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FOREWORD BY CHAIRMAN OF THE 

PROFESSIONAL ACCOUNTANTS IN BUSINESS 

COMMITTEE  

 
 

Datuk Mohd Nasir Ahmad 

 

The MIA is delighted to present to you the latest edition of The MIA Articles of Merit Award on 

Professional Accountants in Business (PAIB) 2014 e-book.  

 

In this e-book, you will find articles that are relevant and timely to the accountancy profession. 

The authors have conducted research in their area of interest and, have presented their findings in 

an easy to read manner. I believe, the articles will generate interest among the accountants in the 

commerce and industry, academia, public sector and internal audit.  

 

As you already know, the role of PAIB in the current business landscape is rapidly expanding. 

PAIBs are increasingly looked upon as someone who drives business growth and add value to 

their organisations. Therefore, PAIBs have to adapt to the fast-changing needs of business today 

and the latest global growth that is taking place in the accounting industry. 

 

To help meet these challenges, the Institute will continue to play its role in engaging with PAIBs. 

One such initiative that the Institute has embarked on since 2008 is The MIA Articles of Merit 

Award on PAIB. The objective of this award is to recognise authors for their exceptional articles. 

The authors have been judged for producing significant articles that contribute to the betterment 

of the accountancy profession in Malaysia.  

 

These articles were evaluated based on criterion such as the relevance and practicality of the 

subject matter, the originality of the subject, clear and concise presentation of the subject, 

technical soundness of the article and the timeliness of the topic.  

 

The articles presented are current and applicable to today’s dynamic and volatile business 

environment. I strongly encourage everyone to read and explore the ideas that are presented in 

the articles. 

 

Thank you. 
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MATERIAL FLOW COST ACCOUNTING: ‘GREENING’ CORPORATE 

GOVERNANCE AND THE BOARDS 

 

ABSTRACT 

 

Traditionally, discussions on corporate governance (CG) have focused predominantly on 

economic sustainability.   The focus of CG now, however, is broader; besides profits, companies 

are focusing on “the people” and “the planet”.  According to the Coalition for Environmentally 

Responsible Economies (CERES) in its “CERES Roadmap for Sustainability”, a sustainable 

company is one that has the necessary governance structures in place, extensive stakeholder 

engagement undertaken and standards and scope of public disclosure and transparency instituted. 

To follow the “Roadmap”, companies should embed sustainability issues in management and 

board structures, goal-setting and strategic decision-making, and engage in robust dialogue with 

stakeholders across the whole value chain.  Additionally, companies should regularly report on 

sustainability strategies and performance. Further, a sustainable company is one that embarks on 

achieving reductions in carbon emission and water use, procurement of renewable energy, 

improved energy efficiency and implementing a supply chain that meets high environmental and 

social standards. More importantly, companies are increasingly aware that a large part of their 

output consists of material waste (or non-product output).  In particular, material flow cost 

accounting (MFCA), an environmental management accounting (EMA) tool that has now 

become an international standard, ISO 14051, can help companies address environmental issues 

as well as improve their bottom lines.  Finally, to be proactive on environmental issues the tone 

of the corporate culture should be set at the top.  Top management commitment is essential, 

preferably at the board level.  Accordingly, companies should ensure that directors’ skill sets 

include risk management of social and environmental issues.  Most importantly, companies 

should realise that enhanced environmental performance can and will lead to improvement in the 

economic performance of the enterprise.  
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1. INTRODUCTION 

 

Traditionally, discussions on corporate governance (CG) have focused predominantly on 

economic sustainability. This is not surprising as CG issues have largely arisen out of accounting 

irregularities uncovered at prominent organisations, such as Enron, Tyco and WorldCom, and 

various other well-known companies. The focus of CG now, however, is broader; besides profits, 

companies are focusing on the “people” and the “planet”, a case of the 3Ps. Thus, CG is focusing 

not solely on economic sustainability but also on environmental sustainability.  

 

In fact, the 2013 KPMG report on CG and sustainability revealed that between 30% and 40% of 

the world’s largest institutional investors and asset managers systematically take into account 

management activities relating to social responsibility, environmental protection and corporate 

governance. Similarly, the PricewaterhouseCoopers survey on Gen Y employees in 2009 found 

that 86% of respondents “seek employers with social responsibility values that reflect their own” 

and that 77% would consider “leaving an employer whose social responsibility values were no 

longer in alignment with their own.” Given such evidence, can companies afford to ignore social 

and environmental issues?   

 

2. WHAT IS CORPORATE GOVERNANCE? 

 

The often quoted definition of CG is that of the Organisation for Economic Co-operation and 

Development (OECD, 2004).  In its preamble, CG is defined as follows: 

 

CG involves a set of relationships between the company’s management, its board, its 

shareholders and other stakeholders.  

 

CG also provides the structure through which the objectives of the company are set, and 

the means of attaining those objectives and monitoring performance are determined. 

 

The definition then moves on further to: 

 

Good CG should provide proper incentives for the board and management to pursue 

objectives that are in the interest of the company and its shareholders and should 

facilitate effective monitoring (OECD, 2004: 11). 



9 
 

Whilst the earlier paragraph makes reference to “stakeholders”, the last sentence refers only to 

“shareholders”. Accordingly, it is not surprising that traditionally, CG is all about focusing on 

shareholders, the bottom line and the share value of the firm.  That is, as indicated earlier, 

traditional CG puts emphasis on achieving economic sustainability. However, this perspective is 

slowly but surely changing as companies come to realise that balancing long term economic 

sustainability with social and environmental issues is indeed important. In other words, while 

traditionally a company’s focus was on profits alone, now it is on profits, people and the planet.   

 

3. WHAT CAN BOARDS DO?   

 

What does all this signal to boards of directors? It signals that they can no longer take a laissez 

faire approach to social and environmental issues. Companies must realise that people and the 

planet are assets and like all assets these should be managed. Ernst and Young (2012) in its report 

entitled “Leading corporate sustainability issues in the 2012 proxy season: Is your board 

prepared?” suggested that proactive boards should ensure that there exists substantive stakeholder 

engagement and disclosure. Two years earlier, in 2010, the Coalition for Environmentally 

Responsible Economies (CERES) came up with a broader framework: The 21st Century 

Corporation: The CERES Roadmap for Sustainability. The Roadmap actually provides guidelines 

for what a sustainable company should do to ensure sustainable development. According to the 

Roadmap, a sustainable company is one that has the necessary governance structures in place, 

extensive stakeholder engagement undertaken and standards and scope of public disclosure and 

transparency instituted. Essentially, the Roadmap contains 20 specific expectations for corporate 

performance that are categorised into 4 main perspectives: 

 

• Governance, 

• Stakeholder engagement, 

• Disclosure and 

• Performance. 

 

Whilst the Roadmap puts emphasis on all four aspects, this paper will primarily focus on the last. 

It is important that boards are aware of tools that improve both bottom line and environmental 

performance. Specifically, the paper will discuss Material Flow Cost Accounting. However, a 

brief discussion on the other three perspectives will be provided in order to appreciate better the 

role boards should play towards sustainability. 
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3.1 Governance 

 

On governance, the framework suggests that companies should embed sustainability issues in 

management and board structures, goal-setting and strategic decision-making. In the US, 

companies are increasingly instituting board level sustainability committees. While formerly, 

such committees were formed in response to scandals or lawsuits, currently such committees are 

being formed to reflect a conscious decision by organisations to devote board-level resources to 

sustainability issues. This proactive stance is the result of companies realising that sustainability 

practices may lead to decreased costs (hence increased profits) and also because sustainability 

issues provide companies with positive corporate branding. 

 

Essentially, a board-level committee is needed for the following reasons (Barnard, 2011; p. 212): 

i. it stimulates high-level attention to the goal(s) of sustainability;  

ii. it encourages competent oversight of in-house sustainability functions;  

iii. it provides a focal point for resource allocation decisions;  

iv. it emphasises the notion that environmental compliance is not a sufficient corporate goal 

v. it fosters education of committee members, and 

vi. it helps in branding a corporation as a moral leader. 

 

In 2012, two years after the Roadmap was issued, CERES conducted a survey to evaluate the 

progress of 600 U.S. companies along the road to sustainability. Of the 600 companies that they 

examined, 28 percent have instituted board oversight of sustainability issues, 39 percent have 

instituted management oversight and 23 percent have both. While this is indeed heartening, more 

needs to be done at the board level.   
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3.2 Stakeholder Engagement 

 

The Roadmap also suggests that companies proactively engage in robust dialogue with 

stakeholders across the whole value chain, and integrate stakeholder feedback into strategic 

planning and operational decision-making. Why stakeholder engagement? Engagement provides 

boards with a better perspective on stakeholders’ concerns. In fact, it is through stakeholder 

engagement that such companies as Microsoft, Apple Inc., and many others have addressed their 

social and environmental concerns successfully. For example, Microsoft was the first US 

company to require its suppliers to prepare sustainability reports annually. Apple Inc. and HP, 

again through stakeholder engagement, instituted programmes to improve tracking of suppliers’ 

compliance with internationally recognised human and worker rights. Additionally, KB Home 

and Pullman, two construction companies in the US, have successfully adopted efficient energy 

practices in new home construction. All the preceding examples were the result of substantive 

stakeholder dialogue. Are companies in Malaysia undertaking such substantive stakeholder 

engagement? 

 

3.3 Disclosure 

 

As far as disclosure is concerned, the CERES framework suggests that companies regularly 

report on sustainability strategies and performance. Disclosure will include credible, 

standardised, independently verified metrics encompassing all material stakeholder concerns, and 

detailed goals and plans for future action. Why is disclosure important? The very process of 

reporting puts pressure on companies to continuously improve their performance. More 

importantly, when businesses are forced to report on their environmental performance, they are 

compelled to be environmentally responsible. As information on the environmental impacts of 

their activities is made publicly available, firms would be inclined to want to portray the image of 

an environmentally responsible organisation. 

 



12 
 

Issuing sustainability reports demonstrates the seriousness with which companies are addressing 

these issues. Reports that address stakeholders’ concerns and indicate progress on social and 

environmental metrics further demonstrate accountability and also indicate how these practices 

are contributing to long term shareholder value. Disclosure is so pertinent that the UK’s 

Department of Environment, Food and Rural Affairs has announced that from April 2013 all 

companies registered in Britain and listed on the London Stock Exchange’s main market will 

have to publish details of their greenhouse gas emissions.  

 

In Malaysia, from 2007 onwards, Bursa Malaysia has required all listed companies to disclose 

four dimensions of accountability: responsibility towards the market place, the environment, the 

community and the workplace. Indonesia is very much at the forefront in this.  In 2007, a law was 

passed requiring companies involved in operations that affect natural resources to create, 

implement, and disclose CSR programmes. Later, in 2010, this was extended to all listed 

companies. All listed companies must report on the effects of their activities on society and the 

environment. Failure to do so necessitates an explanation for not disclosing this information. 

 

While attempts by developing countries such as Malaysia and Indonesia are indeed 

commendable, there are no specific guidelines provided. Malaysia, for example, has taken a good 

initial step in providing a framework, but that is too general. Specific to disclosure, CERES, in 

partnership with the United Nations Environment Program (UNEP), helped develop the Global 

Reporting Initiative (GRI), the Sustainability Reporting Guidelines for evaluating the economic, 

environmental, and social performance of corporations, governments, and non-government 

organisations. The latest GRI (GRI version 4) was issued in May 2013. An earlier version, 

version 3.1, was issued in 2011. While the GRI actually focuses on disclosing economic, social 

and environmental matters, other guidelines such as the ISO 26000 and SA 8000 provide a 

framework for the disclosure of social issues.  The GRI is a very comprehensive framework for 

disclosure purposes and most companies throughout the world are actually preparing their 

sustainability reports to accord with the GRI guidelines.   
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3.4 Performance 

 

According to CERES, performance is all about achieving reductions in carbon emission and 

water use, procurement of renewable energy, improved energy efficiency and having a supply 

chain that meets high environmental and social standards. In order to improve the environmental 

and social metrics across their operations, companies are now developing systematic, proactive 

responses to environmental matters. More importantly, companies are increasingly aware that a 

large part of their output consists of material waste (or non-product output).  For example, Nitto 

Denko, a manufacturer of adhesives for the electronics industry, had almost 33% of its material 

input as non-product output. Similarly, another Japanese company, Canon Inc., had a non-product 

output of about 32%. Closer to home, a Malaysian SME Alpha Enterprise (not its real name), an 

automotive parts supplier, had 55% of its material input as non-product output.  

 

Accordingly, companies realised that the key to improve productivity and profits is to manage 

waste. Essentially, proactive companies are now concentrating on reducing their material input in 

order to manage their waste. Such companies are now focusing less on the recycle and reuse 

concepts when addressing environmental issues.   

 

Material flow cost accounting (MFCA), an environmental management accounting (EMA) tool 

that has now become an international standard, ISO 14051, can help companies address 

environmental issues as well as improve their bottom lines. MFCA addresses the impact of a 

firm’s activities on the environment by using fewer natural resources and simultaneously 

increasing productivity and profits.   

