax to the RMCD. It is also essential to recognize the degree
of knowledge of business operators and the problems they are likely to face with SST 2.0
implementation. RMCD may perform investigations or pursue civil proceedings against
businesses in case of violation of the Sales Tax Act 2018 and other relevant laws or regulations.
Registered manufacturers who operate as intermediaries ought to be educated on the sales tax
and be cognizance that sales tax non-compliance will affect their business operations. Custom
officers are allowed to contact any registered manufacturers to answer queries and for late
business registration for sales tax. Custom rules and actions by custom officers in accordance
to custom rules are extremely necessary to ensuring that individuals and potential taxpayers
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comply with tax regulations, such as adequately filing and sending tax returns, and paying tax
on schedule. It also applies to RMCD's monitoring, recording, auditing and imposition of
penalties on eligible taxpayers who refuse to register as licensee in local sales tax.
Depending on the taxable duration, registered manufacturers will file their sales tax returns
(SST 02) every two months. Penalties can be levied if the offences are committed such as
failure to file, omissions in the net tax payable, no SST refund is made, a sales tax report is
released without payment or with a reduced payment. A late payment penalty ranging from 10
% to 40% of the amount not paid is usually enforced since the last 30-day minimum to a limit
of 90-day duration (RMCD, 2018). In addition, compliance cost is an important factor in tax
non-compliance. The Federation of Malaysian Manufacturers (FMM) has also been in
consulting its members for recommendations to improve government policy and reduce the
cost implications that will affect the competitiveness of Malaysia's supply chain. FMM noted
that the sales tax raised business costs for of its members while the SST removed some of the
financial and logistical pressures on producers and estimated that business costs for Malaysian
manufacturers decreased by 10% (Ying, 2019). About 36 % of respondents claimed that under
the SST, the average cost for raw materials, goods and services was higher than during the GST
period (Kana, 2019). This study investigates the issue of compliance level among SMEs
taxpayers by examining the relationships between the factors influencing SME tax compliance
behaviors in Malaysia namely tax complexity, tax fairness, peer influence, tax law
enforcement, tax knowledge, service quality and compliance costs with sales tax compliance.
Moreover, this analysis would shed some light in the perception of fairness of the sales tax
system and uncover the degree of support and compliance from business associates by
evaluating taxpayers' conduct. There is also a shortage of academic studies to explicitly
examine the determinants of sales tax 2.0 compliance among SMEs in Malaysia. Identifying
factors affecting taxpayers' compliance behaviour is critical in formulating initiatives to
encourage taxpayers to participate in compliance activities over time.
Literature Review

Definition of Sales Tax Compliance
Sales tax compliance is defined as compliance with all procedures and regulations, including
accurate reporting of actual sales tax paid and received, true sales tax liability, timely payment
of all sales taxes and reporting of sales (Nura et al., 2017). Compliance with the sales tax can
moreover be defined as a correct record of details in the sales invoice, instead of being
fraudulent in the invoice to pay less sales tax. Business entities should have ability to submit
accurate and complete sales tax returns in full satisfaction and conformity with all the
regulations and sales tax laws of a tax authority (Ocheni, 2015). This present study employs
the Fischer’s model as underpinning theory to understand tax compliance behaviour of SMEs
taxpayers. Fischer, Wartick, and Mark (1992) incorporated various factors into a single model
where economic and socio psychological factors were integrated. Seven factors impacting
compliance with sales tax are classified into two categories in this research, namely economic
factors and non-economic factors. Economic factors are those variables that have an underlying
impact on one's benefit, such as tax law enforcement being an economic cause that the taxpayer
would be penalized if the non-compliant behaviours were found. The level of tax complexity,
tax fairness, peer influence, tax knowledge, service quality and compliance cost are those
behavioural considerations that come under category of non-economic variables.
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Factors Affecting Sales Tax Compliance
Tax complexity is characterized as the complexity of the tax system, the complexity of
enforcement, the complexity of the rules and the complexity of the procedures (Saad, 2014).
In this study, sales tax complexity is referred to as behavior relevant to the difficulties faced by
companies with sales tax laws, including regular adjustments, onerous specifics, multiple
estimates and descriptions of various business records. The more sophisticated the tax system,
the lower the propensity of taxpayers to comply well with the filing of the correct tax returns
as well as the collections and payments of taxes within the stipulated time frame. Hardika's
(2006) and Salman's and Farid's (2010) work identified the nature of the tax code and HS code
(Hard) as factors that affected compliance amongst taxpayers. Cuccia and Carnes (2001) found
a negative cor-relationship between tax complexity and ability to adhere to tax payments while
Abdul-Jabbar and Pope (2008) demonstrated increased tax complexities and frequent changes
in tax laws had a negative effect on the performance of SMEs. Pope and Abdul-Jabbar (2008)
claimed that tax complexity was always related to tax enforcement costs, rendering failure in
compliance a simpler alternative option for most companies. Some recent research studies
showed that sales tax compliance was negatively impacted by market complexity (Woodward
& Tan, 2015). The more complex a tax code law, the lower the taxpayer's incentive to
compliance exposed the link between understanding of the tax laws and compliance behaviour.
This addition to the model will potentially contribute to the tax compliance literature because
it investigates specific habits implicit in SME taxpayers.

