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Abstract: Corporate Tax Planning was identified as one of the activity routes to creative accounting
strategies in the prior literature review as well as a mechanism used by the companies to reduce tax
liabilities. The purpose of this study is to investigate the relationship between capital intensity, leverage,
audit quality, and financial distress as the financial determinants of corporate tax planning, proxied by
effective tax rates. The study used the financial data retrieved from Thomson Data stream which consists
of 43 Malaysian Listed Companies in trading and services for six years period from 2016 to 2021. The
final sample of 258 firm-year observations was analyzed using fixed effect model regression. This study
reveals that capital intensity, leverage, and audit quality have a significant relationship with the effective
tax rate. Thus, it can be concluded that financial variables and external monitoring are able to influence
the level of corporate tax planning.
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INTRODUCTION

Taxes are the major source of state revenue for the implementation of national development, as well as the key

driver of economic activity in powering governmental operations and providing for public amenities; therefore,

taxes can boost societal wealth and welfare (Maula et al., 2019). Tax system is also used as a method to increase

state income, promote economic expansion, stabilize the economy, and redistribute wealth (Hazir, 2019). It is

not only a fundamental mechanism for the fiscal system as it also influences corporate decisions, such as those

on accounting, financing, and investments. Furthermore, tax-related matters are critical to consider because

of their impact not just on the government and taxpayers, but also on third parties such as investors and other
financial reporting users (Edgley & Holland, 2021).
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Whether a company is listed or not, all Malaysian corporations must pay taxes. Furthermore, in 2001, the
Malaysian Tax Regulation modified the Official Assessment System (OAS) for corporations to the Self-Assessment
System (SAS) (Saad et al., 2014). The main difference between the OAS and the SAS is that, in OAS, taxpayers are
required by law to declare all necessary particulars pertaining to their income and expenses for that particular
year assessment and they need to submit the necessary returns along with all required supporting documents
to the tax administrator. The tax administrator is then responsible for reviewing all tax returns and issuing a
notice of tax liability. However, for SAS, it transfers the tax authority’s functions, particularly those linked to
analyzing business tax returns and determining corporate tax liabilities, to the corporate taxpayer. One of the key
motivations for transitioning from OAS to SAS is to educate corporate taxpayers and enhance their awareness
of their tax responsibilities. Having this SAS will provide a variety of opportunities for corporate taxpayers to
manipulate their corporate tax return in front of tax regulators. This situation differs with the government’s goal,
which is to encourage corporate taxpayers to pay taxes and obtain a better understanding of tax regulations by
having the SAS. These issues have been highlighted for educational purposes because if corporate tax planning
activities become aggressive, there would be a sustainability problem. Since corporate taxes are calculated using
financial statements, corporate taxpayers will perform corporate tax planning by utilizing tax incentives and
creative accounting strategies to minimize company’s tax burden. Therefore, the purpose of this study is to
investigate which financial determinants influence the level of company tax planning.

Corporate Tax Planning can be defined as a company’s efforts to lower its corporate tax burden in its business
transactions with tax authorities (Ftouhi & Ghardallou, 2020; Cooper & Nguyen, 2020). Arange of tax applications
described in the tax laws may be included in corporate tax planning, such as the federal government’s tax
incentive scheme for capital market companies (Dai et al., 2020; Sun et al., 2020). Every company in Malaysia has
used corporate tax planning to establish their capability to develop business strategies. Corporate tax planning
of company strategy is good in some aspects, but it will be problematic or become worse if corporate tax
planning activities are not controlled. Companies will engage in aggressive corporate tax planning actions as a
result of not controlling the activities. Besides, there are a few factors influencing corporate tax planning level
and the factors are capital intensity, leverage, audit quality, and financial distress. The corporate tax planning
level is actually equal to the Effective Tax Rate (ETR) or Actual Tax Paid (ATP) (Ado et al., 2021). In this study,
corporate tax planning level is utilized as a stand-in for tax planning. The corporate tax planning level, which
compares the amount of taxes paid by a business to its gross profit, is a fundamental summary measure of
tax performance. As it indicates the tax rate paid on the company’s income, the corporate tax planning level
generally serves as a gauge of the tax burden on the business. The corporate tax planning threshold has long
been a discussion point among policymakers and interest groups, particularly when discussing corporation tax
issues in tax reform discussions.

