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Abstract 

This research paper explores the underlying factor structure of a set of observed compliance 
variables. The purpose is to determine the significant factors in the multidimensional construct. 
The study was conducted with a sample of  250 service tax licence holders in Malaysia. 
Compliance data for the three-year audit period are obtained from questionnaires, audit cases 
and a supporting database. Factor Analysis is conducted to examine the possible variables and 
validate the number of factors.  The results obtained show there is inter-relationship or causal 
relations existing among the factors of taxpayer compliance; and that the Taxpayer Audit 
Compliance Construct (TACC) is a 4-factor structure. The Confirmatory Factor Analysis 
outcomes indicate that ten items load well onto four latent factors, represented by: (1) 
‘deficiency claim level,  audit outcome’; (2)  ‘annual taxable sales, returns submission’; (3) 
‘penalty on return,  number of offence type, nature of offence’; and  (4) ‘licence period, auditing 
experience and age’. Finally the result of this path analysis is validated through the conceptual 
framework - adapted Fischer et al. (1992) Tax Compliance Model. The TACC Model provides  a 
good fit to the data and can serve as a compliance audit checklist or tool to assist public and 
private sector organisations in managing risks. The study also contributes to knowledge on 
taxpayer audits and compliance.  

Keywords: Compliance Audit, Risk Management, Path Analysis. 
_________________________________________________________________________________________________________________________ 

1. Introduction 

Allingham and Sandmo (1972) established the basic economic tax compliance model based on 
determinants of financial incentives that are audit, penalty and tax rates. Jackson and Milliron 
(1986) subsequently identified 14 factors of taxpayer compliance. Fisher et al. (1992) categorised 
them into 4 groups to formulate a comprehensive tax compliance model. It consists of: (i) 
demographic factor (such as age, gender, and education); (ii) noncompliance opportunities 
factor (such as income level, income source and occupation); (iii) attitudes and perceptions 
factor; and (iv) tax system or structure factor (such as complexity of tax system, probability of 
detection). It may be that there are better ways of achieving compliance than concentrating on 
the frequency and levels of auditing and penalties for those caught misbehaving (James and 
Edward, 2007). According to Chau and Leung (2009), the Fischer tax compliance model 
provided a sound framework for understanding the influence of those socio-economic and 
psychological components on taxpayers’ compliance decision. Some researchers have expanded 
the Fischer ‘Single Model’ to incorporate other relevant factors to explain taxpayer compliance 
behaviour. Taking into account Alm (1999)’s viewpoint, this study seeks to suggest an adapted 
version of the Fischer tax compliance model for understanding taxpayer (or business firm) 
compliance behaviour.   
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2. Background of the Study 

Tax compliance is fundamental in the realization by government of its economic and social 
goals. In recent times, due to the global economic crisis and high fiscal deficits, indirect taxes 
have become an increasingly prominent source of tax revenue. In the United Kingdom (UK) 
about 21% in 2012-2013 of total tax revenue in the UK is derived from VAT/ GST and taxes on 
specific goods and services, while in Malaysia, indirect tax revenue is estimated at 23% of total 
tax revenue for year 2012-2013.  

Encouraging high levels of taxpayer compliance in developing countries is a formidable task for 
both tax authority and policy makers. In a recent 2012 IRS study of U.S. taxpayer compliance 
rate that measured noncompliance on 2006 tax returns, the study reported a voluntary 
compliance rate of 83.1%, which falls within the 83% to 84% range that has prevailed for the 
past 27 years. Whilst, Mohd. Nor et al. (2013) reported that 33% of the service tax providers did 
not pay the service tax during the audit period 2009 to 2011.  This gives a lower compliance rate 
for FTKL service tax payers at approximately 67% as compared to the U.S.  

3. Problem Statements 

Batrancea et al. (2012) investigated the most important studies on the socio-psychological, 
political and economic factors which shape tax compliance behaviour with the aim of 
understanding how these factors could be used by tax authorities as a tool for increasing public 
proceedings. Therefore, it is important to understand how the significant factors could be used 
as a tool for increasing tax compliance rate and tax revenue. This study examines a set of tax 
audit variables on taxpayer compliance in Malaysian context.  

