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The inherent financial and reputational risks in companies’ tax avoidance practices should be of great
concern to members of the board of directors. However, studies on the relationship between the
board’s attributes and corporate tax avoidance have documented mixed findings. Since these studies
are predominantly guantitative, the present study uses a qualitative strand in providing explanations to
the mixed findings in addition to the quantitative strand. The quantitative data came from the annual
reports of the top 100 Malaysian companies based on FTSE tradable index. The panel data were
analysed using the system Generalized Methods of Moment (GMM). The findings were used to develop
a semi-structured instrument for further qualitative inquiry through personal interview sessions with
ten tax auditors of the Inland Revenue Board of Malaysia (IRBM). The quantitative analysis shows board
effectiveness to be negatively related to corporate tax avoidance. However, board independence and
board members’ financial literacy were not. The analysis of the interview responses shows that the
members of the board have little influence on the choice of the company’s tax management strategy.
These findings should be understood within the limitations of study focusing on large companies; the
timeframe of the three-year financial period and use of the views of the tax auditors instead of the views
of the directors. Nevertheless, the findings are relevant for the revision of the guidelines on the
appointment and oversight roles of directors in the Malaysian Codes of Corporate Governance (MCCG).

Key words: Board attributes, corporate governance, corporate taxation, corporate tax avoidance, generalized
methods of moment, Malaysia.

INTRODUCTION

The various corporate scandals and collapses of Enron,
Dynegy, GlaxoSmithKline, WorldCom, and Tyco involving
tax aggressiveness through extensive uses of tax
shelters have changed the tax profile from traditional
obscurity behind the scenes” to the mainstream of
corporate concern and an agenda in the Boardroom
(Freedman, 2003; KPMG, 2005, p.2). The board of
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directors currently view tax issues with more serious
concern than in the past given, the financial and
reputational risks inherent in tax avoidance practices
(ATO, 2005; Rego and Wilson, 2012; Badertscher et al.,
2013; Hassan et al.,, 2014; Guenther et al, 2017).
Accordingly, Lanis and Richardson (2011) and Minnick
and Noga (2010) argue that the monitoring roles of
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board of directors on corporate tax avoidance should be
investigated.

While the interaction between corporate governance
and corporate taxation received belated attentions among
accounting and corporate finance researchers, the recent
years have witnessed overwhelming investigations into
this interaction. Several components of corporate
governance have been examined, especially in relation to
corporate tax avoidance (Dyreng et al., 2008; Hanlon and
Heitzman, 2010; Tang and Firth, 2011; Salihu et al.,
2013). Studies such as Desai and Dharmapala (2006),
Halioui et al. (2016), Hanlon and Slemrod (2009),
Kasipillai and Mahenthiran (2013), Richardson et al.
(2013), and Young (2017) have examined the overall
influence of corporate governance on corporate tax
avoidance. Others, such as Bird and Karolyi (2017),
Chen et al. (2010), Khan et al. (2017), Koester et al.
(2016), and Richardson et al. (2016) look into the
corporate governance mechanisms and investigate the
relationships of some of its components with corporate
tax avoidance”.

Since the board of directors has been found to be more
responsible in management monitoring than any other
corporate governance mechanisms (lbrahim, Howard and
Angelidis, 2003; Uzun et al., 2004; Zahra and Stanton,
1998), some studies have looked into the effects of the
attributes of the board of directors on corporate tax
avoidance. For instance, Vafeas (2010) investigated the
relationships of some characteristics of board of directors
and audit committees on two measures of corporate tax
avoidance among Fortune 500 companies and
documented some significant relationships (both positive
and negative) among the variables®.

Minnick and Noga (2010) looked into the influences of
board attributes on tax management strategies of firms
on S&P 500 in 2005 and found some of the attributes to
be have positive influence on corporate tax avoidance
while others have negative influences. Lanis and
Richardson (2011) specifically focused on the influence
of board composition on corporate tax avoidance among
38 Australian firms and find "that the inclusion of a higher
proportion of outside members on the board of directors
reduces the likelihood of tax aggressiveness” (Lanis and
Richardson, 2011, p. 50).