Capital intensity refers to a company’s investment activity that is tied to fixed asset investments.
The company’s non-current assets will be compared to its overall assets (Sonia & Suparmun, 2019). Due to
depreciation, non-current assets that make up a large portion of total assets could lower the company’s tax
obligation. When determining a company’s corporation tax burden, non-current asset depreciation directly
reduces its profit, and it will lower the tax burden. According to corporate tax regulations, this depreciation
is a deductible expense. As a result, high capital intensity might be a sign of corporate tax evasion (Nugrahadi
& Rinaldi, 2021). In the previous study, there is a significant positive relationship between capital intensity and
aggressive corporate tax planning (Sugeng et al., 2020). Aggressive corporate tax planning signifies that the
company has the lower ETR.
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Leverage is a ratio that calculates how much debt a corporation uses to finance itself. As a result of the
debt, interest will be charged. The interest expense incurred as a result of the debt will be subtracted from
the company’s net profit and utilized to reduce corporate tax later. If the firm relies on debt rather than equity
for operational activity, interest expense is deductible, but dividends are not. Companies that rely heavily on
leverage will have a low ETR. There is a positive relationship between leverage and corporate tax evasion
(Suciarti et al., 2020). Tax evasion means the company has a lower ETR or a lower level of corporate tax planning.

Audit quality exists when the auditor conducts an audit of the company’s financial statements, finds the
violation in the client’s accounting system, and then reports it in the audit report (Khamisan & Christina, 2020).
Audit quality refers to the acceptability of audits performed by auditors in accordance with defined audit
standards (Apandi, 2019). Audit quality is defined as the ability to improve the quality of a company’s financial
reporting, with high audit quality is predicted to increase investor confidence and cause the market to react
favorably if the financial statements are audited by qualified auditors (Khamisan & Christina, 2020). Furthermore,
the audit quality can be seen in the audit fees paid in the company’s financial statements. The greater the
expenditure on audit fees, the higher the level of corporate tax planning. Lestari & Nedya’s (2019) study proofs
that audit quality has a negative relationship with Tax Avoidance. Tax avoidance means the company has a
lower ETR or lower level of corporate tax planning.

Financial distress is seen as a form of measurement for the corporate failure, which can be determined by
the financial ratios. The financial state of a company will give better understanding of the company’s capacity to
continue operating, and the ability to predict the company’s failure. Financial distress might hinder a company’s
growth, where the companies must remain solvent under these conditions. Hence, companies may conduct
corporate tax planning to avoid paying tax. By paying a huge amount of tax, the cash flow of the companies
will be affected, which in turn reduces the earnings to be distributed to the shareholders. In this condition,
the shareholders will evaluate the financial stability of the companies, and this may influence their investment
decisions. Previous research has demonstrated a negative relationship between financial distress and corporate
tax planning. A study by Dang & Tran (2021) shows that financial distress has an impact on the level of effective
tax rate.

METHODS

This study examines factors influencing the level of corporate tax planning among trading and services industries
listed in Bursa Malaysia. Financial data were retrieved from Thomson Datastream from 2016 to 2021 to achieve
the research objective. The final sample excludes companies with incomplete financial information, and this is
to ensure a highly balanced data and account for inaccurate inference due to missing data, Next, companies
that are delisted from Bursa Malaysia during the period investigation are also excluded. In addition, companies
that change the accounting period during the year 2016 to 2021 were not included in the sample of study since
there was no financial data on the year that less than 12 months accounting period.

Table 1 represents the sample selection procedures, showing the final sample of 43 firms after excluding
negative pre-tax income, insufficient data, delisting companies, and company that change its accounting period
between 2016 to 2021. The balanced panel data analysis was based on 258 firm-year observations.

In line with previous research in the field of taxation, this study examines the viability of corporate tax
planning by utilizing ETR. The corporate tax planning was set as dependent variable and proxied by ETR, which
is computed using the corporate tax paid divided by the pre-tax income. Therefore, negative pre-tax income
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is excluded from this study since companies that incur loss will not have any significant value on the corporate
tax planning.

Table 1 Sample selection procedures (2016 to 2021)

Number of companies

Trading and services companies listed in Bursa Malaysia 191
Less: Companies with negative pre-tax income 114
Less: Companies with insufficient data 31
Less: Delisting companies from Bursa Malaysia 2
Less: Company that change its accounting period 1
Final sample 43

In achieving the research objectives, this study uses capital intensity, financial distress, leverage, and audit
quality as independent variables. The capital intensity is computed based on the proportion of fixed assets on
the total asset to determine how well the companies use their fixed assets in producing the income. Next, in
measuring the leverage, the long-term debt is divided by the total asset to assess the level of debt utilize by
the companies in purchasing their assets. For the audit quality, the common measure used by the previous is
the audit fees, since it will determine the level of work and effort exerted by the auditors. For financial distress,
this study uses the measurement developed by Altman (1968). Five key ratios consist of liquidity, profitability,
leverage, solvency, and activity used in the Altman model’s Z-score calculation as follows:

Z-Score = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5

Where:

X1 = working capital / total assets

X2 =retained earnings [ total assets

X3 = earnings before interest and tax / total assets
X4 = market capitalization / total liabilities

X5 =sales [ total assets

The panel data multivariate model, which incorporates the benefits of both the cross-sectional and the
time series models, E-Views, is used as the statistical tool in this study to analyze data that consists of a number
of companies over a period of time. To examine the associations between the factors that affect ETR, the
following model is employed:

ETRit = + B1Cl it + B2LE it + B3AQit-P4FDit + €

Where:

i = company, t = company’s financial years between 2016-2021,
Cl = Capital Intensity,

LE = Leverage,

AQ = Audit Quality,

FD = Financial Distress,

B is the coefficient of regression,

€ is the error term.
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RESULTS AND DISCUSSION

An overview of the data set is provided in this section to describe the main features of the financial information.
Table 2 presents the descriptive statistics, which consist of mean, maximum and minimum values of the final
sample. Based on the result, the mean for ETR, which is the proxy for corporate tax planning is 30.69%, the
minimum value of ETR is 26.85%, while the maximum value is 100%. This indicates that some companies paid a
much lower tax than others. The result also shows the details of the mean, maximum, minimum, and standard
deviation of Capital Intensity (Cl), Leverage (LE), Audit Quality (AQ), and Financial Distress (FD).

Table 2 Descriptive statistics of measurement variables

ETR Cl FD LE AQ
Mean 30.69189 0.309817 12.33127 0.176845 2446.407
Median 26.84874 0.290230 2.243171 0.142421 644.0000
Maximum 100.0000 0.850373 772.5382 0.524309 33300.00
Minimum 0.000000 0.012291 0.184115 0.000000 146.0000
Std. Dev. 18.65594 0.206133 57.14723 0.159042 4499.405

Accordingly, in accordance with the predetermined purpose of the study, the following regression analysis
demonstrates the significance and direction of the relationship between the financial variables and corporate
tax planning. The Hausman test is used to compare the effectiveness of different models. Based on the result of
Hausman test as shown in Table 3, the null hypothesis is rejected with the probability value of 0.00 that less than
5% significance level. Thus, fixed effects model regression is more appropriate than random effects regression.
As a consequence, the findings of the fixed effects model formed the basis for the discussion of the study.

Table 3 Hausman Test

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 85.280616 5 0.0000**

The regression results depicted in Table 4 reveal that capital intensity, leverage, and audit quality have a
significant relationship with corporate tax planning with the p-value less than significance level of 5%. However,
the financial distress did not have any significant relationship with corporate tax planning. The overall adjusted
R-squaredrepresents the model’s explanatory power at 0.990229. Theresult indicates that 99% of the dependent
variable (ETR level) can be explained by the independent variables (capital intensity, leverage, audit quality and
financial distress), which means only 1% is explained by the other factors that are not included in the regression
model. Next, the probability of the F-statistic of 462.4336 with the p-value of 0.0000 shows that the regression
result is statistically significant since it is less than 5% significance level.

The result shows that the capital intensity (ClI) has a significant positive relationship with ETR, which rejects
the H1. This indicates the capital intensity is able to positively influence the level of ETR. In other words, the
higher the capital intensity, the higher the tax paid by the companies. Therefore, it can be concluded that
companies with a large portion of fixed assets are not using the tax incentives effectively in reducing their
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ETR level (Panda & Nanda, 2020). The result of this study is similar to Kassim & Saad’s (2019). Next, leverage
(LE) has a significant negative relationship with ETR, which accepts the H2. This indicates that companies with
higher leverage will tend to have a lesser ETR and pay less tax. Therefore, companies that has a higher long-
term debt as compared to total asset tend to conduct effective tax planning using the interest paid to reduce
their earning, thus leading to lower taxable profit. The result is consistent with the studies conducted by Hazir
(2019) and Bubani¢ & Simovi¢ (2021).

In terms of audit quality, the result reveals there is a significant positive relationship with ETR. Thus, H3
is accepted. It is evident that the high quality of external auditors will result a high level of ETR. This can be
concluded that the external mechanism of audit quality is able to combat the aggressive corporate tax planning
activities. This is in line with Marzuki & Al-Amin’s (2021). Among all variables, financial distress does not have any
significant relationship with ETR, and the result rejects H4. The result indicates that companies that financially
facing financial difficulties will not influence their corporate tax planning activities. This is consistent with the
study by Dhamara & Violita (2018) and Nurdiana (2021), where they found that financial distress does not have
a significant impact on the level of ETR.