3.1 Aim and Objectives 

The main purpose of this study is to determine whether tax audit compliance is a 
multidimensional construct with four (4) factors. This study seeks to enhance understanding of 
taxpayer compliance. It strives to explain the phenomenon or findings through the adapted 
Fischer’s model. It also suggests appropriate pro-compliance solution for improving tax revenue 
collection as well as voluntary compliance. However, the tax audit variables are limited to ten 
(10) in this study. The sample data are obtained from Kuala Lumpur service tax audit cases 
resolved in year 012 and a supporting database. Therefore, the proposed conceptual framework 
comprises ten independent variables: deficiency claim amount, audit outcome, annual taxable 
sales, returns submission, penalty on return, offence types, nature of offence, licence period, 
auditing experience, age and position, including a dependent variable - Taxpayer Compliance.  

The objectives of this research are as follows: 

i) To explore the underlying factor structure of a set of observed audit variables;  

ii) To determine the number of items (audit variables) which load well onto the latent 
factors in the multidimensional construct;  

iii) To examine whether  the Tax Audit Compliance Construct (TACC) model is a four-factor 
structure; 

iv) To test whether there is inter-relationship or causal relations existing among the factors 
of taxpayer compliance through factor analysis; and finally 

v) To validate the path analysis results through the conceptual model - Fischer et al. (1992) 
tax compliance model.  

  3.2 Research Hypotheses  

Consistent with the research objectives, the hypotheses are formulated as follows: 

H0 : TACC is not a 4-factor structure comprising BTSF, ETAF, BTEF and ENCOF.  
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H1 :  TACC is a 4-factor structure comprising BTSF, ETAF, BTEF and ENCOF. 
H0 : There are no inter-relationship or causal relations existing among the factors of taxpayer 
compliance. 
H2:  There are inter-relationship or causal relations existing among the factors of taxpayer 
compliance. 

4. Literature Review 

The research on tax audit and compliance is of interest and continually being studied to provide 
reference for tax policy planning and administration. Su, Lee, Wu & Ueng (2011) utilised 
taxpayers’ charitable contributions to infer their actual income and underreported income. 
Based on Taiwan’s unaudited income tax returns in 2005, it is found that most taxpayers 
reported only one-third of their income to the tax authority.  

Yoon et al, (2011) studied on a group of taxpayers who have the resources to obtain tax advice on 
litigating their cases. They proved that a decrease in audit errors discourages aggressive 
reporting in Korea; but a tax cut encourages aggressive reporting and lowers net revenue. 
However, an increase in the penalty leads to less aggressive reporting and higher net revenue. 
Zhou and Oostendorp (2014) used matched firm-level survey and tax office data to estimate the 
true sales of Mongolian firms and concluded firms underreport sales to the tax office by 38.6%. 

Oh & Lim (2011) employed data from 196 survey questionnaires and performed regression 
analysis. They found demographic variables (gender and age) have a positive relationship on 
sole-proprietor’s intention of tax non-compliance in Malaysia. Nik Mohd Rashid et al. (2017) 
tested data from 42 RMC audits which underpaid GST and overstated input tax from April 2015 
to April 2016. The statistical results revealed there is an association between probability of 
detection and GST rate. 

Mohd Yusof et al, (2014) sampled 375 IRBM tax-audited cases closed in 2011; multiple 
regression results showed that marginal tax rate, company size and types of industry influence 
compliance behaviour of SMCs.  Isa (2014) interviewed 60 IRBM tax auditors and some 
corporate taxpayers to examine issue of tax complexities. Smaller corporate taxpayers were 
found to have difficulties in tax computation and record keeping.  

In recent decades, factor analysis has been used for a variety of taxation research. In 2013, the 
Taxpayer Advocate Service (TAS) conducted an Internal Revenue Service (IRS) extended study 
on the factors influencing U.S. small business compliance behaviour. The sample comprises a 
selected national population of sole proprietors. The variables are the 26 (out of 37) questions 
contained in the sole proprietor national survey and a factor is represented by a group of Likert 
scale questions. TAS also relied on internal IRS computer-generated DIF score estimates that an 
audit would produce an adjustment as a proxy for tax compliance. An exploratory factor analysis 
using Principal Component analysis (PCA) had initially been performed to extract variables 
representing a few factors (six groups of correlated response) and to empirically analyse the 
underlying factors. In the National Taxpayer Advocate 2012 Annual Report, factor analysis 
revealed 'taxpayer service’ and 'fairness and tax policy’ component of trust in government as the 
highest ranking factor. Norms, tax morale, preparers and complexity are important factors. The 
influence of deterrence (e.g. penalties) could not be confirmed in this report as small business 
owners may be motivated by short-term cash flow (making ends meet). On the whole, this 
finding indicates that improvements in taxpayer service could increase voluntary compliance by 
small business proprietors.  