Furthermore, Mahenthiran and Kasipillai (2012)
investigated the relationship between some measures of
corporate tax avoidance and board of directors’ attributes
among 397 Malaysian firms. Similar to the previously
reported studies, the results of this study are also mixed
with negative and positive significant relationships
documented. Similarly, Paunescu, Vintila and Gherghina
measures of corporate tax avoidance) and some
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To mention but a few as the list may be endless.

attributes of boards of directors among 50 firms listed on
NASDAQ for the period of 2000 to 2013. The findings
have a mix of positive and negative relationships among
the variables.

The persistent mixed results on the relationship
between corporate tax avoidance and the attributes of
board of directors call for a different approach to
investigating this interaction. Thus, the present study
adopts a unique approach in examining the influence of
the board of directors' attributes on corporate tax
avoidance. The study is different from the other studies in
two ways specifically.

First, the present study uses an explanatory mixed
method of quantitative-to-qualitative approach to provide
explanations to the mixed findings documented in
guantitative based studies. It is argued that a mixed
method approach could be a useful tool in articulating
“the complexity of a problem, providing examples of fixes
and compelling proof that will contribute to a better
[understanding of our] society” (Molina-Azorin and
Fetters, 2019). Using this approach could “provide the
best opportunity for addressing research questions”
(Malina et al., 2011, p. 60). Thus, the quantitative
findings, from the analysis of the secondary data from the
firms’ annual reports, were subjected to qualitative
enquiry through personal interview sessions with tax
auditors in the Inland Revenue Board of Malaysia
(IRBM). To the best of the authors’ knowledge, this study
is the first to adopt this approach in the context of
corporate tax hon-compliance.

Second, we used four similar but different effective tax
rates (ETRs) to capture corporate tax avoidance
comprehensively. These are the proportion of income tax
expense to the accounting income before tax (denoted as
accounting ETR); the ratio of income tax paid to the total
accounting income before tax (coded as long-run cash
ETR); the ratio of income tax expense to operating cash
flows; and ratio of income tax paid to operating cash
flows. The first three measures have been extensively
used to capture corporate tax avoidance (Hanlon and
Heitzman, 2010; Salihu et al., 2013). The fourth measure
has been documented to be similar but different to the
other three measures (Salihu et al., 2013) and might
likely capture the conforming tax avoidance advocated in
Hanlon and Heitzman (2010).

We chose Malaysia as the context for this investigation
because of the relative stability in the country’s corporate
tax rate for the period of the study, which could provide a
further insight into the documented mixed results, and the
emerging nature of its economy. Furthermore, the issue
of commercial tax non-compliance has been identified as
a major reason for illicit global fund flow out of the country
in the recent past (Global Financial Integrity, 2011;
OECD, 2014; Hani, 2011).

The results of the quantitative strand show that board
effectiveness (measured as board size and board
frequency of meeting) is negatively associated with the
four measures of corporate tax avoidance. The predicted



negative relationships of board independence (measured
as board composition and CEO duality) and board
financial literacy are not statistically significant. The
analysis of the responses from the interview sessions
with the tax auditors reveals that board members have
little or no influence on the tax management strategy of
the firms. It further shows that the financial interests of
these members might be the reason for the lack of such
influence as those interests takes precedence over their
concern for organizational legitimacy.

THEORETICAL
DEVELOPMENT

INSIGHT  AND HYPOTHESES

One of the means of fulfilling the requirements of the
express social contract between a firm and the society
where it operates is the payment of taxes by the firm
(Christensen and Murphy, 2004; Preuss, 2010; Williams,
2007). The firm will be viewed as socially responsible and
accepted in the society where it operates following the
fulfilment of this requirement (Deegan, 2006). This
ensures the organizational legitimacy of the firm and its
continuous survival within the society. It is imperative
therefore that, firms should strive to fulfil this civic
responsibility to avoid creating a “legitimacy gap”
between the value system of the society and that of the
firm (Lindblom, 1994, p. 3). Such gap could threaten the
very existence of the firms since tax avoidance is often
viewed as “a crime against the nation” (Landolf, 2006, p.
6). As such, Salihu et al. (2015) argued for the relevance
of legitimacy theory in the study of corporate tax
avoidance as tax non-compliance constitutes an act of
social irresponsibility (Christensen and Murphy, 2004). It
is believed that the members of the board will seek to
deter their firms from such criminal act given their
concern for organizational legitimacy. Furthermore,
studies by Lanis and Richardson (2012) and Huseynov
and Klamm (2012) have found firms with high social
responsibility disclosure to be less tax avoidant.