Table 4 Fixed Effects Model Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -10.35632 3.807245 -2.720160 0.0072
Cl 60.25127 12.82631 4.697475 0.0000**
LE -50.19642 18.12492 -2.769470 0.0063%*
AQ 0.001070 0.000378 2.828032 0.0053%*
FD -0.054265 0.074441 -0.728959 0.4670
Adjusted R-squared 0.990229 Durbin-Watson stat 2.518812
F-statistic 462.4336 Prob(F-statistic) 0.000000
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The cumulative sum (CUSUM) tests were used to determine the stability of the model parameters as
depicted in Figure 1. The lines denote the limits of the 5% confidence interval. The figures demonstrate that the
parameters are stable, with the sum of the squared residuals falling within the 5% significance limit. The CUSUM
graph shows that the model is stable at a significant value of 0.05, and the financial data is significant for further
analysis.

CONCLUSION

This paper examines the relationship between financial variables and corporate tax planning by analyzing 258
firm-years of trading and services industry listed in Bursa Malaysia for six years period from 2016 to 2021. Based
on the findings, it can be concluded that the accounting information in financial statements is able to influence
the level of corporate tax planning. According to this study, capital intensity and leverage ratio provide evidence
that these accounting numbers significantly affect the managers’ decision towards corporate tax planning
activities. Thus, companies must plan their tax effectively by applying tax incentives offered to them in reducing
the tax burden. Furthermore, external monitoring by auditors is important in combating the aggressive tax
planning activities and opportunistic behavioramong the managers. For future research, this study recommends
that the sample can be extended to other industries listed in Bursa Malaysia. Further analysis can be conducted
by comparing the level of corporate tax planning between industries. Moreover, a detailed analysis on which
financial variables are significantly influenced among each industry will provide a better insight for the policy
makers on the tax incentives provided to different industries. In addition, other determinants such as firm size,
research, and development activities can be added as independent variables.

ORCID

Zafierah Zainazor © https://orcid.org/0009-0004-3758-7594

Noor Emilina Mohd Nasir @ https://orcid.org/0000-0002-5734-2189
Norfadzilah Rashid @ https://orcid.org/0000-0002-6678-1052
Yunita Awang © https://orcid.org/0000-0002-5737-5546

REFERENCES

Ado, A. B., Rashid, N., Mustapha, U. A., & Ademola, L. S. (2021). The Impact of Corporate Tax Planning on the
Financial Performance of Listed Companies in Nigeria. International Journal of Economics, Management and
Accounting, 29(2), 273-297. available at: https://journals.iium.edu.my/enmjournal/index.php/enmij/article/
view/821

Altman, E. I. (1968). Financial ratios, discriminant analysis and the prediction of corporate bankruptcy. The
Journal of Finance, 23(4), 589-609. https://doi.org/10.2307/2978933

Apandi, R. N. N. (2019). The Phenomenon of Tax Planning in Indonesia: Effect of aggressive tax planning and
audit quality on tax shelter. In Proceedings of the 1st International Conference on Economics, Business,
Entrepreneurship, and Finance (ICEBEF 2018) (pp. 241-246). Atlantis Press.

Bubani¢, M., & Simovi¢, H. (2021). Determinants of the effective tax burden of companies in the Telecommunications
activities in the Republic of Croatia. Zagreb International Review of Economics & Business, 24(2), 59-76. http://
dx.doi.org/10.2478/zireb-2021-0011

Indonesian Journal of Sustainability Accounting and Management, 2023, 7(S1), 80-88



Financial Determinants of Corporate Tax Planning among Malaysian Listed Companies in Trading and Services 87

Cooper, M., & Nguyen, Q. T. (2020). Multinational enterprises and corporate tax planning: A review of literature
and suggestions for a future research agenda. International Business Review, 29(3), 101692. https://doi.
org/10.1016/j.ibusrev.2020.101692

Dai, X., Verreynne, M. L., Wang, J. H., & He, Y. (2020). The behavioral additionality effects of a tax incentive
program on firms’ composition of R&D investment. R&D Management, 50(4), 510-521. http://dx.doi.
org/10.1111/radm.12401

Dang, V. C., & Tran, X. H. (2021). The impact of financial distress on tax avoidance: An empirical analysis of the
Vietnamese listed companies. Cogent Business & Management, 8(1), 1953678. https://doi.org/10.1080/233119
75.2021.1953678

Dhamara, G. P., & Violita, E. S. (2018). The influence of financial distress and independence of board of
commissioners on tax aggressiveness. Advances in Economics, Business and Management Research, 55(6),
81-86. https://doi.org[10.2991/iac-17.2018.15