Kirchler and Wahl (2010) conducted a study on a sample of 310 Austrian self-employed 
taxpayers which was randomly split into two subsamples for inventory replication and validity 
assessment. Out of 35 survey items, 20 items were found sufficient to measure voluntary 
compliance, enforced compliance, tax avoidance and tax evasion. A reliable inventory consisting 
of four scales was first developed; and the validity of this instrument was checked on the basis of 
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correlations with motivational postures (attitudes of taxpayers). The results show that voluntary 
compliance and enforced compliance are not correlated. This may explain why some studies find 
a strong effect of audits and fines on compliance, whilst others find no relationship or no effect 
at all. Assuming that in voluntary compliance, taxpayers do not need to make a decision on 
whether it pays to evade or not but just to cooperate spontaneously, then audits and fines might 
convey distrust by authorities and lead to the reverse effects. Conversely, if taxpayers need 
enforcement to comply, then audits and fines are likely to exert deterrent effects (Kirchler, 
2007). In other words, voluntary compliance comes from taxpayers' trust in authorities, whilst 
enforced compliance is nurtured through the power of authorities to effectively conduct audits 
and impose fines (Kirchler, 2007).  

In a study by Alabebe (2012), factor analysis, multiple regression analysis and other statistical 
techniques have been used to analyse opinion survey questionnaire data of Nigerian 
respondents. The findings reveal that taxpayers' perception about tax service quality and public 
governance quality are significantly related to the compliance behaviour; and there is a 
moderating effect of taxpayers' financial condition on tax system/structure, moral reasoning, 
occupation and tax compliance behaviour.     

Bobek, Hageman and Kelliher (2013) explored the role of social norms in tax compliance 
behaviour with 174 experienced taxpayers as subjects. Factor analysis identified four distinct 
social norm constructs: personal norms and subjective norms directly influence tax compliance 
decisions whereas injunctive norms and descriptive norms have an indirect influence on tax 
compliance. 

5. Methodology 

This study applies the objective approach and quantitative method of research. The computed 
taxpayer compliance has a value of between 0 and 1 and is reliant on the amount of tax audit 
adjustment as determined by the audit officer. Zero denotes 0% (nil) compliance and 1 denotes 
100% (full) compliance. Hypotheses about the causal relations existing  between the factors of 
TC is tested and verified. It establishes the four-factor structure tax audit compliance construct 
model as well as inter-relationship effect between the compliance latent factors. Finally, two 
compliance models: the Tax Audit Compliance Construct (TACC) and an adapted Fischer TC 
model are presented to provide a reference for future research studies and tax administration.   

In brief, the major methods of statistical analysis are as follows. Data analysis using SPSS is 
initially conducted to test for correlation between the audit variables and taxpayer compliance. 
Factor analysis method is used to identify and order the factors (underlying concepts) and to 
examine the relationship within the group of these observed variables. SEM software ‘AMOS’ 
(confirmatory factor analysis) is used to verify the factor structure of the observed variables, and 
to confirm any inter-relationship between the latent constructs and taxpayer compliance .  

In exploratory factor analysis (EFA), variables that are highly correlated are related to a more 
general, unobserved concept known as factor. Principal components (extraction method) 
analysis is used to analyse the ordinal categorical data in which 7 out of 10 items are based on 
continuous variables, one is of ordinal type and two are binary variables. The observed variables 
are measured through the items as laid down in the questionnaire form. According to the SPSS 
software and as explained in Meulman and Heiser (2001), three types of categorical variables 
are relevant (for constructing principal components): (i) nominal variables (unordered 
categories); (ii) ordinal variables (ordered categories such as Likert scale), and (iii) numerical 
(count) variables (ordered categories such as age in years and income in $) with distances 
between categories that can be meaningfully interpreted (as cited in Ng, 2015, p.1142). 