Hypotheses development

Based on the concern for organizational legitimacy
established above and the findings from previous
empirical studies, the following relationships are
predicted between board attributes and corporate tax
avoidance. The attributes investigated in this study are
board-composition and CEO duality (measures of board
independence), board size and frequency of board
meeting (measures of board effectiveness), and board
members’ financial literacy.

Board composition and corporate tax avoidance

Board composition, which means the proportion of
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independent non-executive directors on board, is a
critical factor in determining the effectiveness of the
board in management monitoring (Fama, 1980; Fama
and Jensen, 1983). This is particularly important as the
inside directors may act in a way to maximize their own
interests even if it involves fraudulent activities (Uzun et
al., 2004; Yermack, 1996). However, this opportunistic
behaviour of inside directors could be curtailed with the
presence of outside directors on the board (Fama, 1980).
It could therefore be inferred that board composition will
have negative impacts on corporate tax avoidance given
the concern of independent non-executive directors for
the firm’s organizational legitimacy.

However, the studies examining the relationship
between board composition and corporate tax avoidance
have produced mixed results. While some of these
studies found significant positive relationships, others
documented negative relationships between the two
variables. For instance, while Lanis and Richardson
(2011) document a negative association between higher
proportion of outside directors on Board and corporate
tax avoidance, Minnick and Noga (2010) find a positive
association between foreign tax avoidance and board
composition.

From the perspective of the legitimacy theory, the
expected relationship between board composition and
corporate tax avoidance should be negative. The
independent non-executive directors are expected to
seek organizational legitimacy as they are parts of the
society and have their reputations to protect.

Thus, given these mixed results and the fact that the
presence of independent non-executive directors assists
the board to legitimise itself, the present study states the
following hypothesis regarding the relationship between
board composition and corporate tax avoidance.

Ho1: There is a negative relationship between board
composition and corporate tax avoidance

CEO duality and corporate tax avoidance

Chief Executive Officer (CEO) duality means the
combination of the role of the CEO and chairmanship of a
company in the same individual (Rechner and Dalton,
1989). This situation suggests some major issues in
leadership and governance of a corporation (Said,
Zainuddin and Haron, 2009), as it creates rooms for
power concentrate in a personality which could erode the
board’s ability in effective control (Fama and Jensen,
1983; Tsui and Gul, 2000). As such, CEO duality affects
the level of the independence of the board of directors
(Gul and Leung, 2004).

Given this backdrop, there is the need to understand
the relationship between CEO duality and corporate tax
avoidance (Minnick and Noga, 2010) as tax management
decision now rests with the board (KPMG, 2005).
However, the studies that examined the relationships
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between CEO duality and corporate tax avoidance are
still limited and inconclusive. The legitimacy theory
suggests that CEO duality may deter tax avoidance given
the need for reputation on the part of the dominant
person. Thus, the present study hypothesizes as follows:

Hoo: There is a negative relationship between CEO
duality and corporate tax avoidance

Board size and corporate tax avoidance

In a group decision-making process, the possibility of the
size influencing the outcome of the decision process
cannot be overemphasized; hence the size of a board of
director might determine its decision outcome and thus
affects the quality of corporate governance (Jensen,
1993; Said et al., 2009). However, how large or small a
board should be to be effective is an unresolved question
among corporate governance researchers (Jenter et al.,
2018). While majority of these researchers are of the
opinion that larger boards may lead to communication
and coordination problems, cost ineffectiveness and poor
decision-making process (Jensen, 1993; Lipton and
Lorsh, 1992; Raheja, 2003), others have argued that
larger boards are needed for cross-fertilization of ideas
which may result in better decision outcome (Jenter et al.,
2018; Said et al., 2009).

The only study, Minnick and Noga (2010) on corporate
tax avoidance that considers the effect of board size
documents an inconclusive finding. It finds that “larger
boards focus on reducing domestic taxes” (Minnick and
Noga, 2010, p. 717) and there is no evidence for such
influence on general tax management. Given the
propositions in the legitimacy theory, larger board should
be more effective in deterring tax avoidance practices
because of the concern over organizational legitimacy.
Thus, the present study states the following hypothesis:

Ho3: There is a negative relationship between board size
and corporate tax avoidance

Frequency of board meetings and corporate tax
avoidance

Board meeting frequency has been identified as “an
important dimension of board operations” (Vafeas, 1999,
p. 113). Stressing the importance of the board meeting
frequency, Conger et al. (1998) opine that the time spent
by board members in meeting serve as an important
resource for board effectiveness.