Tax fairness refer to payment of sales tax (including its related fines) to tax authorities in a fair
manner, whereby the incidental amount of which equals the recorded amount of sales tax. If
people believe the tax system is equal, they will have a stronger tendency for compliance in
the tax system, which will enable a person to show adherence to tax obligations. This study
refers to tax fairness, such as sales tax distribution rates and sales tax penalty rates. Recent
work had identified a positive correlation between tax fairness and tax compliance (Fochmann
& Kroll, 2015; McKerchar, Bloomquist & Pope, 2013; Kirchler & Wahl, 2010; Feld & Frey,
2007). The literature also showed a positive relationship between tax fairness and sales tax
compliance (Lin and Chin-Fatt, 2000; Adams & Webley, 2001; Woodward & Tan, 2015;
Yahaya, 2015). Several studies also found no connection between tax fairness and tax
compliance (Abdul Jabbar, Hijattulah, 2009). Some studies even suggested conflicting findings
on the relationship between tax compliance and tax fairness (Sinnasamy, Perabavathi, Zainol
Bidin, Syed Soffian Syed Ismail, 2015). In terms of sales tax, the three previous results revealed
a positive correlation between tax fairness and compliance with sales tax (Woodward et al.,
2015)
Peer influence is part of Fischer 's model beliefs and expectations. The term peers are generally
defined as associates of taxpayers and they include relatives, friends, co-workers and
colleagues (Jackson and Milliron, 1986). Peer groups have a potent effect on preferences,
behaviour and personal values of taxpayers (Puspitasari and Meiranto, 2014). Hence, Lefebvre
et al. (2015) reported the significance of not ignoring the presence of peer impact when
examining the tax compliance behaviour. Chau and Leung (2009) stated that peers’ influences
are reflected in taxpayer’s anticipations in relation to disapproval or approval of tax noncompliance, whereas Alm and McKee (1998) declared that social norms are a major
determinant of tax compliance. The present study defines peer influence as the effect of people
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who are significant influences on SMEs’ owner-managers in their sales tax compliance
decisions, thus contributing in shaping their attitude towards sales tax compliance. In SMEs,
peers have influences on tax obligation behaviour of their counterparts, and SMEs will evade
tax payment if they felt that their peers have been evading even with punishment (Maseko,
2014; Omweri et al., 2010). Hence, a taxpayer is affected by the perception of his peer’s
behaviour. In contrast, if the taxpayers think of others as being honest, tax moral would rise
(Frey and Torgler, 2007). However, the relationship between tax compliance and social norms
is complex (Kirchler et al., 2008).
According to Kamil (2006), laws and its enforcement exist mainly to control and ensure
societies fulfil their responsibilities by obeying the laws. In an effort to prevent tax evasion,
traditionally, the government depends on criminal and civil penalties. Tax evasion still happens
even
though
tax
authorities
increase
the
volume
in
auditing.
Trivedi et al. (2005) found that as tax
authorities
increased
their
audit
operations, tax declaration activities by taxpayers also increased correspondingly. In this
study, enforcement of tax laws refers to inspection, tracking, auditing and penalties imposed
by RMCD on manufacturers who fail to register and comply as law abiding sales tax taxpayers.
Taxpayers who are found guilty are subject to fines by the authority. In regard to compliance
behavior of sales tax implementation, the perception on tax laws and enforcements by RMCD
is important.
According to Sales Tax Act 2018, those who fail to register in the system or evade tax payments
are subject to penalties. Penalties may be imposed if the offences are committed for any
deficiency on the net tax payable such as no sales tax return is made, or a sales tax return is
submitted without payment or lesser payment. Taxpayers' perception on tax laws and
enforcements is the main focus by examining their perceptions of benefits reaped by tax
evasion and the incidental risks involved. Allingham and Sandmo (1972) noticed a positive
association between legal attitudes and high enforcement and compliance behaviour. They used
the economic criminal method to explain tax activities assuming that if tax evaders were
quickly detected and large fines were levied, tax enforcement would improve. Murphy (2005)
argues that the only method to minimise tax evasion is to enforce financial fines on tax evaders.
Tax knowledge relates to a method of reminding taxpayers about tax laws and other tax-related