There are two main conditions essential for factor analysis. Firstly, there need to be 
relationships among the variables. Secondly, the need to have an adequate sample size especially 
in relation to the number of variables, so that the resulting factors will be more reliable. In this 
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study, the sample size of 250 cases is sufficient to produce a reliable factor analytic solution, 
since it has at least 150-300 cases as suggested by Hutcheson & Sofroniou (1999). Comrey and 
Lee (1992) established that sample size of 50 cases is considered very poor, 100 is poor, 200 is 
fair, 300 is good, 500 is very good and 1000 or more is excellent. Nonetheless, sample size is 
less serious for factor analysis if the communalities of items with the other items are high or 
relatively high.  

As a starting point of factor analysis, the correlation matrix is checked for clusters of high 
correlations of above 0.3 between groups of variables (Tabachnick & Fidell, 2001). This 
correlation matrix is then compared to the matrix of zero correlations by the Bartlett Test of 
Sphericity which should show a small p value. The MSA (Measure of Sampling Adequacy) value 
is then obtained and a value over 0.8 is good but above 7 is acceptable for performing a valid 
factor analysis.  

There are a number of procedures designed to determine the optimal number of factors to retain 
in EFA. On selecting the appropriate number of factors to include in a model, one must try to 
balance parsimony (a model with relatively few factors) and plausibility (a model with sufficient 
factors to adequately account for correlations among measured variables). In fact, it is better to 
include too many factors (over-factoring) than too few factors (under-factoring) in a model. This 
is because major factors are normally accurately represented and extra factors have no 
measured variables loaded onto them. However, over-factoring should be avoided because it 
may lead researchers to put constructs with little theoretical value. On the other hand, if 
insufficient factors are included in a model, there is likely to be substantial error. Measured 
variables that load onto a factor but not included in the model can falsely load on factors that are 
included altering true factor loadings. This can result in rotated solutions in which two factors 
are combined into a single factor, concealing the true factor.  

Other important things to consider for EFA are as follows. The latent variables are identified by 
selecting the Eigenvalues criteria value of greater than 1. For factor loadings and communality 
value, the higher the value the better, higher values mean closer relationship. In contrast, the 
uniqueness value1 for each observed variable should be as low as possible. The acceptable level 
of variance explained by the model should be within the 60-70% margin. Factor rotation is 
carried out by using Varimax rotation to interpret the factors. Generally, an observed variable 
with a value bigger than 0.5 or smaller than -0.5 means that variable fits well with that factor. A 
loading of below 0.4 on each factor needs to be ignored. Finally, the latent factors or constructs 
are named.  In fact, by running factor analysis, the solutions are continually refined and 
compared until the most meaningful solution is reached (Tabachnick & Fidell, 2001).  According 
to Fabrigar, Wegener, MacCallum & Strahan (1999), regardless of the setting, within each 
analysis there are a range of choices and decisions the researcher must make to improve the 
accuracy of the factor analysis and to enhance the quality of the resulting solution. Nevertheless, 
the interpretation of the factor analysis results needs to be supported by strong theoretical and 
mathematical justification within the research context.  

6.   Analysis and Results 

This research is focused on examining and analysing a sample of 250 audited taxpayers in 
service tax compliance. IBM SPSS version 20 and AMOS version 22 are used for factor analysis 
and covariance-based SEM analysis respectively.   

6.1 Assessing the Path and Correlation Coefficients 

In assessing the measurement model, the first step is to examine the factor loadings. The path 
coefficients or the SEM standardised regression weights vary from the factor loadings (after 

                                                           
1 This value is 1-communality and it refers to the portion of the observed variable that cannot be predicted from the other 

variables (i.e. the latent variables). 
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rotation) for each variable as shown in the Table 1. The standardised factor loadings  across the 
four constructs (BF1, EF2, BF3, EF4) were above 0.5 for all items (ranging from .905 to .539)  
except for item ‘audit experience’ (.363) on BF3 and  item ‘annual taxable sales’ (.461) on EF4. 
However, these two items were retained due to its significance in relation to the remaining items 
in the respective BF or EF construct.  