Edgley, C., & Holland, K. (2021). “Unknown unknowns” and the tax knowledge gap: Power and the materiality
of discretionary tax disclosures. Critical Perspectives on Accounting, 81, 102227. https://doi.org/10.1016/j.
Cpa.2020.102227

Ftouhi, K., & Ghardallou, W. (2020). International tax planning techniques: a review of the literature. Journal of
Applied Accounting Research, 21(2), 329-343. https://doi.org/10.1108/JAAR-05-2019-0080

Hazir, C. A. (2019). Determinants of effective tax rates in Turkey. Journal of Research in Business, 4(1), 35-45.
https://doi.org/10.23892/JRB.2019453293

Kassim, F. M., & Saad, N. (2019). Determinants of corporate tax avoidance strategies among multinational
corporations in Malaysia. International Journal of Public Policy and Administration Research, 6(2), 74-81.
https://doi.org/10.18488/journal.74.2019.62.74.81

Khamisan, M. S. P., & Christina, S. (2020). Financial Distress, Tax Loss Carried Forward, Corporate Governance and
Tax Avoidance. GATR Accounting and Finance Review, 5(3), 87-94. https://doi.org/10.35609/afr.2020.5.3(1)

Lestari, N., & Nedya, S. (2019). The effect of audit quality on tax avoidance. In Proceedings of the International
Conference on Applied Science and Technology 2019-Social Sciences Track (iCASTSS 2019) (pp. 72-76).
Atlantis Press. http://dx.doi.org/10.2991/icastss-19.2019.69

Marzuki, M. M., & Al-Amin, M. S. M. (2021). The effect of audit fees, audit quality and board ownership on tax
aggressiveness: evidence from Thailand. Asian Review of Accounting, 29(5), 617-636. https://doi.org/10.1108/
ara-11-2020-0179

Maula, H., Saifullah, M., Nurudin, N., & Zakiy, F. S. (2019). The Influence of Return on Assets, Leverage, Size, and
Capital Intensity on Tax Avoidance. AFEBI Accounting Review, 4(1), 50-62.

Nugrahadi, E. W., & Rinaldi, M. (2021). The Effect of Capital Intensity and Inventory Intensity on Tax Avoidance
at Food and Beverage Subsector Companies Listed on the Indonesia Stock Exchange (IDX). In International
Conference on Strategic Issues of Economics, Business and, Education (ICoSIEBE 2020), 163, 221-225.

Nurdiana, R. (2021). The Effect of Environmental Uncertainty and Financial Distress on Tax Avoidance with
Business Strategy as Moderating Variables. Eduvest-Journal of Universal Studies, 1(9), 943-951. https://doi.
org/10.59188/eduvest.v1i9.209

Panda, A. K., & Nanda, S. (2020). Receptiveness of effective tax rate to firm characteristics: an empirical analysis on
Indian listed firms. Journal of Asia Business Studies, 15(1), 198-214. http://dx.doi.org/10.1108/JABS-11-2018-0304

Saad, N., Udin, N. M., & Derashid, C. (2014). Complexity of the Malaysian Income Tax Act 1967: Readability
Assessment. Procedia - Social and Behavioral Sciences, 164, 606-612. https://doi.org/10.1016/j.
sbspro.2014.11.153

Indonesian Journal of Sustainability Accounting and Management, 2023, 7(S1), 80-88



88 Zainazor et al.

Sonia, S., & Suparmun, H. (2019). Factors influencing tax avoidance. In Proceedings of the 5th Annual International
Conference on Accounting Research (AICAR 2018), 7, 238-243. http://dx.doi.org/10.2991/aicar-18.2019.52
Suciarti, C., Suryani, E., & Kurnia, K. (2020). The Effect of Leverage, Capital Intensity and Deferred Tax Expense
on Tax Avoidance. Journal of Accounting Auditing and Business, 3(2), 76. https://doi.org/10.24198/jaab.
v3i2.28624

Sugeng, S., Prasetyo, E., & Zaman, B. (2020). Does capital intensity, inventory intensity, firm size, firm risk, and
political connections affect tax aggressiveness? JEMA: Jurnal llmiah Bidang Akuntansi Dan Manajemen, 17(1),
78. https://doi.org/10.31106/jema.v17i1.3609

Sun, C., Zhan, Y., & Du, G. (2020). Can value-added tax incentives of new energy industry increase firm’s
profitability? Evidence from financial data of China’s listed companies. Energy economics, 86,104654. https://
doi.org/10.1016/j.eneco0.2019.104654

Indonesian Journal of Sustainability Accounting and Management, 2023, 7(S1), 80-88