facts (Hasseldine et al., 2009). Financial awareness includes knowledge of tax regulations. Poor
tax knowledge can lead to mistrust and negative compliance (Mukhlis et al., 2015). Tax
knowledge would allow SMEs to comply with the tax laws and change their perceptions and
attitudes. This will encourage SMEs to deal with their tax compliance problems and improve
their view of tax compliance by developing a supportive atmosphere (Gitaru,2017). Tax
knowledge affects taxpayers’ grasp of knowledge in tax legislations and regulations to prevent
tax non-compliance (Kasipillai, Aripin & Amran, 2003). Improving tax knowledge of
taxpayers would allow them to understand tax structures and tax laws in growing regions.
Loo, Mckerchar, and Hansford (2009) considered tax awareness as a significant element in
evaluating taxpayer compliance behavior. Mohamad, Nor, Bakar and Nanta (2013) and Pui
Yee, Moorthy and Choo Keng Soon (2017) believed tax knowledge is required to strengthen
tax compliance discipline among taxpayers, which implies that tax knowledge has a positive
relationship with tax compliance. Saad (2014) stressed the value of tax knowledge in
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preventing tax non-compliance. Studies indicated that taxpayers who have inadequate
knowledge of the technical issues would believe that the tax structure is complex this would
promote non-compliance. Mukasa (2011) confirmed that tax knowledge has a good,
advantageous association with tax compliance and would contribute to lower levels of
enforcement. According to Mukhlis, Utomo and Soesetio (2015), Indonesia has a clear and
significant partnership the handicraft SME sector in fostering understanding of tax laws and
regulations. Taxpayers with adequate tax knowledge can easily adopt their on-time tax
obligations and submit tax return documents. Taxpayers are expected to file their absolute; and
accurate tax returns provided they have sufficient tax comprehension.
Service is a form of helping (or preparing to support a person to fulfill all regulatory
requirements). Meanwhile, tax controllers are government employees. Service tax authorities
can be interpreted as tax officials responsible for assisting, overseeing, handling or preparing
all related uses tax documentation for an individual who is a taxpayer in this case (Jatmio,
2006). Service quality concerns the perception whether people are satisfied or not with the
services provided. Quality of services is a metric of service quality and reflects whether the
services fulfill the customer's needs (Sapriadi, 2003). Customer service is a significant area of
research and affects consumer sentiment. Service quality is defined as the difference between
consumer perceptions of service prior to actual service delivery and their experience of service
delivered (Parasuraman et al.,1988). Chen (2010) defined the service level as an attempt to
satisfy customer expectations and desires to ensure continuity in meeting consumer
preferences. Tax service efficiency can be described as standard assessment of taxpayer's tax
administration. Many researchers have studied the concept of service quality as a framework
for tax purposes (Connolly & Bannister, 2008; Ali et al., 2017; Nurhayatiet et al., 2015; Jaya
et al., 2017). Mustapha and Obid (2015) described service quality as a factor leading to
taxpayers’ compliance and it comprises assessing sensitivity, informativity, and reliability of
service to taxpayers. Stinglingh (2014) sought to assess service efficiency from a tax
practitioner 's viewpoint.
Compliance costs are identified as the mandatory costs that taxpayers incur in fulfilling their
tax obligations (Eragbhe & Modugu, 2014). Compliance costs of taxes are expenses incurred
to enable taxpayers to satisfy their tax obligations beyond the tax owed, in addition to their tax
liabilities, in fulfilling the criteria in tax laws (Rahmawati, 2012). For a business, it includes
the expenses of collecting, submitting and paying taxes, as well as the costs of obtaining
information which include details on its legal responsibilities and penalties, and the associated
costs of proper housekeeping of relevant documents as required by tax authorities.
Eichfelder & Vaillancourt (2014); Tran-Nam et al., (2000) describe three main components of
compliance in which consist of taxpayers' income, time and psychological costs. Time costs
are expended for handling tax information records, reviewing the tax forms or writing tax
reports by tax practitioners, as well as time spent in dealing with tax officials. Psychological
effects contribute impactfully on taxpayers facing tax problems, such as anxiety of grappling