 

4. MATERIAL FLOW COST ACCOUNTING 

 

MFCA, an EMA tool that is now widely used in Japan, has its origins in Germany in the late 

1990s.  In 1994, to address the challenges of sustainable development, the Asia Productivity 

Organization (APO) launched its Green Productivity (GP) project. Essentially, the GP project 

recommends that companies advance both economic development and environmental protection 

initiatives as their key strategies to ensure sustainable development.  Subsequently, in 2000, 

MFCA was first introduced in Japan (Kokubu et al., 2009).  
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In Malaysia, the Malaysia Productivity Corporation (MPC) plays an active role in the 

dissemination of MFCA information. Collaborating with the Japan Productivity Corporation 

(JPC) and APO, MPC has assisted with the implementation of MFCA in 5 medium sized 

enterprises (SMEs) in Malaysia. This project aims to develop local expertise in the area of Green 

Productivity with an emphasis on Material Flow Cost Accounting (MPC, 2011).   

 

MFCA traces the physical and monetary flows of materials in the production process. Thus, 

fundamental to MFCA is the twin concept of “material balance” and “material flow”. This stems 

from the fact that mass and energy can neither be created nor destroyed. The physical inputs that 

flow into a system should be equal to the physical outputs exiting from the system. Accordingly, 

materials input will exit as product or material loss (see Figure 1). The concept is simple. Given 

that wasted materials carry with them various other costs, if the company is able to reduce 

material input, then logically, there would be less non-product output and lower costs. 

 

 

         Figure 1: MFCA: Concept and Benefits (Kokubu et al, 2009) 
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   Figure 2: Conventional Cost Accounting and MFCA (METI, 2011) 

 

As indicated in Figure 2, conventional cost accounting generally does not attach any costs to 

material loss.  However, in MFCA, part of the conversion cost is also allocated to the non-

product output.  Thus, including the purchased cost of wasted materials of $2,800, the cost 

attached to material loss is actually $8,600. MFCA provides such information to management and 

thus motivates them to reduce waste substantially.  It is interesting to note here that in MFCA, the 

conversion cost is also allocated to material and this is done on the basis of its mass.  

Additionally, it must be remembered that this cost of $8,600 does not include the cost of 

additional storage, processing costs of wasted materials, administrative costs of processing waste, 

cost of machinery abrasion caused by wasted materials and labour costs for processing waste (see 

Figure 3).  These are “hidden” costs and such costs, if included, would have made companies 

more aware of its material waste. A classic example is the cost of ink waste at Southwire 

Company (see Figure 4). It was initially thought that the cost of wasted ink was just $50 per 

drum, i.e. the cost of disposing of each drum.  On closer examination, it was found that the cost 

was a massive $1300 per drum.  The company realised that it has (erroneously) not included the 

following costs in their initial calculation: 

� $819 in lost raw materials (ink, thinner), 

� $369 for corporate waste management activities, 

� $47 for internal waste handling activities, 

� $16 to pay a hazardous waste tax. 
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        Figure 3: “Hidden” Costs of Waste (University of Luneberg) 

 

 

           Figure 4: “Hidden” Costs of Waste: Southwire Company 
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Thus, for companies to put more emphasis on waste reduction, they would have to, in the first 

instance, determine waste cost correctly. However, determining all the “hidden costs” may be 

challenging. Accordingly, proponents of MFCA have suggested that at the initial stage of MFCA 

implementation, it would suffice if the company focuses on just the purchased cost of wasted 

materials and the allocated conversion costs to determine cost of material loss. 

  

According to Kokubu and Kitada (2010), while ISO 14001 may be effective in reducing a 

company’s environmental impact, it need not necessarily improve a company’s bottom line (at 

least in the short term). However, MFCA, as evidenced by various cases studies (e.g. Kokubu and 

Nakajima, 2004; Jasch, 2009), has indeed enabled companies to achieve better economic and 

environmental performance. In other words, MFCA enables companies to simultaneously address 

their environmental issues and increase their profits (see Figure 4).  Elaborating further on the 

usefulness of MFCA, Kokubu and Kitada (2010) gave the example of a lens manufacturer in 

Japan. The company proudly announced that out of 100 pieces of material input, 99 come out as 

finished products.  Given this, they erroneously concluded that the production yield ratio was 

99%. This almost perfect ratio stems from the fact that defective products were regarded as losses 

generated from the production line and that such losses resulted from the design of the product 

and the given standard production processes. However, when MFCA was implemented and the 

company focused on the material input that comes out as product and non-product (waste) 

outputs, the yield ratio was only 68%. Thus, 32% of material input still ended up as waste.  

 

Kokubu and Kitada (2010) added that companies generally do not focus on wasted materials for 

two main reasons. The first reason is that the material input and output falls within the permitted 

range of standards or estimates, and the second reason is that the estimated revenue covers such 

waste. This is precisely what happened to the lens manufacturer in Japan. The authors further 

argued that in conventional production and cost management, the difference between input and 

output which is permissible in terms of standard design is normally regarded as an “inevitable 

loss”. MFCA, on the other hand, quantifies this “inevitable loss” that conventional production 

and cost management have overlooked. Such is the advantage of MFCA. Further, MFCA enables 

companies to focus on efficiency and productivity by identifying opportunities to reduce their 

relative consumption of materials.  Essentially, what MFCA does is to focus on material inputs 

and outputs. However, the tool is not a panacea. Thus, MFCA can be likened to an X-ray. Once 

the results from the X-ray are obtained and there appears to be a problem (in this case, the wasted 

materials); it is up to the company to decide what it is going to do about it. Thus, MFCA only 

points to where the wastes are generated.  Subsequent steps involve kaizen activities.  
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5. CONCLUSION 

 

Given that stakeholders are increasingly turning their attention to social and environmental 

matters, forward thinking boards should facilitate substantive stakeholder engagement and 

provide robust sustainability reporting. They should be proactive on environmental issues, 

leading their companies to understand and manage their environmental costs, introduce waste 

minimisation schemes, understand and manage lifecycle costs, measure their environmental 

performance and embark on a strategic approach to environment-related management. They 

should move away from a “traditionalist” approach to that of a “revisionist” approach.  

 

The “traditionalist” approach perceives the relationship between environmental performance and 

economic performance in terms of the uniformly negative tradeoff between additional costs and 

profitability (Friedman, 1962). Thus, environmental management activities result in additional 

costs to the company and subsequently, lead to poor economic performance.  The “traditionalist” 

viewpoint is consistent with a company’s primary focus on short-term profits.  This “short-

termism” is no longer sustainable because it seriously restricts the company’s ability to take 

advantage of any economic opportunities that come with environmental abatement activities 

(Schaltegger & Synnestvedt, 2002).  

 

By contrast to the “traditionalist” approach, the “revisionist” viewpoint perceives environmental 

protection activities as a source of competitive advantage and economic opportunity. This is 

primarily because the “revisionist” approach recognises that environmental protection activities 

lead to cost savings and increased sales due to more efficient processes, lower costs of 

compliance and new market opportunities (Porter and van der Linde, 1995). In other words, good 

environmental management can provide opportunities for reducing costs (and hence increase 

profits).    

 

Any shift toward a “revisionist” approach by which both environmental and economic 

performance may be achieved must be led from the top, preferably at the board level. Given this, 

companies should ensure that directors’ skill sets include risk management of social and 

environmental issues. Proactive boards should be aware of internationally recognised tools such 

as MFCA that can facilitate their companies’ enhanced environmental performance while 

improving their economic performance. Figure 5 presents MFCA’s contribution to sustainable 

development.   
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Boards should realise that corporate governance can no longer focus on profit alone but must now 

widen their vision to encompass the 3 Ps of people, planet, and profit. Most importantly, boards 

must recognise the positive relationship between the social, the environmental, and the 

commercial aspects of a business. As Malaysia’s former Director General at the Department of 

Environment, Datuk Hajah Rosnani Ibarahim, once said,  

 

“Doing well and doing good are not separate ideas. Corporations can deliver 

superior returns to shareholders by getting actively involved in the social and 

environmental spheres of business.” 

 

 

Figure 5: MFCA’s contribution to sustainable development (METI, 2011) 
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TAXATION OF HIGH INCOME INDIVIDUALS IN MALAYSIA: FINDINGS FROM 

‘ELITE’ INTERVIEWS 

 

ABSTRACT 

 

Motivation of Study and Research Objectives: Worldwide, high income individuals (HIIs) 

pose significant challenges to the tax administration system. In Malaysia, based on the 

Organisation for Economic Co-operation and Development (OECD, 2013) definition, HIIs are 

persons with an aggregate income of more than RM 1 million or  assets worth RM 5 million or 

both income and assets of more than RM 5 million. As tax affairs of HIIs are generally complex, 

they engage practitioners to do aggressive and abusive tax planning to minimise or avoid paying 

tax. Hence, these tax compliance behaviours have somewhat impacted the integrity of the tax 

system. At the time of this study, little is known about tax compliance behaviours of HIIs in 

Malaysia. Instigated by the growing concern of taxation of HIIs, this study aims to solicit the 

views of tax executives and directors on (i) tax non-compliance behaviors of HIIs and (ii) how to 

impose tax on HIIs in Malaysia. 

 

Research Methodology: An elite interview method was used to collect data. The target subjects 

were ‘elite’ individuals who are considered to be influential, prominent, and/or well informed on 

tax administration.  The Chief Executive Officer (CEO) of the Inland Revenue Board Malaysia 

(IRBM) and three tax directors of the IRBM were interviewed.  

 

Main Findings and Conclusion: The CEO and tax directors acknowledged that HIIs in Malaysia 

often try hard to minimise taxes by using 1) tax avoidance schemes via tax havens, 2) offshore 

transactions via transfer pricing mechanisms and 3) deliberately avoiding proper records. HIIs 

hired practitioners to carry out both aggressive and abusive tax planning. Although aggressive tax 

planning is legal in the eyes of the law, it is morally wrong according to the CEO. Whilst abusive 

tax planning is tax evasion, which is definitely illegal, it is hard to detect when taxpayers exploit 

the loopholes in tax law. All interviewees shared the same opinion that the time has come to tax 

HIIs (millionaires and billionaires) at a higher rate than the lower income groups. It is suggested 

that the policy makers design a new tax model to impose tax on HIIs to increase tax revenue.    
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1. INTRODUCTION 

 

In recent years, the opinion that HIIs should pay more taxes than lower income individuals has 

received much attention. This was first raised by the Organisation for Economic Co-operation 

and Development (OECD) in 2008. It was argued that HIIs posed significant challenges to tax 

administration because they have more complex tax affairs and also the resources to engage 

practitioners for aggressive and abusive tax planning to minimise and avoid paying tax. This has 

resulted in their tax compliance behaviour which has a severe impact on the integrity of the tax 

system (OECD, 2013). OECD (2013) urged all tax administrators to set up a special unit to 

service the HIIs to facilitate tax compliance. Subsequently, in 2013, the issue on HIIs and 

taxation was again discussed in the Commonwealth Association of Tax Administration (CATA) 

and the Inter-American Centre of Tax Administration (CIAT). CATA pointed out that HIIs are 

less compliant in their tax affairs; this is driven by a range of factors which include the amount of 

tax at stake, the wealth and increasing number of HIIs and the potential impact of their non-

compliance behaviors on the community. CATA also recognised that HIIs’ behaviour are linked 

to the scale and complexity of their business, personal and tax arrangements (domestic and 

international), access to more sophisticated tax products, offshore opportunities and by more 

varied sources of income, giving more possibilities for planning (OECD, 2008). This issue was 

further raised at the 5th IMF-Japan High Level Tax Conference for Asian Countries in Tokyo. A 

session was devoted to taxation of HIIs and how to confront tax avoidance and evasion by these 

individuals.  

 

In addition, Forbes has, for more than a quarter of a century, been tracking the fortunes of the 

richest people in the world. Forbes (2013) reported that the world’s richest individual is Bill 

Gates, whose net worth is USD 77.1 billion. In the year 2013, it was stated that the United States 

tops the list of richest people in the world representing USD 2,151.40 billion in net worth. In the 

United Kingdom (UK), Bennett (2014), reported that the number of taxpayers earning more than 

1 million pounds a year has almost doubled in the past two years. Due to the increase in wealthy 

individuals, the tax agency, Her Majesty’s Revenue and Customs (HMRC) in the UK has set up 

its own special unit to deal with the complexities and the increase of HIIs. It was reported that 

HMRC had set up its own unit to improve the understanding of different taxpayers’ behaviours, 

help HIIs to have the appropriate and right tax affairs and to pursue individuals who break rules 

and regulation (Randall, 2013). 
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Similarly, Knight Frank Research’s Wealth Report (2013) stated that the number of individuals 

with assets of more than USD 1 billion had also increased to 18 from 14 in the year 2012. The 

number of HIIs in Malaysia is expected to rise by 51% in the next 10 years (Frank, 2013). 