While Lipton and Lorsch (1992) have argued that lack
of time is the most common problem faced by most
directors, partly due to “too many outside directorships”
(vafeas, 1999, p. 114), it is surprising that very few
scholars (Brown and Caylor, 2004; Conger et al. 1998;
Vafeas, 1999) have investigated the relevance of board

meeting frequency in the context of corporate
governance. A further understanding of the impact of this
variable could add to our knowledge of the proper
functioning of a board. Given this argument, frequency of
board meeting could be a determining attribute of the
board that can impact the relevance of other attributes of
board effectiveness.

As such, it is believed that a board that meets more
frequently will be effective in tax management of the
company. The reason being that tax issues are more
frequently discussed under the self-assessment system,
most importantly with the current year assessment
approach. As a requirement, the company is expected to
review (and if necessary revise) its earlier estimated tax
liabilities anytime in the assessment period before the
ninth month of the year of assessment (Kasipillai, 2010).
This is necessary to avoid the likely penalties for any
shortfalls. It is therefore, the responsibility of the board to
oversee this issue for compliance purposes.

Unfortunately, studies examining the relationship of this
attribute and corporate tax avoidance are very few to
produce a logical conclusion. Vafeas (2010) provides an
insight into the relationship between board frequency of
meetings and corporate tax avoidance and finds that
board meeting frequency is related to high level of tax
avoidance among Fortune 500 firms. This result supports
the traditional view of the role of board of directors in tax
management of companies but the finding is quite
surprising, especially in a disperse ownership setting of
the United States of America.

However, this finding contradicts the propositions in
legitimacy theory. The theory proposes that board
effectiveness as reflected in its frequency of meeting
should serve as a deterrent to tax avoidance practice
given the concern for organizational legitimacy. Hence
the following hypothesis is stated:

Hos: There is a negative relationship between board
meeting frequency and corporate tax avoidance

Board members financial literacy and corporate tax
avoidance

The need for more financial experts on the boards of
directors has been stressed following the various
accounting scandals (Nga et al., 2012). This will enhance
a better understanding of analysis of financial statements
and thus assist the boards in their oversight role.
Accordingly, Sarbanes-Oxley Act 2002 (SOX) makes it a
requirement for inclusion of financial experts on boards of
public listed firms. Also, the Malaysian Code on
Corporate Governance (MCCG) requires that all
members of audit committees of listed companies to be
financially literate and specifically, one member of the
committee to be a member of Malaysian Institute of
Accountants (MIA).

However, existing literatures on corporate tax avoidance
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Figure 1. Explanatory Design: Follow-up Explanations Model (QUAN emphasized).

Source: Creswell and Plano Clark (2007, p. 72).

have not considered the relationship between financial
literacy and corporate tax avoidance despite its relevance
for board effectiveness. Although, Vafaes (2010)
examines the relationship between presence of a
financial expert on the board and corporate tax avoidance
and finds a positive relationship, the financial literacy of
the whole board members remains unexplored.

A board with high number of members, who are
financially literate, could be more effective in its
monitoring functions and thus helps in deterring tax
avoidance practices given the members’ concern for
organizational legitimacy. Thus, this study hypothesizes
as follows:

Hos: There is a negative relationship between board of
directors’ financial literacy and corporate tax avoidance

RESEARCH METHODOLGY
Research design — mixed method approach

The study adopts a dialectical approach (Greene, 2007; Rocco et
al., 2003) of combining the pragmatism and transformative
philosophical foundations (Morgan, 2007; Tashakkori and Teddlie,
2009) to provide a balanced understanding of the relationship
between board attributes and corporate tax avoidance. This
approach is considered appropriate as it provides a practical
balance between “the two extremes of knowledge generated from
the constructivist and positivist reasoning approaches” (Salihu,
2015, p. 140). Since ‘there is no problem in asserting both that
there is a single “real world”, and that all individuals have their own
unique interpretations of that world’ (Morgan, 2007, p. 73).

Loo et al. (2010), McKerchar (2008; 2010), and Torgler (2007)
have called for the use of mixed method in context of tax
compliance. Thus, considering the 13-step model presented in
Schoonenboon (2018), the points highlighted in Collins and
O’Cathain (2009), and the fact that the previous studies of board
attributes and corporate tax avoidance are predominantly
quantitative; this study adopts the follow-up explanatory variant of
explanatory design (Creswell and Plano Clark, 2007, p. 72; 2011, p.
85). Figure 1 below depicts the flow of the research activities in the
study.