with complicated tax issues. The present study records all organizational time expended and
financial expenses incurred but does not measure taxpayers' psychological costs. Xin, Khai,
Fong and Chen (2015) study on the relationship between compliance costs, tax knowledge, tax
agent and taxpayer’s compliance behaviour found that compliance costs substantially and
negatively associated with to compliance behaviour. Faridy et al., (2014) analysis on the
Copyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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connection between the sophistication of value added (VAT) legislations and compliance
behaviour found that compliance expenses will not improve voluntary compliance habits of
taxpayers. Furthermore, Nzioki and Peter (2014) analyzed the correlation between compliance
costs and tax compliance, and their findings showed there was a significant negative correlation
between compliance costs and tax compliance behaviour. There is sufficient proof to show that
higher compliance costs will lead to taxpayers' failure to pay taxes (Xin et al., 2015; Faridy et
al., 2014; Nzioki & Peter, 2014)
Method
The population of the study comprises 3,100 registered SMEs with Federation of Malaysian
Manufacturers (FMM Directory, 2018). This study will use a sample of sales tax registered
companies located at Selangor state. Estimate 1,302 from total Malaysian SMEs registered
business entities which represent majority portions of SMEs registration. The unit of analysis
for this study is at individual level, whereby the individual taxpayers selected to participate in
the present study will be from corporate organizations. They are SMEs manufacturer registered
with the RMCD. To represent the demographic of manufacturers, annual sales turnover must
exceed RM 500,000 and the head of management such as the chief executive officer, directors
or senior finance manager were target respondents who will be approached to answer questions
on sales tax compliance behaviour as they have reasonable knowledge about their businesses
and has an appropriate capacity in their respective businesses. All employers in the
manufacturing sector, 75% employers are from small and medium enterprises (SME) with
employees less than 200 whilst 25% employers are from large employers with employees more
than 200. The total selected population will be 977 (75 % from 1,302 registered SMEs
companies from Selangor State). Krecjie and Morgan (1970) describe, for a population of 977
as in the present study, a sample size of 276 samples is adequate. In this present study, the data
were collected through structured questionnaires with 5-point Likert scale ranging from
1=strongly disagree to 5 =strongly agree. The simple random sampling technique is applied to
assure equal chance participation from FMMs population. Techniques of data analysis applied
in the present study are combinations of descriptive and inferential statistics. Thus, descriptive
statistics will be computed through statistical package social Science (SPSS) version 23. There
were 42 items will be constructed to measure the dimension of the research model, the
responses and information collected from the survey will be tested such as descriptive statistics,
reliability analysis, Pearson’s Correlation Analysis and simple Multiple Regression Analysis.
This study is associated with the Fischer’s model (1992) where economic and sociopsychological factors are considered in determining tax compliance among SMEs. This study
has identified seven independent variables namely tax complexity, tax fairness, peer influence,
tax law enforcement, tax knowledge, service quality and compliance cost might have an
association with SME’s sales tax compliance behaviour under sales tax system as dependent
variable.
Based on the literature reviewer, the following hypothesis were posited:
H1: There is a negative relationship between tax complexity and sales tax compliance behaviour
H2: There is a positive relationship between tax fairness and sales tax compliance behaviour
H3: There is a positive relationship between peer influence and sales tax compliance behaviour
H4: There is positive relationship between tax law enforcement and sales tax compliance
behaviour
Copyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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H5: There is a positive relationship between tax knowledge and sales tax compliance behaviour
H6: There is a positive relationship between service quality and sales tax compliance
behaviour
H7: There is a negative relationship between compliance cost and sales tax compliance behavior