Meanwhile, Malaysia aspires to become a high income nation by 2020. To meet the country’s 

Vision 2020, extra attention is needed to deal with HIIs in Malaysia as HIIs would contribute 

relatively more tax compared to other cohorts. Besides, Malaysia has suffered deficit budgets in 

the past fifteen years since 1999. Coupled with the recent incidences of flights MH370 and 

MH17, there is a dire need for the government to find ways to raise more revenue to fund public 

expenditure. As of 2014, the CEO of IRBM has set the target to collect RM140 billion of tax, and 

HIIs would be the most appropriate targets to impose higher tax. The IRBM could set its focus to 

collecting more revenue from HIIs. However, little is known about tax compliance behaviors of 

HIIs in Malaysia and how to impose tax on HIIs at the time of study. Prompted by these growing 

concerns of taxation of HIIs, this study aims to solicit the views of tax executives and directors 

on (i) tax non-compliance behaviours of HIIs and (ii) how to impose tax on HIIs in Malaysia. 

 

2. RESEARCH METHOD 

 

An elite interview method was used to collect data. Marshall and Rossman (1999) noted that 

“elites often contribute insight and meaning to the interview process because they are intelligent 

and quick-thinking people, at home in the realm of ideas, policies and generalizations (p.114). 

Hence, the target subjects were ‘elite’ individuals who are considered to be influential, 

prominent, and/or well informed people in tax administration.  Four Individuals were selected for 

the interviews on the basis of their expertise and experience in dealing with HIIs. At the outset, 

an elite interview was conducted with Tan Sri Dr. Mohd Shukor bin Hj. Mahfar, the Chief 

Executive Officer (CEO) of IRBM on 25 March 2014 at its headquarters in Cyberjaya. To gain a 

different view, on the same day, a face-to-face interview was also conducted with Datuk Mohd 

Nizom bin Sairi, Director of Investigation. Subsequently, on 27 March 2014, two elite interviews 

were conducted with Mr. Abu Tariq Jamaluddin, Director of Dispute Resolution and Mr. Mohd 

Jaafar bin Embong, Director of Collection Branch. Twelve open-ended questions were posed to 

each of them personally. Section 3.0 presents the Questions and Answers.  
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3. FINDINGS FROM THE ELITE INTERVIEWS 

 

The findings from the elite interviews are presented next: 

 

Q1: How do you find the level of non-compliance in Malaysia?  

 

Tan Sri Dr. Mohd Shukor Hj. Mahfar (Tan Sri): There are four stages of compliance: i) 

registering as a taxpayer, ii) submitting return forms, iii) declaring correctly and iv) making 

payment. The level of non-compliance varies according to the segmentation of taxpayers. 

Compliance amongst SMEs is high across all 4 compliance stages. Salaried workers and 

companies are very good across all 4 steps of compliance. 

 

Datuk Mohd Nizom Sairi (MNS): The non-compliance level is 20% to 30%. The level of non-

compliance for developed countries is around 10% to 15%. The compliance level in Malaysia is 

not considered to be good enough. Based on total revenue collection as the compliance indicator, 

there is still a lot more to improve. 

 

Mr. Abu Tariq Jamaluddin (ATJ): I find the level of non-compliance in Malaysia unacceptable. 

My observation is based on the increase in the number of cases in the courts. Since the 

introduction of self-assessment, taxpayers, in preparing their return are relying extensively on the 

advice of tax agents. Despite such practice, returns were submitted wrongly and penalty was 

imposed. As such in cases where taxpayers were not represented by tax agents, it could safely be 

said that the possibility of making an error by a taxpayer, either intentionally or unintentionally is 

higher. There were a number of cases where the penalty was confirmed by the court. Penalties 

show that taxpayers had omitted or understated their income. I'm of the view that omission and 

understatement of income in the return is non-compliance. 

 

Mr. Mohd Jaafar Embong (MJE): Non-compliance is about 25% and 75% is the compliance level 

based on submitted returns. In terms of payment, there is about 25-30% of non-compliance and 

70-75% compliance; sometimes only half payment or no payment is made after the submitted 

returns.  
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Q2: How about the level of non-compliance among HIIs in Malaysia, especially those who 

are self-employed? 

 

Tan Sri: Could be high when it comes to correct declaration of taxes. Their business affairs are 

relatively complex, especially with the borderless financial system. They also have the means to 

employ tax advisers to minimise taxes. These tax avoidance schemes sometimes can encroach 

into tax evasion, a serious form of non-compliance. 

 

MNS: In terms of compliance level, it is not good enough. Usually, once a business grows big, the 

business will convert to Limited Company. Then the non-compliance individual level will shift to 

company level. The level of compliance among self-employed individuals is much lower than the 

salaried group. 

 

ATJ: Among the HIIs in Malaysia, admittedly there were fewer cases in the courts which 

involved them. This could be due to the cost factor in engaging lawyers to deal with the dispute. 

Nevertheless, I believe that the compliance level is much lower as compared to company cases. 

This could be due to the difficulty in understanding the complexity of the law itself. Without 

proper advice, individuals will tend to file an incorrect return. 

 

Q3: In your opinion, what is the current status of HIIs and tax evasion? 

 

Tan Sri: Quite high, because I consider it as an open secret. Of course, the burden of proof lies 

heavily on tax authorities because of the complexity of their affairs. One indication of this is the 

recent trend among tax authorities to set up a dedicated unit for HNWI taxpayers. This is good 

because investigation can be done under one roof instead of separately. 

 

MNS: Currently, in my opinion the level of non-compliance among HIIs is still around 25% to 

30%. 
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ATJ: In my opinion, HIIs, especially those who are self-employed, have the tendency or 

opportunity to evade tax. This could be due to failure in keeping proper records of all business 

transactions. As records are essential to determine the correct amount of income or expenses to 

be declared, such a failure would probably make the taxpayer file an incorrect amount of tax 

upon estimation. Recent issues in the courts have been on this problem of failure to keep records. 

I believe the failure was intentional to take advantage of the estimate that would be made if 

discovered by the authority. An estimate does not reflect the correct amount of tax to be paid by 

the individual. Taxpayers could conceal or destroy important documents. 

 

MJE: Individuals with high-income salaries employ the scheduled tax deduction. For self-

employed individuals, their level of compliance is lower compared to companies. For the self-

employed, it is not compulsory to submit an audited report, compared to a company. Now, it is 

very popular among online businesses; they don’t declare income but have a lot of assets. 

Sometimes, they are involved in the underground economy. This has to do with traders and night 

markets. Some of them do well in their business. 

 

Q4: In your opinion, what are the factors that have prompted these HIIs to deal with the 

risk of tax evasion?  

 

Tan Sri: They have the motives and the means to do so. They earn a lot, so it is worthwhile to 

evade tax. It is also a well-known secret that tax havens actively promote their services to these 

people. The risk of being caught is low because enforcement of taxes (in cross-border terms) is 

not well regulated. 

 

MNS: Their perception is based on what they see and hear. Peer group influence and perception. 

 

ATJ: Perceived risk of being caught. 

 

MJE: Our law itself. Based on our records, there is only one individual in Alor Setar who was 

sent to jail (criminal) for 1-2 days. However, only after the court order, he paid and didn’t go to 

jail. There is no publicity for those who are involved in tax evasion. We have a basis 

infrastructure but no enforcement. When we do enforce the law, there are a lot of objections from 

politicians and business players.  
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Q5: What do you think is the perception of equity and fairness among HIIs? 

 

Tan Sri: The general public thinks the sharks (jerung) always get away scot-free in terms of 

compliance with the law, while the small fry (bilis) always get caught and punished. This is, of 

course, not true. We have pursued HIIs, but on a case-by-case basis (i.e. not systematically). 

However, we are not allowed to publish details of an individual’s tax affairs. 

 

MNS: Perception of the tax system. This group of taxpayers would not deny that the Malaysian 

tax system is a good and fair system. Perception is distorted based on what they see. For example, 

those being audited think that’s not fair but those who aren’t audited are happy. In that sense, 

they don’t realise they have received something in return and contributed their achievement to the 

government. In this country when the government announces something, it sounds like the 

monies are going to the government. In some countries, it is claimed as taxpayer revenue. 

 

ATJ: I think the perception about HIIs who are self-employed is that the authorities have failed to 

ensure that they pay the correct amount of taxes. Thus, this has led to the issue of fairness for 

other individual taxpayers who are not in that category but have to pay taxes from their relatively 

small income.  

 

MJE: Fairness of tax should be imposed on them. The government should conduct research on 

tax brackets. The tax rate is maintained for high income earners. For the time being, this high 

income group is considered very lucky. Prior to this, the IRBM didn’t see this issue as a problem. 

The information center should gather the relevant law (proposal) by 2020. At least something is 

moving forward. In this situation, information is money now. Information is very critical. There 

is quite a lot of enforcement but the wrongdoers are not charged as criminals. 

 

Q6:  In your opinion, based on tax audit and investigation experience, what are the 

attitudes of high-income individuals toward tax non-compliance? 

 

Tan Sri: For them, tax is just another cost or expense. So it’s ok to try to minimise taxes, 

especially when using schemes that are legal. 

 

MNS: Nobody likes to pay tax. But, if they are found guilty, once we catch on to them, they will 

try to settle and move on. As much as they can, they will try to not pay tax. If they can afford to 

pay, they will not question. 
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ATJ: I'm not involved in audit or investigation activity, so I can't comment on their attitude 

during audit. However if the case is brought to court, an individual would always determine that 

he/she has managed his/her tax affairs in accordance with the law. 

 

MJE: Some of them have given serious attention. When it comes to non-compliance, they give 

excuses because of the Schedular Tax Deduction. They would come and discuss when we have 

imposed a penalty and a reminder. Some of them have kept very good records and filed 

accordingly. There is a very small group who would ignore the reminder or penalty completely. 

When they are about to retire and leave Malaysia, then that is the time when they will appeal. 

 

Q7: In your opinion, what are the channels or methods used by high-income individuals in 

Malaysia to avoid being taxed? 

 

Tan Sri: Tax havens and especially those with a strong tradition in banking secrecy. 

 

MNS: Taxpayers do not keep a complete record. We have rules that require every business to 

keep a record; and if they don’t, they will be charged. But we don’t implement this practice 

properly. We must correct this practice. We have laws for those who do not keep proper records. 

But we don’t charge them. Usually, we use alternative methods if taxpayers don’t submit their 

records. For certain laws, we have to look at the public environment. If the compliance level is 

very low, certain laws are not suitable to enforce. To improve the level of compliance, we have to 

start to enforce the law. For example, some countries have cash register machines audited. This is 

not based on an alternative method. Taxpayers have the perception that they cannot be detected, 

and if detected, auditors cannot trigger/find all the hidden information. We have to change the 

mentality of all taxpayers through the enforcement of all necessary laws. 

 

ATJ: In my opinion, by not keeping proper records. 

 

MJE: Sometimes they declare income and expenses that do not match their lifestyle. Deliberately 

under declare and don’t declare at all. Sometimes they just declare and don’t pay. Some tax 

agents just obtain the amount taxpayers want to pay. Such is the attitude of certain taxpayers. 

Some don’t submit records.  
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Q8: How can HIIs be taxed equitably? 

 

Tan Sri: We only have, at the moment, income tax as a tool. GST will be introduced to reflect the 

concept that those who consume more, the wealthy, should pay more. Some countries have other 

ways to tax the wealthy, e.g. capital gains tax and inheritance tax. 

 

MNS: There are two schools of thought, vertical or horizontal equity. On one hand, if you tax 

HIIs at a higher rate, this will discourage people from working hard. A study must be done based 

on population and income. The threshold of a quarter million percentage is considered big, so we 

should have a higher tax rate. Compared to the US high income level, the concept scale rate is the 

same. Our higher scale rate should be revised. But the trend in our tax rate schedule is that the 

maximum level will be reduced. The perception of taxpayers is: “why I should be taxed more, 

when I work harder?” 

 

ATJ: I think it is to make sure that they pay the right amount of tax. 

 

MJE: IRBM’s Strategic Planning proposed 360 degree profiling of all taxpayers in 2016. All 

Malaysian citizens must have a database whether they are in the tax bracket or not. From there, 

we can conduct an assessment whether the individuals are eligible to be taxed or not. Indirectly, 

each and every citizen can be monitored. Australia has done it. We need the basic information to 

curb the black economy. 

 

Q9: In your opinion, at what tax rate should HIIs be taxed (tax bank/tax scale)? 

 

Tan Sri: It is difficult to find a balance. If it is too low, the tax becomes regressive/doesn’t do any 

social justice.  If it is too high, it will drive those individuals out of the country, resulting in brain 

drain and this may cost our country in the long term. 

 

MNS: There must be a study done from the population. It must be fair and balanced. 

 

ATJ: In my opinion, our tax rates are moderate and good enough. 

 

MJE: The high income tax rate should be maintained, if GST is in place. Only reduce the lower 

tax bracket. A higher tax rate is only for billionaires, and we as tax authorities must be the first to 

propose this.  
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Q10: In your opinion, when should Malaysia impose HIIs tax?  