 
6.2 Reliability of Measured Variables 

In SEM, the reliability of a measured variable is estimated by a squared correlation (R2) 
coefficient. Ideally, a CFA model should explain the majority of the variance (R2 > .50) of each 
indicator (Kline, 2011, p. 231). In practice, there are two major reasons why the low R-squared 
values (coefficient of determination) can be accepted. Firstly, low R-squared values are expected 
in any field that attempts to predict human behaviour such as taxpayer's behaviour because 
humans are fairly unpredictable. Secondly, important conclusions can still be drawn as the 
predictor variables are statistically significant. For e.g., there is a .132 change in the BF2 
response (output) for one unit of change in the predictor (input) 'audit experience' while holding 
other predictors i.e. ' age' and  'licensing experience’ constant (Table 2). 

 

6.3 Detecting Model Misspecification 

Standardised residuals refers to the estimates of the number of standard deviations the observed 
residuals are from the zero residuals that would exist if model fit were perfect. Values > 2.58 are 
considered to be large (Joreskog & Sorbom, 1993). By visual inspection of the AMOS output in 
Table 3, it can be seen that all the standardised residual values are below the cut-off point of 
2.58, thus it can be said that there is no statistically significant discrepancy between any two 
observed variables in the model.  
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The modification indices (MI) can be conceptualised as an X2 statistics with one degree of 
freedom (Joreskog & Sorbom, 1993). In AMOS, an MI or an expected parameter change (EPC) 
value is provided in the “Par Change” column, which represents the predicted expected drop in 
overall X2 value if the parameter were to be freely estimated in the next run; and MI values for 
each fixed parameters would automatically be equal to zero after MI has been done. The MIs 
and EPC statistics related to the hypothesised model are shown in Table 4. 

 

Table 4: Modification Indices and Parameter 

 

In Table 4, the parameters that make any practical sense are those representing error covariance. 
In this respect, the following  6 pairs of error terms have been free up that is e3 and e1, e3 and e2, 
e11 and e2, e11 and e5, e11 and e7, including e7 and e5; with their respective MI values.  

6.4 Validating the Measurement Model 

Using CFA model fit’s parameter estimates, each construct is tested for convergent and 
discriminant validity. Convergent validity of a construct is established by examining the Average 
Variance Extracted  (AVE)  and the Composite Reliability (CR)  by using  auto design by James 
Gaskin-the Excel Stats Tool Package (ESTP). As shown in Table 5, the AVE estimates across the 
four constructs range from 0.436 to 0.646 and the CR estimates range from 0.645 to 0.782.  It 
should be noted that although the AVE for BFOne and BFThree are below 0.500 both the CR 
estimates are above 0.600. This satisfies the Anderson & Gerbing (1988)  third criteria. For 
discriminant validity, there are no issues on the construct. 
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Requirements:  

1. Measurement model free from redundant items. 

2. Correlation between each pair of latent exogenous construct is < 0.85 

6.5 Final CFA Model (4-Factor Structure with 10-Item) 

Having considered all the salient points: namely the feasibility and statistical significance of all 
parameter estimates, the adequate good fit of the model, and the lack of any substantial 
evidence of model misfit; it can be concluded that the new four-factor model as portrayed in 
Figure 1 represents an adequate description of the taxpayer compliance structure for audited 
business entities. 

 
Figure 1: Measurement Model for CFA TACC Model 

(Standardised Regression Coefficients) 

6.6 Hypothesis Testing 

Firstly, the TACC structural model validity or first hypothesis is statistically tested by using CFA-
CMIN.  
 

 H0 : TACC is not a 4-factor structure comprising BTSF, ETAF, BTEF and ENCOF. 
 H1 : TACC is a 4-factor structure comprising BTSF, ETAF, BTEF and ENCOF. 
          Where TACC represents Taxpayer Audit Compliance Concept;  
                        BTSF   represents Behavioural Tax-System Factor;  
                        ETAF represents Economic Tax-Audit Factor;  
                        BTEF represents Behavioural Tax-Experience Factor; and  
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                        ENCOF represents Economic Noncompliance-Opportunity Factor. 
 

The test of the null hypothesis H0 as a 4-factor structure depicted in the path diagram yielded a 
X2 value of  24.067  with 25 degrees of freedom and a P-value (probability level) of .515 and 
greater than 0.05, thereby suggesting that the fit of the data to the hypothesised model is good.  
Therefore, it can be deduced that taxpayer audit compliance concept model is a 
multidimensional construct which consists of the 4 factors that is BTSF, ETAF, BTEF and 
ENCOF.  

Secondly, the inter-relationship or second hypothesis is statistically tested by using CFA results 
as shown in Figure 1.   