Tax complexity
Tax fairness
Peer influence

Tax law enforcement

Sales Tax
Compliance Behaviour

Tax Knowledge

Service quality
Compliance cost

Figure 1: Conceptual Framework
Results
Results of Reliability Test
The reliability of the measurements used in this study was determined by evaluating the internal
accuracy of the measuring items using Cronbach's alpha. Bland and Altman (1997) suggested
that α from 0.7 to 0.8 be considered suitable for basic research, while a much higher α of 0.9 is
needed for clinical use. Different research uses acceptable alpha values from 0.70 to 0.95 to
ensure a scale 's internal accuracy (Tavakol & Dennick, 2011). Table 2 indicates that all alpha
values of Cronbach 's structures vary from 0.784 to 0.911 under which they are considered as
acceptable and recommended. Specially, the Cronbach’s alpha coefficient of peer influence are
service quality are rated excellent (> 0.9); tax knowledge and compliance cost are rated good
(>0.8) while the coefficients of other latent variable (tax complexity, tax fairness, tax law and
enforcement and sales tax compliance) are within the acceptable level ( > 0.70). Specifically,
the Cronbach alpha coefficient of peer influence and service quality are rated excellent (>.90);
tax complexity, tax fairness, tax knowledge and compliance cost are rated good (>.80) while
the coefficients of other latent variables include sales tax compliance and tax law and
enforcement are within the acceptable level (>.70).
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Table 1: Reliability of Latent Variables
Items
Cronbach's Alpha
Sales tax-compliance

6

0.797

Tax complexity

5

0.828

Tax fairness

4

0.823

Peer influence

5

0.903

Tax law and enforcement

4

0.784

Tax knowledge

6

0.834

Service quality

5

0.911

Compliance cost

5

0.883

Correlation Analysis
The correlation analysis conducted to determine whether there is a significant relationship
between tax complexity, tax fairness, peer influence, tax law enforcement, tax knowledge,
service quality, sales tax compliance, compliance cost behaviour. Table 2 presents the results
of the matrix, four correlations at 0.01 are significant, the survey results indicate that four
variables are strongly and significantly linked to sales tax compliance (STC) as their r value is
positive, and P values are all below 0.01.From Table 1, tax complexity (r-value = 0.379,
P<0.01), tax enforcement (r-value = 0.323, P<0.01), tax knowledge (r-value = 0.435, P<0.01)
all have medium significant correlation with sales tax compliance as their r-value is more than
0.4 but less than 0.5. Peer influence (r-value=0.522, P<0.01) showed strong correlation with
sales tax compliance. These findings suggest that company management can improve sales tax
compliance by improving related independent peer influence variables. Peer influence as the
effect of individual who are significant for business owners on their sales tax compliance. This
refers to business partners, relatives, friends, colleagues and colleagues who can shape sales
tax compliance attitudes. Correlation analysis can also be used to detect multicollinearity
problem.

TC
TF
PI
TLE
TK
SQ
CC
STC

TC
1
0.451**
0.443**
0.380**
0.547**
0.408**
0.037
0.379**

Table 2: Correlation Matrix of Latent Variables
TF
PI
TLE
TK
SQ
1
0.346**
0.415**
0.340**
0.469**
0.011
0.085

1
0.564**
0.531**
0.258**
0.184*
0.522**

1
0.568**
1
0.425** 0.356**
0.304** 0.127
0.323** 0.435**

1
0.080
0.085

CC

STC

1
0.145

1

Note: TC= Tax complexity. TF= Tax Fairness, PI= Peer influence, TLE= Tax law and enforcement, TK=Tax
knowledge, SQ=Service quality, CC=Compliance cost
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** Indicates correlation is significant at the 0.01 level (2-tailed).
* Indicates correlation is significant at the 0.05 level (2-tailed).