 

Tan Sri: Maybe the tax brackets should be revised; the top brackets no longer reflect the 

difference between the well off, the rich and the super-rich.  Otherwise, the current domestic tax 

regime is ok. But we need better enforcement, greater information sharing internationally and 

more sophisticated knowledge of tax schemes. 

 

MNS: It is not a suitable to impose HIIs’ tax at this point of time because GST will be 

implemented. Direct tax will be reduced. Each individual will pay more consumption tax. Higher 

income individuals are taxed in the context of consumption rather than equitability. I prefer a 

lower tax rate for direct tax and implement consumption-based tax. 

 

ATJ: For the time being it is good enough. With the implementation of GST, we should not 

impose other taxes for these categories. 

 

MJE: Every two years, there should be a revision. The reduction is only for lower income 

earners. If the government announces that it is going to impose GST, we should only revise the 

middle and lower income rates, but should maintain or revise the tax rate for high income 

earners.  

 

Q11: In your opinion, what are the most pertinent issues faced by tax authorities when 

dealing with tax non-compliance? 

 

Tan Sri: Information. Quality and timely information are the best tools for any tax authority. 

 

MNS: Coverage. Seen and felt. Coverage is not up to the optimum level in terms of enforcement. 

Coverage to deal with non-compliance is still moderate. 

 

ATJ: In my opinion, the most pertinent issue is to effectively detect non-compliance among 

taxpayers. Co-operation between the agencies, especially the central bank, is still on a case-to- 

case basis. Suspicious transaction reports are still not readily available to the tax authority. Once 

the report is available, the task of the tax authority will be easier. 
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MJE: Lack of understanding regarding tax matters by taxpayers’ needs assistance from 

relationship officers to representatives as our partners to communicate with taxpayers, especially 

individuals who are doing business. They can be represented by their own community, similar to 

what we do for the salaried group. 

 

Q12: What are the strategies to improve tax compliance among high-income individuals?  

 

Tan Sri: Good service to them is essential. Costs of compliance should be minimised. Individuals 

are also very mobile, so timing is important –must engage from the start. Increase in enforcement 

activities. To strengthen our info-gathering networks (both international and domestic). Malaysia 

has tried to adopt global best practices. In terms of HIIs, we are just beginning to develop an 

integrated strategy. This will begin with a definition and criteria for High Net Worth Individuals 

(HNWS) or HIIs and the setting up of a unit dedicated to this category. 

 

MNS: Strengthen enforcement for taxpayers, so that enforcement is seen and felt. Strategy wise, 

this must be in line with other tax authorities. Tax evasion is seen as a serious offence. We should 

impose a higher penalty and move towards prosecution. How fast we handle these issues is based 

on how effective we are to become a developed country. This depends on taxpayers’ perception 

and the tax authority’s capabilities. Reduce the cost of compliance. Make it easy. Always 

increase the awareness level to the maximum. Taxpayers know they must pay tax but they don’t 

keep proper records. Manage compliance at all levels. Make the system accessible to taxpayers. 

Everybody is aware of the law and system. Create an environment where if someone is trying to 

evade tax, he or she will be audited. Also strengthen the enforcement on those who really want to 

evade. Infrastructure. Awareness. Availability, cheap and easy. Next level, enforcement. 

Emphasise on enforcement for each type of taxpayer continuously. 

 

ATJ: Educate them to keep proper records and to penalise them severely if they fail to do so. In 

Malaysia, the tax authorities do not have access to the Suspicious Transaction Report like other 

countries such as Singapore, the UK or Australia. I think tax education programmes such as 

seminars conducted by the tax authority have helped in encouraging taxpayers to comply and 

understand the law.  
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MJE: Strengthen manpower. Registration. This group exists in our system but there is no 

connecting people called public relationship officers. In certain countries, the tax authorities have 

created a group to cater to the rich to make them comfortable. For example, HMRC in the UK 

has set up a specific HNWIs unit. For the IRBM, from the beginning, the problem has to do with 

information gathering and data mining. Compared to Singapore, where Singapore has established 

an information center, and all information is sent to this center. In our case, we don’t have central 

information. We need strategic planning to form this center for data management and integration. 

We need a new tax proposal. Maybe, we should start with government agencies, private sector, 

and then individuals, and do a 360 degree profiling.   

 

4. CONCLUSION 

 

This paper presents elite interviews with the CEO and three tax directors of the IRBM. These 

elite interviews provided important insights on tax compliance behaviors of HIIs and how to 

impose tax on HIIs in Malaysia from the compliance, investigation, legal and collection 

perspectives. As pointed out by the CEO, it is common knowledge that HIIs hired practitioners to 

minimise or avoid or evade tax. Especially when the tax laws are ambiguous, tax practitioners act 

as exploiters and assist HIIs to take advantages of the loopholes in the law.  HIIs with cross 

border businesses in particular have the opportunity to shift profits out of the country via various 

transfer pricing mechanisms. Tax evasions that use cross border transactions are difficult to 

detect when quality information exchange between tax agencies about cross border transactions is 

limited. It was also pointed out that some HIIs might be involved with the underground economy 

or keeping income offshore, thus making detection even more difficult.  

 

Nonetheless, against all odds, the IRBM needs to think globally, and act locally to curb tax 

avoidance and evasion via cross border transactions.  The government and the IRBM need to give 

serious consideration to tax HIIs since they are the major tax contributors, other than 

corporations. Specific strategies must be deployed to ensure the tax compliance level of HIIs is at 

the highest. The challenges of the IRBM in this endeavor are difficult as the HIIs have the 

capacity and ability to manipulate their tax affairs with the aim of paying as little tax as possible.   
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The IRBM needs to find a way to address the lack of information exchange between government 

agencies across the five continents. It would appear that the information kept within the 

government agencies locally and globally is not being shared and used to the fullest.  In the era of 

information and communication technologies (ICT), this problem can be solved if cross border 

transactions are kept online and by harnessing the power of ICT and electronic government 

effectively. 

 

In addition, the ambiguity of tax laws provides room for the HIIs to avoid and/or evade tax, as 

HIIs are able to seek tax practitioners’ assistance to exploit the loopholes in the laws. Erard 

(1993) pointed out that tax practitioners are in a capacity to exercise strong and direct influence 

on the tax compliance and administration process. When the law is clear, practitioners act as 

enforcers; when the law is ambiguous, tax practitioners act as exploiters (Klepper and Nagin, 

1989). It is reasonable to assume that tax practitioners in Malaysia would not hesitate to assist 

their clients (HIIs) to take risks to interpret the taxing law in their favor when tax law is 

ambiguous. The tax authority must address any ambiguity in the tax laws that could be subject to 

exploitation, and foster a close working relationship with tax practitioners.  

 

Another area where the HIIs could avoid paying the right amount of tax is when they do not or 

fail to keep proper records intentionally or unintentionally. In such cases, the amount of tax 

payable is based on an estimated amount, which very often does not reflect the correct amount of 

tax to be paid. It is noted that under the existing law, the penalty for failure to keep proper 

records, as stated under Section 119A of the Income Tax Act (1967), together with prosecution, 

is a fine between RM300 and RM10,000 or one year’s imprisonment or both. To address this 

problem, the policy maker needs to re-examine the penalty imposed on failures to keep proper 

record. A small fine between RM300 and RM10,000 would not deter the HIIs from not keeping 

proper records, as the benefits would definitely outweigh the penalty.   

 

With regards to the question on how to tax HIIs in Malaysia, many countries across the world 

have adopted a progressive tax system on individuals where the tax rate varies depending on the 

income of the individual. The higher the income of the individual, the higher the tax rate. In an 

attempt to tax the HIIs, the tax rate must not be too excessive because it could drive individuals 

out of the country. It was reported that when France attempted to impose a rich man tax, leading 

French actor Gerard Depardieu decided to leave France in order to avoid paying the 75% tax rate 

for high income earners; he migrated to Russia and gave up his French citizenship over taxes 

(Erb, 2012). 
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The IRBM should be forward thinking and pay special attention to HII by strengthening its 

special unit. It is encouraging to note that at the time of the study, the IRBM had developed an 

integrated strategy and set up a specific unit for HIIs. This dedicated unit will focus primarily on 

servicing HIIs and to facilitate tax compliance. It is hoped that the IRBM will carry out 360 

degree profiling in order to gain a deeper understanding of tax compliance behaviours of HIIs in 

Malaysia. The IRBM also needs to intensify tax audit and investigation on HIIs. 

 

On top of this, the researchers are of the opinion that the IRBM should adopt OECD’s (2013) 

suggestion to change the way tax legislation is drafted, by systematically using third party 

information and mining the data obtained from the HIIs unit. It is suggested that the IRBM design 

a new tax model to tax HIIs to increase tax revenue, and to devise practical approaches from 

policy formulation, legislation, enforcement, administration and assistance for this special cohort.  

 

To quote Barack Obama: “If we choose to keep those tax breaks for millionaires and 

billionaires, if we choose to keep a tax break for corporate jet owners, if we choose to keep tax 

breaks for oil and gas companies that are making hundreds of billions of dollars, then that 

means we’ve got to cut some kids off from getting a college scholarship.” 

 

The researchers concur with the opinion of the US president Barack Obama that tax non-

compliance among millionaires and billionaires if not curbed, would not only harm national 

income, but would have far-reaching consequences on social development, education, health care 

and economic development. Indeed, in view of the widening gap between the rich and the poor, 

taxation should act like Robin Hood, i.e., to ‘rob’ from the rich and give to the poor. Perhaps a 

new tax model should be designed to impose tax on HIIs in Malaysia.  

 

This paper has merits as it is current and relevant. Nonetheless, it has limitations, which are that 

this study only used the elite interviews method and did not examine the archival data of HIIs. 

Hence, it is recommended that a future study be done to examine audited cases of HIIs to analyse 

their tax non-compliance behaviors and to conduct in-depth interviews with the tax practitioners 

to gain a clearer picture of taxation of HIIs in Malaysia. 
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RATIO ANALYSIS OF TAX COMPLIANCE COSTS INCURRED BY MALAYSIAN 

CORPORATE TAXPAYERS 

 

ABSTRACT 

 

Tax compliance costs are incurred by corporations as a result of their tax compliance obligations. 

This study identifies the tax compliance costs ratio analysis in terms of their internal and external 

sources and computational-planning components. The internal sources consist of staff costs 

incurred by corporations in meeting tax compliance requirements while the external sources of 

tax compliance costs are the amount of fees paid to external tax professionals for the tax 

compliance activities of the company. Tax compliance costs may also be divided into 

computational costs arising from mandatory tax reporting requirements and tax planning costs in 

minimising the company’s tax liability. The internal-external costs ratio was 37 percent and 63 

percent, respectively, while the computational-planning ratio was 74 percent and 26 percent, 

respectively. The findings indicate that there is a heavy reliance on external sources and that 

major components of compliance costs relate to tax computation work. This study therefore 

concluded that tax compliance activities were mainly handled by external tax professionals and 

most of the tax compliance costs for Malaysian Public Listed Companies (PLCs) was related to 

routine income tax return activity. The findings arising from this study provide valuable 

information on sources and components of corporate tax compliance costs. The ratio analysis 

would be valuable for policy makers in the area of taxation, and also to the taxation profession in 

general. Comparative findings with existing and future international studies provide further 

contributions to corporate tax knowledge, tax administration and practices. 

 

1. INTRODUCTION 

 

The imposition of any tax results in compliance costs to the taxpayers. These costs represent the 

value of resources expended in complying with their tax reporting requirements (Tran-Nam & 

Glover, 2002). Compliance costs for corporate taxpayers include the staff costs of furnishing tax 

returns, payments to external tax professionals and any incidental costs of postage, phone calls, 

printing and travelling. Taxpayers may also face some psychological costs with regards to stress 

and anxiety in dealing with tax issues. These costs are normally grouped into time costs, money 

costs and psychological costs to the taxpayers (Ariff & Pope, 2002). A summary of the main 

forms of tax compliance costs for corporate taxpayers in the Malaysian tax environment is 

presented in Figure 1. 
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Figure 1: Main Forms of Tax Compliance Costs 

 

The introduction of the Self-Assessment System (SAS), replacing the Official Assessment 

System (OAS), is a major reform to the Malaysian taxation system (Kasipillai, 2005). The new 

assessment system imposes greater accountability in terms of computational, recordkeeping and 

filing requirements upon taxpayers. These additional reporting requirements might lead to an 

increase in corporations’ tax compliance costs, as well as changes in the nature of the costs 

incurred. 

 

The objective of this paper is to provide tax compliance cost ratio analyses with regards to 

sources and components of costs. Sources of tax compliance costs can be divided into internal 

and external cost elements. The internal element mainly consists of staff costs incurred by 

corporations in meeting tax compliance requirements plus any incidental costs such as seminars 

and travel costs. The external element of tax compliance costs are the amount of fees paid to 

external tax professionals for the tax compliance activities of the company. Tax compliance costs 

may also be segregated into computational and planning cost components. Computational costs 

arise from mandatory routine computation and compilation works in order to furnish yearly tax 

returns. Planning costs on the other hand relate to voluntary tax minimising efforts of corporate 

taxpayers in order to minimise the company’s tax liability.  