H0: There are no inter-relationship or causal relations existing among the factors of taxpayer 
compliance. 

H2 : There are  inter-relationship or causal relations existing among the factors of taxpayer   
         compliance. 
 

Similarly, the null hypothesis is rejected with a significance level of 0.05. Therefore, there are 
inter-relationship or causal relations existing among the factors of taxpayer compliance. 
 

6.7 Summary of CFA Model Fit 

The results of the CFA indicate that ten items load well onto four latent factors except for the 
factor loading of ‘audit experience’ which is quite low compared to the other nine. This is logical 
as this variable is subject to a random element i.e. probability of being audited. Freedman (1987) 
believed that the results of a path analysis depend for their validity on some underlying causal 
theory; if the theory is rejected, the interpretations have no foundation. Based on this premise, 
the adapted Fischer et al. (1992) Tax Compliance Model is put to test.   

6.8 Verification of the Fischer et al. (1992) Tax Compliance Model 

The relative low factor loading for item ‘audit experience’ suggests additional testing to ensure 
better generalisation of the results. Pearson correlation test revealed that there is a significant 
relationship between the nine audit variables and TC except for ‘audit experience’.  Therefore, 
the item ‘audit experience’ is removed from the new TC model. Henceforth, the verified Fischer 
et al. (1992) Tax Compliance Model resulting from this statistical analysis process is as depicted 
in Figure 2.    

 
Figure 2:  Adapted & Modified Fischer et al. (1992) Tax Compliance Model 
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7. Discussion 

Study on compliance is important as it affects our everyday life and behaviour. This study 
examines key factors of service tax compliance with different proxies for the economic NCO and 
behavioural TSS variables of taxpayer compliance. The hypothetical constructs are latent and 
measured indirectly through observed indicators or scores. This research thus offers new clues 
on the Taxpayer Audit Compliance Construct (TACC) model and the corresponding Fischer et al. 
(1992) adapted model.  

Cobham (2005) estimated that developing countries lose US$385 billion per year due to tax 
evasion.  This highlights an urgent need for more empirical research on tax compliance to 
improve our understanding of the two evils ‘tax avoidance and tax evasion’ in developing 
countries which are very heterogeneous (Fuest and Riedel, 2009). Furthermore, in pursuit of 
national economic, social goals in tandem, tax administration needs to shift to a voluntary 
compliance regime that is backed by both taxpayer service and enforcement strategies (Jenkins 
& Forlemu, 1993).  It should be noted that the costs and benefits associated with Government 
compliance projects such as tax audit programmes may influence the business firms’ decision to 
avoid, evade or pay taxes due.  Therefore, this study also seeks to provide a means to enhance 
voluntary TC and reduce future expected cost for the taxpayers.        

Last but not least, keeping historical service tax records (of indirect tax) is a useful, meaningful 
activity and work. Torgler, B (2007) supported this work and argued that: 

Though tax records are generally looked upon as a nuisance, the day may come when 
historians will realize that tax records tell the real story behind civilized life. How 
people were taxed, who were taxed, and what was taxed tell more about a society than 
anything else. (p. 21)  

This is certainly applicable to Malaysia, since the Service Tax Act 1975 was repealed beginning 1 
April 2015 and reintroduced on 1st September 2018.  

7.1 Summary of the Results 

In this study, data is drawn from 250 audited taxpayers; and a combined set of ordinal scale and 
categorical data is used to run factor analysis in SPSS. A Principal Component Analysis with a 
Varimax (orthogonal rotation method) is conducted on 10 questionnaire items (with scales of 
two to eight). The KMO measure of sampling adequacy suggests that the sample is factorable 
(KMO=.717). The factor analysis yields a ten-factor solution with a simple structure in which all 
factor loadings are more than .30; where three items load onto Factor 1,3, 4 while 2 items load 
on Factor 2. The first factor loads onto penalty on return, offence types and nature of offence; 
the second factor on tax audit outcome and deficiency claim amount ; the third factor loads on 
licence period, audit experience and age; and the fourth factor loads onto annual taxable sales, 
tax returns submission and position. The first factor is labelled as 'behavioural tax –system’ 
factor’ (BTSF); the second as 'economic tax-audit’ factor (ETAF); the third as ‘behavioural tax-
experience’ factor (BTEF); the fourth as ‘economic noncompliance-opportunity’ factor (ENCOF). 
All these identified factors are related to different aspects of taxpayer’s compliance and tax audit 
outcome as well.  