Results of Factor Analysis
In this research, factor analysis was performed using Principle Component (PCA) with varimax
rotation on all objects. Measurement in this study is Kaiser-Meyer Olkin (KMO) and Barlett
Sphericity Measure (BTOS). KMO is used to investigate suitability samples and BTOS to
determine suitability of factor analysis (Hair et al., 1998). In general, the results of the EFA
were assessed by the rule of thumb provided by Hair et al. (2010) and Coakes and Ong (2011).
They argued that KMO should be >0.60, Bartlett‘s Test of Sphericity should be significant at
P<0.05, communality > 0.50, and factor loading >0.40, eigenvalue > 1 or total variance
explained of at least 60% and anti-image correlation coefficient >0.50. Furthermore, Williams,
Brown and Onsman (2012) pointed out that KMO with 0.50 is considered acceptable for factor
analysis.
In this study, a factor analysis was run to verify the postulated dimension of the independent
variables (the seven factors contributing to sales tax compliance) and dependent variables.
Factor analysis was conducted to confirm the variables of tax complexity, tax fairness, peer
influence, tax law enforcement, tax knowledge, service quality, compliance cost and sales tax
compliance were a different construct. The Kaiser-Meyer-Olkin (KMO) values after the
exploratory factor analysis (EFA) for tax complexity, tax fairness, peer influence, tax law
enforcement, tax knowledge, service quality, compliance cost and sales tax compliance
behavior were 0.792, 0.789, 0.778, 0.777, 0.803 0.851, 0.857 and 0.830 respectively.

Construct
Tax complexity
Tax fairness
Peer influence
Tax law enforcement
Tax knowledge
Service quality
Compliance cost
Sales tax compliance

Table 3: Factor Analysis
Number of
Number of
items
factor
5
1
4
1
5
1
4
1
6
1
5
1
5
1
6
1

KMO
0.792
0.789
0.778
0.777
0.803
0.851
0.857
0.830

Total variance
explained
67.36
66.09
72.56
61.55
55.58
73.93
68.32
52.39

Multiple Regression Results
The multiple regression analysis (entered method) is applied to measure the variables that
explained the variance in the overall sales tax compliance. Table 4 below shows the results of
multiple regression analysis of the research. The statistical analyses revealed that model was
statistically significant as indicated by the F value of 11.294 (P=.000) respectively. This
suggests that this model have a significant ability to predict sales taxpayers’ behaviour in
Malaysia. This represents approximately a 59.8% increase over the account of tax compliance
behaviour offered by this model. With regards to the independent variable, tax complexity
(β=.258; P =0.018), peer influence (β=.343; P=0.00) and tax knowledge (β=.170; P=0.043)
were found significantly relate to sales tax compliance behaviour positively. Meanwhile, tax
fairness (β=-.169; P= 0.041) was negatively relate to sales tax compliance behaviour.
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Table 4: Moderate Multiple Regression Test Results
Standardized
Unstandardized
Coefficient
Coefficients
T
B
Std Error
Beta
(Constant)
Tax complexity
Tax fairness

14.827

1.778

.258
-.169
.343

.108
.082
.076

.211
-.171
.400

Sig

8.337

.000

2.393
-2.061
4.544

.018**
.041**
.000*

Peer influence
Tax
law
and
.011
.117
.009
0.091
.928
enforcement
Tax knowledge
.170
.083
.190
2.040
.043**
Service quality
.-.087
.072
-.099
-1.217
.226
Cost Compliance
.042
.065
.046
.647
.518
R=0.598, R square = 0.358, Adjusted R Square =0.326, F statistics = 11.294, sig at 0.0000
*Statistically significant at 1% level
**Statistically significant at 5% level