 

Compliance Costs of Corporate Taxpayers 
 

Money costs 

� Fees of tax agents 
Psychological costs 

� Stress and anxiety 

Time costs 

� Record keeping 

� Tax return 

� Communication 
 

Incidental costs 

� Stationery 

� Printing 

� Postage 

� Travelling 
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Computational costs are therefore unavoidable, while planning costs are optional as these involve 

efforts to legally avoid tax. Nevertheless, both costs are considered tax compliance costs as they 

are incurred by taxpayers in complying with tax legislations. The lack of studies in this area of 

research in Malaysia and in developing countries generally warrants further examination and 

focus towards conducting ratio analysis that could provide insights to address some of the tax 

compliance cost issues.  

 

The rest of this paper is organised as follows. A survey of related literature is provided in Section 

2. Section 3 describes the research method employed in this paper. The results of the cost 

analyses by internal-external ratio and computational-planning ratio are reported in Section 4. 

Section 5 provides comparisons of findings with prior studies and Section 6 concludes this paper. 

 

2. LITERATURE REVIEW 

 

Over the last few decades, there has been growing interest in tax compliance costs literature. Now 

there is quite a considerable volume of literature available which has made important 

contributions in identifying major elements of tax compliance costs. These studies have 

established many of the measurements in estimating tax compliance costs such as allocating costs 

incurred for accounting or tax compliance costs, computational or tax planning costs and 

commencement or recurrent costs. The literature also covered several types of taxes, such as 

personal income tax, corporate income tax (CIT) and goods and services tax (GST), as well as 

different types of taxpayers including individuals and corporations. This paper examines the ratio 

analysis of CIT compliance costs; hence, this review of literature only focuses on the sources and 

components of costs relevant to corporations. 

  

Sources and components of tax compliance cost estimates have been reported in most countries 

in advanced economies and some studies in developing economies (Table 1). 
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Sandford, Godwin and Hardwick (1989) examined the compliance costs of UK corporation tax in 

1986-87 and found the ratio of internal and external sources to be 53 percent and 47 percent, 

respectively. Pope, Fayle & Chen (1991) provided compliance costs ratio estimates of Australian 

PLCs and stated that half of the compliance costs incurred were fees paid to external tax 

professionals. In terms of cost components, the percentages were 55 percent and 45 percent for 

computational costs and planning costs, respectively. A seminal study in the US reported an 

average compliance cost of USD1.57 million per company and that approximately 84 percent of 

the costs were incurred internally (Slemrod & Blumenthal, 1996). Slemrod and Venkatesh’s 

(2002) analysis on large and mid-sized businesses estimated the compliance costs ratio in the 

2001 tax year and found that around 75 percent of the mean compliance costs comprised of 

internal costs.  

 

 

 

 

Table 1: Sources and Components of Income Tax Compliance Costs 

Author(s), (Year), Country Sources (%) Components (%) 

Internal External Computational Planning 

Sandford, Godwin & Hardwick  (1989); UK 53 47 n/a n/a 

Pope, Fayle & Chen (1991); Australia  50 50 55 45 

Ariff, Loh & Talib  (1995); Singapore  42 58 51 49 

Ariff, Ismail & Loh  (1997); Singapore 42 58 50 50 

Slemrod & Blumenthal (1996); US  84 16 n/a n/a 

Slemrod & Venkatesh (2002); US 75 25 n/a n/a 

Erard (1997); Canada  80 20 n/a n/a 

Chan, Cheung, Ariff & Loh (1999); Hong Kong  30 70 74 26 

Loh, Ariff, Ismail, Shamsher & Ali (1997); Malaysia 28 72 61 39 

Bertolucci (2002) 80 20 n/a n/a 

Klun (2004); Croatia  82 18 n/a n/a 

Blazic (2004); Slovenia  74 26 n/a n/a 

Hanefah, Ariff & Kasipillai  (2001); Malaysia 75 25 59 41 

Abdul-Jabbar (2009); Malaysia 59 41 74 26 
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In Canada, a report for the Technical Committee on Business Taxation by Erard (1997) examined 

the tax compliance costs of Canadian large companies for the 1995 tax year. The report indicated 

average tax compliance costs of CAD507,000 per company and that internal costs accounted for 

80 percent of the total estimated costs. These studies from the US and Canada, however, did not 

separate tax compliance costs into computational and tax planning components.  

 

Ariff, Loh and Talib’s (1995) study furnished CIT tax compliance costs estimates of PLCs in 

Singapore for the year of assessment 1994. The internal and external portion was 42 and 58 

percent, while the computational and planning portion was almost equal (49 and 51 percent). A 

similar Singapore estimate conducted a year later utilising 1995 data discovered a significant 

decrease of tax compliance costs due to simplification in the tax system (Ariff, Ismail & Loh, 

1997). Nevertheless, the internal-external and computational-planning portions remained the 

same. Comparable findings from a similar CIT tax compliance cost study in Hong Kong were 

also reported by Chan, Cheung, Ariff and Loh (1999). The study, which was administered for 

fiscal year 1995, observed that a large portion of compliance costs were related to external 

sources (70 percent) and computational components (74 percent). 

 

Studies in developing countries in the area of tax compliance costs are quite limited due to lack of 

expertise and co-operation from tax authorities (Klun, 2004). Bertolucci (2002) examined 

compliance costs of Brazilian listed companies for the 1999 tax year, Blazic (2004) investigated 

tax compliance costs of all Croatian taxes for 2001/02 and Klun (2004) considered the 

compliance costs of Slovenian companies in 2002. Bertolucci (2002), Blazic (2004) and Klun 

(2004) found that around 80, 74 and 82 percent respectively of the mean compliance costs 

comprised of internal costs. These studies, however, do not distinguish between computational 

and tax planning costs in their estimate of tax compliance costs. 

 

In Malaysia, Loh, Ariff, Ismail, Shamsher and Ali (1997) examined the costs of complying with 

income tax among PLCs. The study found that around 72 percent of the costs were paid to 

external tax advisers. Primarily the costs comprised of computational costs (61 percent) as 

opposed to planning costs (39 percent). Hanefah, Ariff and Kasipillai (2001) estimated the costs 

of complying with income tax by small and medium enterprises (SMEs). The internal-external 

compliance costs ratio was 75:25, while the computational-planning costs ratio was 59:41.  
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Abdul-Jabbar (2009) evaluated compliance cost estimations for corporate SMEs under the SAS 

environment and discovered a much lower portion of external sources of around 41 percent of the 

costs was paid to external tax advisers. The total compliance costs comprised mainly of 

computational (74 percent) as opposed to planning (26 percent) components. 

 

3. RESEARCH METHOD 

 

The development of research instruments for this study comprised two sequential steps involving 

questionnaire design and pre-testing. The instruments were pre-tested on a group of academics 

and practitioners to ensure that the questionnaires were both clear and understandable. In this 

study, the measurement of tax compliance costs estimates applied most of the techniques 

employed by established researchers who had carried out studies in this field (for example, 

Sandford et al., 1989) (Table 2). 

 

Table 2: Cost Computations and Questionnaire Items 

Source Cost Computations Questionnaire Items 

Internal 

Costs 

 

Computed by multiplying 

annual time spent on tax 

activities to their respective 

hourly wage rate.  

Internal costs of complying with the income tax 

law relating to company: 

� Percentage of computational and planning 

costs. 

External 

Costs 

Money cost charged by 

external tax professionals 

solely on tax activities. 

External costs of complying with the income 

tax law relating to company: 

� Percentage of computational and planning 

costs. 

 

The internal staff cost estimation was based on the time spent by a company’s internal staff in 

handling tax matters and the value of time spent. The survey respondents were requested to 

provide the number of staff who handled tax matters in their company and the estimation of the 

time spent entirely for income tax purposes.  
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A questionnaire survey of computational and planning costs components of internal tax 

compliance costs was conducted to answer the following question: 

 

Of all the time spent and costs incurred internally in complying with corporate income tax 

laws, state approximately how much (in percentage) was related to the following work 

(Total -100 percent): 

� Routine Income Tax Computation work  

� Income Tax Planning work  

� Other (please state) 

 

External tax fees are payments made to acquire the services of external tax professionals on tax-

related matters from outside the company. Earlier relevant studies employed the method of 

requesting information from respondents on the tax fees incurred by their company for corporate 

income tax activities in the respective tax year.  

 

A questionnaire survey of computational and planning costs components of external tax 

compliance costs was conducted to answer the following question: 

 

Of all the time spent and costs incurred externally in complying with corporate income tax 

laws, state approximately how much (in percentage) was related to the following work 

(Total -100 percent): 

� Routine Income Tax Computation work  

� Income Tax Planning work 

� Other (please state) 

 

The sample of companies was drawn from the ‘Malaysian Top 500 Largest Listed Corporations’ 

published directory. Data collection for this study utilised a researcher-administered 

questionnaire survey method. By utilising this method, questionnaires could be personally 

distributed which provided the opportunity for researchers to emphasise verbally on the 

importance of the study and to clarify any misunderstanding if required in order to improve on 

the accuracy and reliability of responses. In most cases, the potential respondents of each firm 

were contacted by telephone to outline the purpose of the survey, to confirm whether the firm 

satisfied the selection guidelines and to ascertain the person’s willingness to participate in this 

study.  
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Prior to the meeting, a cover letter and explanatory statements specifying the purpose of the 

research and assuring anonymity of the respondent, as well as the questionnaire, were e-mailed to 

respondents. This was to prepare them for the survey and to establish the authenticity of the 

person meeting the respondents (Hanefah et al, 2001). The target respondents were the CFOs or 

tax directors of PLCs in Malaysia as they generally possess significant work experience which 

would enable them to provide reasonable information for the purposes of this study. 

 

An overall response rate of 20.7 percent (98 responses) was obtained, and the survey was 

conducted on a fairly representative PLC population in terms of industry sector, size, business 

length and tax liability. The respondents involved in this study were mainly finance and tax 

managers. The highest response was gathered from the services sector (33.7 percent), followed 

by the manufacturing (31.6 percent) and the property and construction (21.4 percent) sectors. In 

terms of the size of the business, the highest response was from the companies with an annual 

sales turnover level of between MYR100 million and MYR500 million (36.7 percent), followed 

by those with an annual sales turnover level of less than MYR100 million (31.6 percent). The 

majority of responding companies (55.1 percent) had been in operation for at least 15 years and 

23.5 percent had been in operation for more than 30 years, which signified that the sample 

respondent companies had adequate experience in dealing with tax-related issues. Nearly one-

half of companies (48 percent) estimated their tax liability to be less than MYR5 million and the 

remaining percentage was in the category of MYR5 million or more (42.8 percent).  

 

With respect to sources of income tax work, some companies handled their tax affairs internally, 

some completely outsourced their tax-related activities and a large proportion of corporate 

taxpayers made use of both sources (Figure 2). Almost 95 percent of the respondent companies 

employed external tax professionals and more than 70 percent utilised both internal resources and 

external tax professionals to deal with their income tax matters. Twenty-four (24) companies 

completely outsourced their tax-related activities and only five companies were totally dependent 

on their internal tax expertise. 
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Figure 2: Sources of Income Tax Work 

 

                  

5 Companies
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69 Companies
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24 Companies
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INTERNAL AND EXTERNAL  

 

 

 

4. RATIO ANALYSIS OF TAX COMPLIANCE COSTS 

 

This section examines tax compliance costs in terms of sources of costs (internal-external ratio) 

and components of costs (computational-planning ratio).  

 

4.1 Costs Analysis by Internal-External Ratio 

 

The internal-external ratio is derived by dividing the means of internal and external compliance 

costs, respectively. Adapting the approach of similar previous studies, incidental costs were 

included under the internal costs component. In this study, the internal-external compliance cost 

ratio was 37:63, indicating that tax compliance activities were mainly handled by external tax 

professionals. The internal-external costs ratio was further analysed by PLC characteristics, 

namely sales turnover, business sector and length of business. The internal-external compliance 

costs ratio analysed by turnover level indicated a heavy reliance on external tax professionals for 

PLCs in the lowest and highest levels (Figure 3). Companies in the middle range of sales turnover 

between MYR100 million and MYR500 million however seemed to have almost an equal 

proportion of dependence on internal staff (52 percent) and external tax professionals (48 

percent).  However, an ANOVA test did not reveal any significant mean differences of the 

internal-external compliance cost ratio by sales turnover.  

 



51 
 

Figure 3 Internal-External Compliance Costs Ratio by Sales Turnover 

 

Number of respondents is given in parentheses. 

 

The findings of the internal-external compliance costs ratio by business sector are presented in 

Figure 4.  