CFA is then conducted in which four latent factors and 10 observed variables for the underlying 
factor structure were found to be significant. The measurement model is tested positive for 
convergent and discriminant validity through Excel Stats Tool Package. This confirms that the 
audited Taxpayer Audit Compliance Construct (TACC) is a 4-factor structure consisting of BTSF, 
ETAF, BTEF and ENCOF.  

 

 



 

Asia Pacific Institute of Advanced Research (APIAR)                                     DOI: 10.25275/apjabssv5i1bus10 

 

 

P
ag

e1
1

2
 

8. Conclusion 

This study focuses on specific definitions and effective use of tax compliance variables or factors. 
It applies items relating to each of the respective factors that are derived from the literature on 
tax compliance.  In the questionnaire, since participants are not revealing their own (deviant) 
behaviour, the answers are likely to produce more accurate and reliable reports about non-
compliance. Even though, this research relies on a few items or variables (Torgler, 2005 and 
Wenzel, 2007) but validity and reliability have been successfully tested. Besides, the scale 
construction has withstood the test of factor analysis and the factor structure of the tax audit 
concept model has passed the CFA validation test.  Last but not least, the tested instrument and 
scales can be used in future tax audit surveys to collect data for similar research and analysis on 
taxpayer compliance in Malaysia or other countries, having a similar tax system, structure or 
policy implementation.    

An important step towards ensuring a higher tax compliance rate and tax revenue is by 
enhancing public confidence and trust in the Malaysian tax system. Public perception of fairness 
(Hofmann, Hoelzl, and Kirchler, 2008),  equitability, transparency in the tax administrative 
system, legitimacy of the state (Levi, 1989)   as well as the country’s economic growth and 
government spending priorities will affect tax compliance behaviour (CP Lamberton, 2013).  In 
addition, Bird (2003) stresses that irrespective of how good a tax policy is (in theory), or how 
good tax administration is (in practice), good results are only possible in a conducive 
environment for tax compliance and revenue enhancement. The political, economic, 
constitutional and legal environment, the tax administration, taxpayers, as well as or possibly 
collectively in-country realities, may impact on tax compliance.  

As a consequence, the government’s pro-compliance solution should focus on offering assistance 
to settle various tax compliance issues such as tax law complexities, tax debts or tax ruling; 
reduce social distance between the taxpayer and authorities, and make compliance easy for the 
honest taxpayers; which can indirectly cultivate a tax compliance habit and elicit voluntary 
compliance to improve the taxpayer compliance in the taxable service sector in Malaysia.  

The road to success starts at grass root levels from the local communities and local authorities, a 
bottom-up approach in solving the tax noncompliance issues. For instance, local authorities 
should undertake effective measures to improve taxpayer compliance such as: educating the 
public, improving taxpayer services and facilities, providing free tax advisory services - on 
simple tasks like preparation of returns to complicated tasks like application for tax exemptions, 
benefits facilities, advance rulings and so forth. In the case of frequent noncompliance taxpayers, 
the authorities can take full force of the law to enforce compliance which may increase long-
term level of taxpayer compliance. Nonetheless, incentives or prizes that reward positive 
changes in taxpayer behaviour can be used by tax authorities to encourage voluntary compliance 
as well as to enhance the taxpayer’s intrinsic motivation to comply (Bornman & Stack, 2015). 

9. Suggestion for Future Research 

 The 2012 tax audit compliance study could contemplate future analysis of indirect tax 
compliance survey in the form of a larger scale study such as national research, utilising 
supportive relational database or IBM SPSS Neural Network programme. Future research could 
build upon the survey results by investigating social noncompliance and compliance in other 
states or areas where the problems occur. Further investigation would relate to tax 
administration vis-a-vis regional practices. 

For the topic of tax audit, more research needs to be undertaken on the taxpayer’s audit 
perceptions of tax complexities, taxpayer services, fairness, tax aggressiveness and their 
satisfaction level after an audit, in order to have a more conclusive report on the implications of 
the tax authority’s tax audit policy, practices and strategic plans. In addition, further 
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investigation on the impact of tax audit on tax compliance is important such as on whether tax 
audit improves voluntary compliance and revenue collection. 
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