Discussion and Conclusion
This study aims to investigate sales tax compliance and its determinants. In this study,
taxpayers are the respondents who claimed initially that the challenge of sales tax for they have
submitted a valid sales tax return due to longer time period taken to file sales tax returns, which
include tax planning and time taken to obtain advices from tax authorities (Gambo, Mas'ud,
Nasidi & Oyewole, 2014). Gradually, some respondents have claimed that they have
confidence level to complete sales tax appropriately and accurately. Therefore, it conclude that
tax complexity is influential for tax compliance of sales tax, small and medium-sized
businesses considered that tax complexity may have an impact on their level of compliance as
they were aware of the final outcome of not dealing with the sales tax laws and regulations will
subject to penalties.
Tax fairness affects sales tax compliance as SMEs consider that compliance with sales tax is
the sales tax system's fairness. To improve sales tax compliance, this work indicates that the
tax authority should set the fair registration threshold and minimize the cost of business
compliance with sales tax. The study also provided evidence that there was a relationship
between perceived tax fairness and sales tax compliance behaviour. This result indicated that
perceptions of SMEs on tax fairness might have a positive impact on their sales tax compliance
behaviour. The findings of this study may provide policymakers and tax authorities with
information when developing policies not only for tax compliance.
Peer influence plays a significant role in influencing one 's actions to comply with sales tax.
Referential classes, such as business partners have been found to have a positive effect on
taxpayers when dealing with sales tax. This study found that there is a significant positive
relationship between peer influence and compliance with sales tax among small and mediumsized taxpayers. This research has demonstrated that business partners control taxpayers'
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decisions in tax declarations. Business partners as delegates of taxpayers and RMCD, define
the actions of taxpayers in terms of tax compliance. For this analysis, taxpayers are the impact
of business partners on the declaration and reporting of sales tax income specifically by
compliance with the sales tax laws. In general, the finding is consistent with previous research
that showed a substantial impact of the subjective standard on behavioral intention (Chu & Wu,
2004; Taylor & Todd, 1995: Zainol et al., 2009).
This study revealed statistically significant compliance between tax knowledge and sales tax
compliance among SMEs in Malaysia. This result suggested that a higher level of tax
knowledge could improve sales tax compliance. It is consistent with earlier studies that
sufficient knowledge is used to minimize sales tax non-compliance (McKerchar, 1995; Palil &
Mustapha, 2011). Tax knowledge involves sales tax rules and rules. Furthermore, tax
knowledge is one of the key considerations of voluntary tax compliance. It plays a major role
in shaping sales tax behavior (MR Palil, MR Akir, W Ahmad, 2013). Most previous literature
found that higher tax knowledge would lead to higher tax compliance, as Nzioki and Peter
(2014), Loo, Mckerchar, and Hansford (2009) strongly support this finding. Mukhlis, Soesetio
(2015) and Mukasa (2008). Taxpayers use tax knowledge especially on tax law, to find
solutions to tax compliance in the tax system. Since SME taxpayers have the necessary and
specific knowledge in the area of sales tax, they continue to comply with the applicable sales
tax regulations and laws. Hence, adequate sales tax knowledge induced to tax compliance
among taxpayers. It is suggested that manufacturing owners should attend the courses and
seminars conducted by RMCD by improving sales tax knowledge. Taxpayers who have ample
tax knowledge are in a position to accurately view their tax liabilities and to file their tax return
forms on time. They are expected to submit a complete, correct tax return precisely if they have
sufficient knowledge to understand the tax system. Overall, it can conclude that increasing tax
compliance is to enhance taxpayer’s tax knowledge.
In the present research, a model is proposed to provide insight into the sales tax compliance of
Malaysian SMEs. The model is an extension of the Fischer model, with the consideration of
the relationships of socio-psychological factors (tax complexity, peer influence, tax fairness,
tax knowledge, service quality and compliance cost) and economic factors (tax complexity)
with sales tax compliance. This study contributes significant input to the government, tax
agencies and the public economic policies by providing insights into relationship between sales
tax and compliance behaviour. It is also expected to contribute empirical evidences in the
evidence of compliance behaviour of SMEs taxpayers, by providing valuable information to
SMEs owner-managers to improve sales tax compliance in the future. It provides crucial
information concerning the impact of factors on the Malaysian sales tax compliance that could