 

Figure 4: Internal-External Compliance Costs Ratio by Business Sector 

 

 

  Number of respondents is given in parentheses 
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These findings show that the construction sector was highly dependent on external tax 

professionals to handle the company’s tax matters (83 percent). As suggested by Abdul-Jabbar 

(2009), this may perhaps be due to the differences in the accounting practices of the construction 

sector, especially in terms of revenue recognition. To a lesser degree, the technology (78 

percent), services (61 percent) and manufacturing (60 percent) sectors also depended more 

heavily on external sources. In contrast, the finance and banking (49 percent) sectors, along with 

the plantation and agriculture (42 percent) sectors, had a lower reliance on external sources, 

where these companies entrusted tax matters more to their internal staff. An ANOVA test 

conducted however did not find any significant mean differences of the internal-external 

compliance costs ratio by business sector. 

 

With regards to business length, the internal-external compliance costs ratio increased with the 

length of time that a business had been operating (Figure 5). The longer the PLCs had been in 

business, the higher the internal-external compliance costs ratio, suggesting a greater reliance on 

internal sources. Similarly with the earlier findings of sales turnover level and business sector, the 

ANOVA tests suggested no statistical mean differences for business length. 

 

Figure 5: Internal-External Compliance Costs Ratio by Business Length 

 

Number of respondents is given in parentheses 
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4.2 Costs Analysis By Computational-Planning Ratio 

 

Tax compliance costs were analysed in terms of computational and planning activities. Similar to 

the approach adopted by Pope et al. (1991) and Abdul-Jabbar (2009), the respondents were 

requested to state the estimated percentage for activities involving routine income tax returns, 

income tax planning or any other nature of income tax work.  The breakdowns of these costs 

were requested in the questionnaire for both the internal and external tax compliance costs 

components. The nature of tax compliance costs for internal and external tax compliance 

components were quite similar although there was a slightly higher proportion of computational 

work for external tax compliance costs components (Figure 6). 

 

The overall percentages of these computational, planning and other costs ratios were 71 percent, 

26 percent and 3 percent, respectively. The ‘other’ component consisted of ‘Tax Estimates, 

Revision and Refund’. Based on theory, these costs are normally considered as computational 

costs as they are closely related to tax returns work. The analysis henceforth included the ‘other’ 

costs into computational component. The internal and external components were also combined 

as the percentages were very similar between the two components. Thus, the overall 

computational and planning ratio was 74 percent and 26 percent, respectively. 

 

Figure 6: Percentages of Computational-Planning Costs Ratio 
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This study therefore concluded that most of the tax compliance costs burden for Malaysian PLCs 

was related to routine income tax returns work. The computational and planning ratio was further 

examined in terms of PLCs’ characteristics, namely sales turnover, business sector, business 

length and estimated tax liability. 

 

The computational-planning costs ratio decreased with sales turnover levels (Figure 7). The 

smaller companies in terms of annual sales turnover incurred more compliance costs on tax 

computational work as compared to planning work. This finding was confirmed by way of an 

ANOVA analysis (f=3.221, p=0.044) at the 5 percent significance level. 

 

A Bonferroni post-hoc test showed that there is a significant difference between the lowest and 

highest sales turnover levels. Companies with a sales turnover level of ‘Less than MYR100 

million’ had the highest computational cost breakdown (83 percent) and the ratio was 

significantly different from companies at the ‘More than MYR500 million’ level (61 percent). 

 

Figure 7: Mean Computational-Planning Costs Ratio by Sales Turnover Level 

 

Number of respondents is given in parentheses 
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There were some variations of computational-planning ratio with regards to business sector 

(Figure 8). For example, the services sector had the highest planning costs breakdown (43 

percent), while the technology sector did not incur any tax planning costs. However, some 

caution is necessary in interpreting these ratios due to very low responses from some of the 

sectors. Nevertheless, an ANOVA test at the 5 percent significance level did not show any 

significant differences. 

 

Figure 8: Mean Computational-Planning Costs Ratio by Business Sector 

 

Number of respondents is given in parentheses 

 

There were also some differences in the PLCs’ computational-planning cost ratio with respect to 

business length (Figure 9). These differences were supported by an ANOVA test at the 5 percent 

significance level (f=3.493, p=0.034). A Bonferroni post-hoc test showed that there was a 

significant difference between the youngest PLCs’ category (Less than 15 years) and the more 

matured PLCs (More than 30 years). Companies that have been in operation for more than 30 

years had a higher computational costs breakdown and the ratio was significantly different from 

those that have been in business for less than 15 years. This interesting finding can be partly 

explained by the need of younger companies to enhance knowledge on some tax planning 

aspects, such as matters pertaining to availability and suitability of tax incentives. 
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Figure 9: Mean Computational-Planning Costs Ratio by Business Length 

 

Number of respondents is given in parentheses. 

 

With respect to tax liability, the findings suggested that the computational-planning ratio was 

higher for companies with a lower estimated tax liability (Figure 10). A statistical t-test 

confirmed this pattern at the 5 percent significance level (t=2.218, p=0.029), which identified a 

significant difference between the lower and the higher groups of estimated tax liability. 

 

Figure 10: Mean Computational-Planning Costs Ratio by Tax Liability 

 

 Number of respondents is given in parentheses. 
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5. COMPARISONS OF FINDINGS WITH PRIOR MALAYSIAN STUDIES 

 

Comparisons of findings with prior Malaysian studies is presented in Table 3. Findings on 

sources of costs in terms of the internal-external costs ratio found a 9 percent increase in the 

proportion of internal sources of costs as compared to the prior PLC study by Loh et al. (1997). 

The findings of this study, however, did not support those of Abdul-Jabbar’s (2009) study on 

SMEs, which found a 16 percent decrease in the proportion of internal work under the SAS. He 

argued that the increase demonstrated that tax professionals played a more significant role in the 

SAS regime.  

 

Table 3: Comparisons of Findings with Prior Malaysian Studies 

Tax Compliance Costs Current Study 

(2012) 

Loh et al. 

(1997) 

Hanefah et al. 

(2001) 

Abdul-Jabbar 

(2009) 

Sources: 

Internal (%) 

External (%) 

 

37 

63 

 

28 

72 

 

75 

25 

 

59 

41 

Components: 

Computational (%) 

Planning (%) 

 

70 

30 

 

61 

39 

 

59 

41 

 

74 

26 

 

This contradictory result may be due to a varying group of respondents being employed in each 

study. This study focused on PLCs, where an increase in the proportion of internal sources of 

costs may not indicate that external tax professionals were no longer playing a significant role in 

the SAS regime. Instead, it might demonstrate that more companies were taking tax issues 

seriously by having their own tax department to handle tax affairs. The possibility of companies 

establishing facilities and expertise to handle their tax activities internally due to the additional 

compliance requirements under SAS, is another possible explanation for the increase in reliance 

on internal sources.  

 

Internationally, the Malaysian internal-external costs ratio scored lower than countries in the 

advanced economies. One possibility is because Malaysia is yet to establish an expertise in 

handling corporate tax activities internally. Hence, it might be more economical for companies to 

outsource their tax work as compared to managing their own tax departments. 
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A comparative finding on computational and planning components of compliance costs (See 

Table 3), observed an increase in the computational-planning costs ratio at approximately 13 

percent as compared to the prior PLCs study by Loh et al. (1997). The increasing nature of 

computational work under the SAS regime was expected as there are additional obligations under 

the new system, which include determining taxable income, computing tax liability and 

submitting tax returns based on existing tax laws. The increase in the computational-planning 

ratio from 59 percent to 74 percent found in Abdul-Jabbar’s (2009) study for SMEs in the SAS 

environment further substantiated the current findings. He argued that the high trend of internal 

costs is expected under the SAS environment, especially for corporate SMEs. 

 

According to Ariff and Pope (2002), with regards to tax planning activities of PLCs, larger 

companies incurred greater costs in terms of seeking external tax professionals’ advice.  In 

addition, similar to the findings of existing international studies, larger companies engaged in 

greater tax planning activities. Although the comparison on the computational-planning costs 

ratio is limited, it does corroborate this study’s finding on the prominence of computational work 

in tax compliance. 

 

6. CONCLUSION 

 

This paper represents the most recent estimation of internal-external sources and computational -

planning components of tax work for Malaysian PLCs.  Almost 63 percent of the total 

compliance costs were incurred in engaging external tax professionals and only 37 percent were 

spent internally in dealing with corporate tax affairs. External tax professionals still play a 

significant role in the tax compliance activities of companies under the SAS environment. 

Nevertheless, compared to prior studies, there is an increase in internal sources which might 

indicate that more companies were building their own tax department to handle their tax affairs. 

The computational-planning tax compliance costs ratio is 74:26, suggesting that most 

corporations’ compliance burden is due to routine tax computation work. In relation to annual 

sales turnover, the larger the company size, the higher the proportion of compliance work 

allocated for tax planning activities. This finding indicates that larger companies engage in 

greater tax planning in order to minimise the amount of their income tax liability. This finding is 

similar to what has been observed in existing studies where larger companies incur higher costs 

in terms of tax planning work. 
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Findings of this study provide important elements for future tax policy decision making in 

Malaysia and in emerging economies generally, where tax studies are very limited. The 

information on sources and components of corporate tax compliance costs are very useful for 

policy makers in the area of taxation, as well as to the taxation profession and the management of 

companies. This study contributes to the aim of providing information in order that policy 

decisions may be based on reliable data through research findings. Future studies should explore 

the feasibility of replicating or extending this study in other tax jurisdictions, perhaps through 

collaborations with researchers of the respective countries. 
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THE SIGNIFICANT ROLE OF PROFESSIONAL ACCOUNTANTS IN DEVELOPING 

ENVIRONMENTAL, SOCIAL AND GOVERNANCE (ESG) COMPLIANT COUNTERS 

IN MALAYSIA 

 

ABSTRACT 

 
Aim: To discuss and elaborate the roles expected of professional accountants in assisting the 

development of environment, social and governance (ESG) compliant counters especially in the 

context of Malaysia.  

 

Methodology: The article adopted a qualitative approach where a number of previous studies in 

the literature were examined to establish a link between professional accountants’ roles and 

issues of ESG. 

 

Justification: Malaysia is moving forward to become a preferred socially responsible investment 

hub; however, the issues of roles of professional accountants in ESG were not explored 

extensively. Therefore, this article provides insights on how professional accountants can 

champion or advocate certain roles in ESG and what else should be done to strengthen their 

involvement.  

 

Conclusion: The article found that professional accountants have multiple roles in ESG compliant 

counter development and this can eventually lead to the formation of a socially responsible 

investment hub in the ASEAN region. 

 

1. INTRODUCTION 

 

In the 2014 Budget speech at the august hall of Parliament, the Prime Minister had expressed the 

agenda to transform Malaysia into a global preferred environmental, social, and governance 

(ESG)-based investment hub (Berita Harian, 2013). Among the initiatives announced were the 

launch of a RM1 billion rolling fund under the management of Valuecap Berhad to invest in 

companies that comply with ESG considerations. At the same time, the regulator viz. Bursa 

Malaysia is required to develop an ESG Index to attract potential global leading investors into our 

local markets. In addition, the Securities Commission would come out with the framework of 

socially responsible investment (SRI) sukuk (Islamic bonds) with the hope of raising funds to 

finance future projects that satisfy ESG considerations.  
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This new sukuk is expected to not only further consolidate Malaysia’s position as the largest 

global sukuk issuer, but to extend ESG considerations into bond markets. 

 

The rise of awareness on ESG aspects globally is in line with the emergence of the ‘responsible 

capitalism’ concept where individuals or groups of individuals use financial and monetary power 

to pressure, influence, and persuade businesses to embed ESG considerations in their strategic 

direction and daily operations. The last fifteen years has seen great efforts by investors, especially 

institutional investors, to pursue the ESG agenda through SRI (Hellsten & Mallin, 2006). The 

California Public Employees' Retirement System (CalPERS) and the UK’s Hermes Lens Asset 

Management (Hermes) and the Friends Provident Fund have been found to actively pursue the 

SRI agenda by incorporating ESG considerations in their investment decision making processes 

(Juravle & Lewis, 2009).  

 

ESG considerations in investment are not an odd concept in Malaysia’s financial and capital 

market (ASriA, 2003). The concept’s development has been largely influenced by the progress of 

Islamic finance and economics (Pitluck, 2008).  Thus, the first ESG-related portfolio launched in 

Malaysia was Dana Al-Aiman in 1968, under the management of Amanah Saham MARA or 

currently known as Permodalan Mara Berhad. In the subsequent period, more ethical funds were 

launched; for instance, the Mayban Ethical Trust Funds (2003), the Philip Master Ethical Fund 

(2003), the AMB Ethical Trust Fund (2009) and the RHB Asia Pacific Maqasid Fund (2010) 

(ASriA, 2003). 

 

Initially, the term commonly used to refer to this concept of investment was ethical investment; 

however, in the last decade, the common term is SRI. SRI is referred to as incorporating ESG 

considerations, in addition to financial aspects in the investment decision process. Cowton (1997, 

p. 99) defined SRI as “a set of approaches which include social or ethical goals in addition to 

more conventional financial criteria in decisions over whether to hold a particular investment”. 