be used to formulate social, economic and political policies, such as enable the government to
be more realistic in designing strategy policy on tax compliance bahaviour in Malaysia. In
summary, the current study provides several contributions, particularly to the theory,
methodology and practice, and offers explanations on the way of how tax compliance can be
enhanced.
The results and identified limitations of this study provide insight into potential lucrative areas
of tax compliance that may need future researchers ' attention, especially in Malaysia.
Furthermore, future research may want to consider extending tax compliance studies to nonSelangor areas, where there is a large disparity in development between Selangor and nonCopyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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Selangor areas. The current study model was capable to explain 32.6 percent of the total
variance in sales tax compliance, which means that there are other variables that could also
significantly explain the variance in sales tax compliance. In other words, the remaining 67.4
percent of the variance in sales tax compliance could be explained by other variables. This
study is considered the beginning of research in sales tax version 2.0 in Malaysia, the findings
of this study suggest that the further extension of the tax compliance model, particularly
Fischer’s model to consider other possible contracts that could impact the sales tax compliance
such government quality, tax audit, tax penalty, tax rate, tax moral, probability of detection,
ethnic diversity as well as the moderating effect would further strengthen the predictive
capacity of the model for better understanding taxpayers’ compliance behaviour. In addition,
research efforts could also concentrate on recognizing certain economic, social, psychological
and cultural variables that can affect compliance behaviors of taxpayers, especially in
developing countries. This opinion is focus on observations in the literature that tax
enforcement activity is still mostly underdeveloped work (Andreoni, et al 1998; Chau & Leung,
2009). Similarly, given findings in this analysis and other similar studies (Murphy, 2007;
Wenzel, 2004 & 2005), which endorse Kirchler et al. (2007)'s hypothesis that the interaction
between tax compliance and its determinants could be moderated by certain variables,
researchers may recognize the potential moderating impact of some financial, psychological or
cultural factors on the relationship between tax compliance and its determinants. Such
investigations would provide further information on taxpayers' behavior to better understand
their compliance decisions.
Future research should exploit opportunities to conduct more sales tax compliance research
using mixed methods of both qualitative and quantitative research. Mixed methodology
strategy helps researchers to reduce respondents' psychological prejudice (Creswell, 2009).
Researchers are also urged to follow open-ended questions in order to from the views of the
respondents. Open-ended questions will help rich qualitative evidence and can offer ways for
participants to learn about respondents. Future researcher should adopt longitudinal-sectional
study. Researchers may assess variables over time in quantitative studies. Furthermore, more
knowledge may be generated because it offers qualitative and quantitative details
To sum up, the present study has found that Fischer model can be applied in an indirect tax
environment. This study can be considered a first that was conducted in the context of sales tax
version 2.0 in Malaysia, the current study was designed to fill the gap in sales tax compliance
literature. The study explores the factors contributing sales tax compliance and this study calls
for future studies in the area of sales tax compliance of SMEs in order to better understand its
determinants. The finding has verified that tax complexity, tax fairness, peer influence tax
knowledge is significantly correlated with sales tax compliance. However, tax law and
enforcement, service quality and compliance cost were not being remarkable to have an impact
on sales tax compliance. This complex relationship is as advanced in the extended Fischer’s
tax compliance model.
This study has significant inputs to the government, tax agencies and public economic policy
makers by providing insights into factors affecting sales tax compliance behaviour. It is
provided empirical in the evidence on sales tax compliance behaviour of SMEs taxpayers and
also provided valuable information to SMEs owner-managers to improve sales tax compliance
in the future. It provides crucial information concerning the impact of factors affecting the
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Malaysian sales tax compliance that could be used to formulate social, economic and political
policies as well as enable the government to be more realistic in designing strategies and
policies on tax compliance bahaviour in Malaysia. In summary, the current study provides
several contributions, particularly to theory, methodology and practice as well as offering
explanations on the way on how tax compliance can be enhanced.
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