Championing the ESG agenda through SRI is normally carried out through three strategies 

(O’Rourke, 2003).  
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The first strategy which is indeed widely used is screening. Investors normally set up screening 

criteria and each potential investee company is evaluated to see whether it fulfills those criteria or 

not. There are two types of screening, namely positive screening and negative screening.  Criteria 

for positive screening encompass elements like companies’ commitment to corporate social 

responsibility, carrying out of philanthropic efforts, and production of environmental-friendly 

products or services.  

 

On the other hand, negative screening includes items like involvement in manufacturing 

weapons, production of harmful substances, and employment of child labour in operations. Some 

institutional investors even consider having a business relationship with oppressive regimes as 

part of negative screening criteria, as discovered during the then-Apartheid regime in South 

Africa (Teoh, Welch, & Wazzan, 1999). If a potential investee company meets the positive 

screening criteria, it is more likely that investors will put money in its shares. On the local front, 

our own Employees Provident Fund (EPF) has clearly indicated its commitment through 

employing screening strategies to avoid investments in tobacco, gambling, and alcohol related 

companies, or what are commonly referred as “bad” portfolios. A similar stance was made by 

Lembaga Tabung Haji (TH), Lembaga Tabung Angkatan Tentera (LTAT), and Kumpulan Wang 

Amanah Pencen (KWAP) Incorporated. 

 

At the opposite end of the spectrum, potential investors may decide to ignore potential investee 

companies from their investment radar, if negative criteria prevail from the screening. The 

shortfall of negative screening is limiting potential returns. To overcome this limitation, another 

sub-strategy of screening is considered, and this is called the best in sector approach. This 

approach allows investors to be involved in highly sensitive industries like mining, forestry, or 

land development so long as the related companies show dedication to minimising negative 

impact towards ESG aspects. For instance, investors who are keen on ESG-related issues can put 

money in forestry companies as long as the latter takes actions like carrying out replanting 

efforts, imposing cutting quota per hectare of forest logged, and relocating communities 

adversely affected by deforestation activities.  Thus, the best in sector approach allows investors 

to enjoy both financial and ESG objectives from investing activity.  
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The second strategy of pursuing ESG aspects through SRI is shareholder activism. Here, 

investors engage investee companies through formal and informal meetings, dialogues and 

discussions in order to influence and persuade these companies to adopt ESG considerations in 

their business operations. The engagement spectrum ranges from passive to active engagement. 

The engagement variation is largely due to the characteristics of the investors themselves (Zahra, 

Neubaum, & Huse, 2000). For instance, pressure-sensitive investors tend to engage investee 

companies in a softer way due to business relationships and this is common among banks and 

insurance companies. Pressure-resistant investors are more likely to engage investee companies 

in an aggressive manner, including tabling resolutions in annual corporate meetings or removing 

directors through voting if management is reluctant to pursue ESG agendas. Pension funds, 

mutual funds, trust funds and investment management companies are considered pressure-

insensitive investors since they do not have direct business transactions with the investee 

companies. 

 

Another strategy for pursuing the ESG agenda through SRI is called community investing 

(Schueth, 2003). In this strategy, investors provide capital to members of society who are not able 

to secure funding through conventional channels i.e. loans from banks. The funding is then 

capitalised in small or micro entrepreneurship ventures, such as developing houses for the poor or 

building schools for the education of minority ethnic groups. Even though some scholars like 

Sparkes (2001) did not agree to consider community investing as a strategy in pursuing the ESG 

agenda through SRI, the concept is gaining momentum lately. In Malaysia for instance, corporate 

waqf by Johor Corporation and Bank Muamalat has made a substantial appearance in the local 

business environment (Mahmood & Mohd Shafiai, 2013). Furthermore, the government has set 

up Perumahan Rakyat 1 Malaysia (PRIMA) to lead the development of affordable housing 

projects to assist lower and lower-middle income groups to own a house. 

 

Going through literature analysis, research in the SRI area has moved from marginal to 

mainstream study (Dunfee, 2003), mainly due to institutional investors’ involvement (Solomon, 

Solomon, & Norton, 2002), the competitive returns of SRI portfolios (Bauer, Derwall, & Otten, 

2006), and intervention from government or regulators (Friedman & Miles, 2001). In multiple 

investigations, the roles of investors, regulators, policy makers, and management or boards of 

directors of investee companies were thoroughly discussed (Hoepner & McMillan (2009).  
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Nevertheless, the roles of professional accountants remain extensively unexplored, in particular, 

surrounding ESG issues. This raises a query on professional accountants’ roles in ESG issues of 

socially responsible investment. If professional accountants do have a role, what is expected from 

them? To what extent is their participation? What else needs to be done to enhance their 

involvement? This article attempts to explore these issues. 

 

2. ESG PERFORMANCE INDICATOR DEVELOPMENT IN MALAYSIA 

 
In order to facilitate global investors’ decision making processes, a number of ESG indices have 

been developed, such as the Dow Jones Sustainability Index, the FTSE4Good Index, the Fortune 

Most Admired Companies List, and FTSE KLD 400 Social Index (previously referred as the 

Domini 400 Social Index). In detail, the Dow Jones Sustainability Index covers five ESG sub-

areas such as environmental sustainability, social & stakeholder, human rights, supply chain 

labour standards, and countering bribery criteria. Besides these, the Fortune Most Admired 

Companies List touches on nine ESG sub-areas like innovation, people management, use of 

corporate assets, social responsibility, global competitiveness, quality of management, financial 

soundness, long term investment, and quality professional service. The FTSE4Good Index covers 

three sub-areas, namely economic, environment, and social. According to Statman (2007), the 

FTSE KLD 400 Social Index encompasses ESG sub-areas of corporate governance, community, 

workforce diversity, employee relations, product, and involvement in alcohol, firearms, 

gambling, military, nuclear, and tobacco. 

 

The discourse about developing Malaysia’s own ESG indices is not a new issue. This has been a 

topic of discussion among equity and debt market participants since 2012. The regulator has 

changed the deadline of launching the ESG index several times, and the latest plan was to launch 

it at the recently concluded Invest Malaysia 2014 Conference. As it resurfaced in the 2014 budget 

speech, Bursa Malaysia is expected to launch the ESG Index by the end of the year. 

 

Nevertheless, the development of ESG-like indices in this country can be traced back as early as 

1995. In that year, the Securities Commission introduced the classification of companies into two 

categories, namely shariah compliance and non-shariah compliance. That categorisation 

developed the criteria of shariah compliance. The Shariah compliant companies’ criteria have a 

similarity with the negative screening strategy of SRI since based on shariah law, investors are 

prohibited from investing in companies associated with alcohol, gambling, tobacco, 

entertainment, usury or riba, and pork-related products, or producing items that can harm the 

well-being of society and environment (Novethic, 2009).  
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Towards the end of 2013, the criteria of shariah compliant companies were revised with 

inclusion of more stringent requirements. As a result, the dichotomous categorisation helps 

investors to make a better decision and choice with regards to their investment preferences. 

 

Additionally, various institutional improvements have been carried out to either directly or 

indirectly support the development of an ESG Index in our local market. For instance, in 

September 2006, Bursa Malaysia introduced the Corporate Social Responsibility (CSR) reporting 

framework for public listed companies. The framework has been guiding the conduct of ESG-

related activities among public listed companies and their voluntary disclosure on those activities. 

The framework covers disclosure in four sub-areas, namely marketplace, workplace, 

environment, and community. Later, beginning on 31 December 2007, this was made mandatory 

by Bursa Malaysia with the inclusion of such disclosure into the Listing Requirements of Bursa 

Malaysia i.e. Appendix 9C, Part A, paragraph 29. 

 

In conjunction with the change from voluntary to mandatory disclosure, the National Annual 

Corporate Report Awards (NACRA) introduced a new category in order to recognise companies’ 

efforts in ESG-related activities and reporting their engagement.  Considered the most prestigious 

award in corporate reporting, NACRA is jointly organised by Bursa Malaysia, the Malaysian 

Institute of Accountants (MIA), the Malaysian Institute of Management (MIM), and the 

Malaysian Institute of Certified Public Accountants (MICPA). Besides NACRA, ACCA 

Malaysia had introduced the Environmental and Social Reporting Awards (MESRA) in 2002. 

Similarly, this award encourages the active participation of local businesses in ESG-related 

activities and eventually leads to greater environmental and social reporting. With the emergence 

of the sustainability concept around the globe, the award was renamed as the ACCA Malaysia 

Sustainability Reporting Awards (MaSRA) with effect from 2009. 

 

Furthermore, the Securities Commission introduced the first Malaysian Code of Corporate 

Governance in 2001. It marked Malaysia’s serious commitment to further improve the 

governance aspect in local businesses as a lesson from the late 1990s Asian financial crisis. 

Various issues were emphasised in the 2001 code such as board composition, the role of 

chairman, board independence, the roles of board committee, directors’ remuneration, and 

transparent disclosure. The Code was further improved with the introduction of the 2007 version, 

which focused on improving the roles of the audit committee in monitoring potential risks that 

may negatively affect companies’ economic and ESG-related performance.  
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Most recently, the Securities Commission had launched the much-improved 2012 version. The 

new version requires thorough and articulate reporting by companies on the extent to which they 

have complied with the ESG aspects, specifically good governance pre-requisites.  

 

These improvements have supplemented the preparation and the readiness of Malaysia in 

developing its distinctive ESG index. Moreover, it signals the international investment 

community on our commitment to engage the global SRI movement. 

 

3. ADVISORY AND CONSULTING ROLES OF ESG 

 
Professional accountants can act as an advisor to policy makers and regulators to assist in the 

development of the ESG index and its criteria. Professional accountants in Malaysia enjoy a good 

record track in assisting the government in various initiatives, for example, in constructing the 

Financial Reporting Act 1997 which subsequently gave birth to the Malaysian Accounting 

Standards Board. Next, the Malaysian Institute of Accountants (MIA) was actively engaged when 

the government decided to establish the Malaysian Code of Corporate Governance and the code’s 

subsequent improvement (Liew, 2007). Similarly, Bursa Malaysia sought MIA’s point of view 

when it decided to further refine the Listing Requirements including the chapter covering audit 

committee membership. Furthermore, the MIA and its members are a strong supporter of the 

government’s plan to adopt the accrual system in public sector accounting by 2015.  

 

In the same vein, professional accountants should act as an advisor to government and the 

regulators in the effort to develop our local ESG index. Professional accountants’ involvement in 

environmental and social reporting such as the MESRA award by ACCA Malaysia several years 

before Bursa Malaysia made ESG-related reporting compulsory is a testimonial of professional 

accountants’ high recognition in the area. Developing the index is a challenging task, but given 

that the development of the future ESG index has a very close connection with and is highly 

driven by environmental and social reporting, enrolling professional accountants as advisors and 

consultants means that the task is doable. The earlier release of the ESG index is advantageous, 

as it permits businesses’ boards of directors and senior executives to carry out necessary plans to 

satisfy those criteria, especially if the company intends to be more appealing from the perspective 

of investors.  
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Furthermore, professional accountants can act as the tax advisors of companies in order to secure 

ESG-related tax incentives offered by government. These tax incentives cover tax breaks, tax 

allowances, and tax exemptions. Such tax incentives serve as government fiscal policy assistance 

to encourage greater participation of local businesses in ESG-related activities, thus enhancing 

the companies’ reputation from the viewpoint of investors. Some examples of tax incentives 

found by Mohanadas & Tiong (2012) are: 

 

� Companies using environmental protection equipment are allowed an initial allowance of 

40% and annual allowance of 20% on the qualifying capital expenditure, permitting full 

write-off in three years. [P.U. (A) 295/98 Income Tax (Qualifying Plant Allowances) 

(Control Equipment) Rules 1997]. 

 

� Single deduction against total income for donations made to an approved organisation 

exclusively for the protection and conservation of the environment. [Sections 44(6) and 

44(7) (i) of the Income Tax Act 1967 (Amended)]. 

 

� Companies involved in forest plantation projects are accorded two incentive options. Under 

pioneer status, 100% tax exemption on statutory income is given for ten years. 

Alternatively, 100% investment tax allowance is permitted on the qualifying capital 

expenditure incurred within a five-year period to be set-off against the total statutory 

income. [Income Tax (Deduction for Investment in an Approved Forest Plantation Project) 

Rules 2009) and Income Tax Exemption (No. 10) Order 2009]. 

 

� Companies generating renewable energies that are environmentally-friendly using biomass, 

hydro, or solar power are allowed 100% tax exemption for statutory income for ten years 

under pioneer status. Otherwise, investment tax allowance of 100% of qualifying capital 

expenditure incurred within five years can be offset against total statutory income. 

[Promotion of Investments Act 1986]. 

 

� Expenses incurred in procuring energy-efficient equipment from overseas are exempted 

from import duty and sales tax to encourage companies to utilise the best available 

technology on energy efficiency. [Section 14(2) of Customs Act 1967 and Section 10 of 

Sales Tax Act 1972]. 
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� Companies that are generating renewable energy for own consumption are granted 

investment tax allowance of 100% of qualifying capital expenditure incurred within five 

years to be offset against total statutory income. [Promotion of Investments Act 1986],  

 

� Introduced in 2009, the green building index (GBI) certification process involves a 

comprehensive rating system that evaluates buildings’ environmental design and 

performance relevant to Malaysia’s climate, environmental and development perspective. 

The rating covers the buildings’ energy efficiency, indoor environment quality, materials 

and resources, water efficiency and innovation. To promote the demand for environmental-

friendly or green buildings with GBI certification, the qualifying expenditure incurred by a 

Malaysian resident to obtain GBI certificate from 29th October 2009 until 31st December 

2014 is exempted from his statutory income calculation. The transfer of GBI-certified 

property from developer to acquirer within the same period is also exempted from stamp 

duty charges. 

 

In conclusion, professional accountants play important roles in providing advice to regulators and 

policy makers in developing an ESG index, using their skills and experience in previous 

engagements to enhance ESG performance in the local business environment. Furthermore, 

similar advice can be offered to business leaders in order to reap potential benefits provided by 

government through various tax incentives and facilities.  

 

4. FROM FINANCIAL AUDITOR TO ESG AUDITOR 

 

Traditionally, the role of the professional accountant as an auditor is to provide reasonable 

assurance that the financial statements are free from material misstatement and the financial 

statements have been prepared according to Generally Accepted Accounting Principles (GAAP), 

i.e. Malaysian Financial Reporting Standards issued by the Malaysian Accounting Standards 

Board, and that the auditing process has taken place according to Generally Accepted Auditing 

Standards (GAAS). This role does not change in the context of SRI. The SRI investors rely on 

audited financial statements to examine the economic performance of SRI portfolios. These SRI 

investors are not altruists (Sparkes & Cowton, 2004), but they are investors who are looking 

forward to comfortable economic returns while investing in a portfolio that they believe can 

make a difference towards ESG aspects in society.  
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Furthermore, examination by Nagy & Obenberger (1994) found that individual SRI investors’ 

decision and behaviour was influenced by accounting information such as financial statements, 

annual reports, expected earnings, and valuation techniques. The credibility of financial 

information needed by these investors is subject to the level of professional competency and due 

care of professional accountants as an auditor of a particular SRI portfolio. Moreover, as an 

auditor, the professional accountant has a role in ensuring that the preparation of all financial 

statements in the prospectus of a SRI portfolio was subject to rigorous due diligence standards 

and requirements. Containing financial and non-financial information and the future plans of a 

particular company or portfolio, the prospectus is an indispensable document to be analysed 

before investors decide to put their money in potential companies or portfolios. 

 

With the emergence of the new ESG index, professional accountants are not only expected to be 

financial auditors but also ESG auditors. As ESG auditors, professional accountants would check 

and validate ESG-related information before this is presented in financial statements or 

prospectuses. A verification given by a credible and independent party like a professional 

accountant enhances both the reliability and the objectivity of presented information and 

strengthens the confidence level among SRI investors before they finalise their investment 

decision.  Additionally, professional skepticism by professional accountants prevents 

exaggerating and overzealous presentation of environmental and social information among SRI 

portfolio providers. According to Dunfee (2003), professional accountants could step in to offer 

ESG-related auditing services due to deployment of similar skills; for example, in validating 

related ESG costs, which may end up as a contingent liability or provision to the reporting 

company. Besides, investigative skills are needed to double check ESG-related data and to know 

when to probe management on certain ambiguous information.  

 

As an auditor, the professional accountant has a fiduciary obligation towards the client. As an 

auditor to non-ESG compliant companies, the professional accountant is responsible for ensuring 

that the financial statements provide a true and fair view about the company’s financial position, 

which in the end benefits the shareholders too. Unique to ESG compliant companies, the 

professional accountant’s fiduciary obligation is not limited to providing reasonable assurance on 

the presentation of financial information, but also to exercising due care and diligence in the 

disclosure of ESG-related information, since SRI investors aim for both financial and ESG 

objectives (Lewis, 2001). 
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5. EXPANDING INTERNAL CONTROL ROLES 

 
In the internal control aspect, the Bursa Malaysia Listing Requirements Chapter 15, Part C, 

Paragraph 15.10 clearly mention the requirement of appointing, at the minimum, a professional 

accountant as a member of the Audit Committee. As audit committee members, professional 

accountants must assist the board of directors in ensuring effective internal controls and 

appropriate risk management mechanisms within the company. In this matter, professional 

accountants are expected to identify ESG risks and provide appropriate advice to the board of 

directors on alternative methods to manage these potential ESG risks. From time to time, 

professional accountants may want to check the readiness of these alternatives in the event that an 

ESG risk occurs. Besides, as audit committee members, professional accountants are also 

expected to provide early warnings (red flag) to the related functional units of companies on the 

occurrence of ESG issues that need immediate response by employees. The inability of the audit 

committee to communicate with board members and senior executives of companies on potential 

ESG risks may impact the companies’ reputation. As a result, investors pursuing the ESG agenda, 

especially institutional investors, may avoid these companies or exit them, thus causing the share 

price to decline and reduce the companies’ value. To make matters worse, this could signal other 

investors to divest their holdings in these companies as the domino effect sets in.  

 

Managing ESG risks is a mounting challenge in today’s rapidly changing business environment. 

Failure to address ESG risks may cause unbearable implicit and explicit costs to companies, 

especially with the emergence of giant SRI funds among pension funds. Therefore, to meet this 

challenge, audit committee members who are professional accountants must employ relevant 

strategies to manage these ESG risks. One of these strategies is to maintain open communications 

with the source of potential ESG risks. Audit committee members need to initiate frequent 

meetings with SRI investors and provide feedback on the extent to which their companies have 

met the ESG considerations and how pro-active their companies are in dealing with material ESG 

issues. In addition, audit committee members have to meet regularly with non-profit 

organisations (NGOs) and unions to update them on the risk management approaches of 

companies to tackle ESG risks and opportunities. At some point, audit committee members may 

need to carry out a joint effort with these NGOs and unions in addressing ESG risks. 
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In order to support effective internal controls by the audit committee with regard to the ESG 

aspect, professional accountants are also expected to play the role of management accountants. 

Traditionally, management accountants deal with costing matters and subsequently determine the 

pricing of companies’ products or services. Today, however, management accountants have a 

greater role to manage risk and value. With regard to ESG-related risks, professional accountants 

are expected to identify potential ESG risks in advance and ensure the appropriate response 

system is in place.  

 

A management accountant has a role to ensure that throughout the value chain, ESG risks are 

minimised and contained. Elements of energy usage, carbon emissions, water contamination, 

waste management or air pollution derived from production are expected to be managed 

effectively. Failure to manage these issues effectively may result in punishment from local 

council authorities or law enforcement agencies. In the aspect of employee management, 

management accountants play significant roles with human resource managers to ensure issues 

like gender, racial, and minority discrimination, lower pay and job equal opportunities are 

addressed accordingly, thus reducing the risks of potential job dissatisfaction or even workforce 

strikes and boycotts that can hinder the production and manufacturing process. Furthermore, 

consistent with total quality management philosophy – doing things perfectly from the beginning, 

management accountants are responsible for ensuring that moving one process to another stage of 

processing will avoid mistakes, deficiencies, and technical glitches. Thus at the end of the value 

chain, customers experience greater satisfaction in consuming that particular product or service.  

 

Management accountants are also involved in designing the strategic management policy of 

companies, at least in terms of preparing budgets. Thus, their roles have been extended by 

encompassing ESG considerations in strategic management. Sustainable budgets need to be 

prepared to support ESG-related initiatives in the long run and to justify the money allocated for 

such activities by gaining greater returns in terms of monetary and non-monetary aspects. In this 

aspect, management accountants should plan for companies’ involvement in more selected, 

dedicated and focused philanthropic activities, instead of a blanket rule for sponsoring ESG-

related programmes (Waddock, 2000). In non-monetary terms, the benefits cover recognition by 

the public, enhancement of reputation and goodwill, as well as the reduction of potential political 

intervention.  
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From the point of view of political-economic theory, ESG-compliant companies are less likely to 

be monitored or penalised by regulators and they are more favourably positioned to get easier 

access to multiple grants, incentives and assistance from the government. With regards to 

monetary aspects, benefits include possibly lower costs of borrowing in the future due to a strong 

brand name in philanthropic programmes, or even a relatively lower cost of raising funds as 

ESG-compliant companies may likely enjoy greater media coverage or may easily capture the 

attention of SRI investors due to projecting a positive image from engagement in ESG-related 

activities. 

 

In conclusion, professional accountants play significant roles in ESG issues among businesses in 

Malaysia as the nation moves forward to attract larger investment from SRI global investors. 

These significant roles encompass advisory and consultancy, moving from being traditional 

financial auditors to ESG auditors, and expansion of internal control roles as audit committee 

members or as management accountants. As audit committee members, professional accountants 

are expected to address ESG risks and relay information on how companies should tackle those 

risks to multiple stakeholders like unions, non-governmental organisations, SRI investors, the 

board of directors, senior executives, and the employees. Furthermore, as management 

accountants, professional accountants ensure the value chain causes minimum ESG-related risks 

and maximises potential value for customers’ product usage experience; assist human resource 

managers in providing good working conditions;  and support the strategic management direction 

of companies through strategic budgeting. These significant roles are graphically presented in the 

following Figure 1.  The framework is adapted from the earlier work of Guay, Doh, & Sinclair 

(2004) and Hockerts & Moir (2004). In an earlier study Guay et al. (2004) conceptualised the 

roles of non-governmental organisations in pursuing the ESG agenda through involvement in 

SRI, while Hockerts & Moir (2004) explained the roles of investor relation managers in 

communicating companies’ ESG initiatives to various stakeholders. 
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6. THE WAY FORWARD 

 

Moving forward, a lot of challenges remain for professional accountants to carry out duty as ESG 

auditors. One of the challenging factors is the absence of the likes of GAAP and GAAS to 

prepare ESG information and subsequently audit the presented information (Dunfee, 2003). Even 

though some efforts have been carried out locally, like the introduction of 14001 Environmental 

Management Systems (EMS) and the CSR Reporting Framework, three issues remain unsolved. 

First, the standard is locally driven, and thus not able to fulfill the demand of SRI international 

investors. The second issue is enforcement; since not all companies adopt such standards, this 

causes difficulties among SRI investors in carrying out comparative analysis. Thirdly, reporting 

companies face diverse ESG issues as these vary across sectors and industry. 

 

At the international level, an initiative by the Global Reporting Initiative (GRI) has resulted in the 

Sustainability Reporting Guidelines, which aim to encourage compatibility in the presentation of 

sustainability information including ESG information among global firms. However, the 

application is still on a voluntary basis, and the lengthy requirements may exhaust reporting 

companies’ resources as well as cause greater challenges in the auditing process. While awaiting 

the emergence of the likes of GAAP with regard to ESG-related reporting, continuous 

professional education (CPE) by the Malaysian Institute of Accountants should include a training 

module that can enhance members’ knowledge and skill towards providing reasonable assurance 

on the presented information in annual reports or prospectuses. In this aspect, MIA may want to 

get assistance from relevant agencies or ministries like the Department of Environment (DOE) to 

provide technical and professional guidance on environmental audit techniques and approaches. 

Furthermore, enforcement of the MIA By-Laws is sought to avoid potential conflict of interest 

when professional accountants serve as auditors and ESG related consultants, especially when the 

consultancy fees provide more reward than the auditing fees.  
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Figure 1: Significant roles of professional accountants in ESG and SRI 

 

 

(adapted from Guay et al., 2004; Hockerts & Moir, 2004) 
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In order to facilitate professional accountants’ significant roles in business’ ESG performance, 

policy makers and regulators shall play more active roles. For instance, Bank Negara should 

encourage local banks to provide more competitive financial access for companies to acquire 

energy efficient technologies, to build eco-friendly infrastructure, and to venture into the 

renewable energy sector.  

 

Moreover, learning from progress in Islamic finance, policy makers may want to adopt a similar 

approach through the set-up of the SRI Advisory Board at Securities Commission, Bursa 

Malaysia and Bank Negara, which later can be extended to ESG-compliant companies. This 

board plays important roles to provide advice or guidance to professional accountants on the 

compliance with ESG index criteria, as well as suggesting revision of the index criteria. 

 

Additionally, Malaysia policy makers and regulators can learn from the United Kingdom’s 

experience where the revision of pension law, the improvement of company law, and the 

introduction of the new corporate governance code has significantly contributed to SRI growth 

since 1996. Indeed, we have revised the Malaysian Code of Corporate Governance thrice; 

however, we have yet to amend the related pension law which among others makes it compulsory 

for pension funds to invest in only ESG-compliant portfolios. 
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