Sequent to the adopted follow-up explanatory approach,
exhibited in Figure 1, the quantitative strand is given precedence
over the gualitative. Thus, the quantitative research design was first
implemented and then followed by the qualitative design. The
relevant data were hand-collected, from the annual reports of the
selected companies, analysed and the results presented. The
results were then used to develop a semi-structured interview
questions for qualitative data collection. Subsequently, the
responses of the interviewed tax auditors were analysed and the
findings presented. The conclusion of the study is drawn from
findings of both quantitative and qualitative strands with priority

given to the qualitative findings.

Empirical methods — quantitative strand
Source of sample data

The sample comprises of the top 100 listed companies on Bursa
Malaysia (BM) based on the FTSE Bursa Malaysia Top 100 Index®.
The annual reports of the companies were downloaded from the
website of BM  (http://www.bursamalaysia.com/market/listed-
companies/company-announcements) for the financial periods of
2009, 2010 and 2011. The reason for the choice of these years is
the fact that year 2009 marks the end of the implementation of tax
policy for gradual reduction of statutory corporate income tax rate
from forty percent (40%) in 1988 to twenty-five percent (25%) in
2009 (Kasipillai, 2010). It is believed that the financial statements of
these companies for the financial periods reflect a fixed and steady
corporate tax rate which is highly relevant for this type of study in
achieving its research objectives. As at the time of this data
collection, most of the companies have their annual reports
announced up to 2011.

The annual reports of the sampled 100 companies were filtered
and the following adjustments were made during data extraction for
the empirical investigation:

1. Fifteen (15) companies were excluded due to incomplete
financial information for the financial periods (2009; 2010; and
2011) being considered;

2. Five (5) companies with tax refunds or operating loss were also
excluded because of the distortion in the measurement of their tax
burdens (Zimmerman, 1983);

3. Given the same reason in number two (2) above, sixteen (16)
companies with negative operating cash flow for any of the financial
periods were also excluded;

4. One (1) company that has one of its tax avoidance measures
greater than one was also removed to avert potential model
estimation problems (Stickney and McGee, 1982).

A total of sixty-three (63) companies served as the final sample for
the present study. Thus, a total of 189 firm-year observations were
used for the quantitative empirical analysis based on the three
financial periods. This provides a sufficient panel data set that could
allow in-depth analyses and thus give room for meaningful
inferences from the results.

Specification of empirical model and measurement of variables

The nature of the quantitative data described above necessitates

® FTSE Bursa Malaysia Top 100 Index is one the five tradable indices
computed from the market data to reflect the performance of the Bursa
Malaysian market. It is the combination of the 30 companies in FTSE Bursa
Malaysia KLCI Index and the 70 companies in the FTSE Bursa Malaysia Mid
70 Index.
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the development of a panel data regression model for the analysis.
A critical examination of the focus of the present study suggests the
nature of the panel data to be dynamic. As such, the study
developed a dynamic panel data model. A set of panel data is
considered dynamic when there is an inclusion of unobserved
individual-specific effects and/or lagged dependent variables. The
present study employs the following model for the dynamic penal
data to avert potential effects of endogeneity similar to Minnick and
Noga (2010). This model is written as:

CTA; = a; + YCTAj_y + pBCOMP;, + B,CEOD;, + B3BFQMT;,
+ BuBSIZE;, + BsBFINLIT;, + BsFSIZE;,
+ B,PROFIT;, + BgLEV;; + BoCAPINT;, + & (1)

Where, the subscripts i and t denote companies and year
respectively. CTA is corporate tax avoidance which is the
dependent variable.

Four measures (Hanlon, 2003; Lisowsky 2009; Hanlon and
Heitzman, 2010; Salihu et al., 2013; Sikka, 2017) of corporate tax
avoidance are employed in this study. These are accounting
effective tax rate (ETR) denoted as CTAL, long-run cash ETR
denoted as CTA2, the ratio of total tax expense to operating cash
flow represented as CTA3, and the proportion of income tax paid to
operating cash flow denoted as CTA4. While the first three
measures have been extensively used in the prior studies, they only
capture the non-conforming tax avoidance. Hanlon and Heitzman
(2010) recommended the last measure for conforming tax
avoidance. q; is the firm specific effect, Y, §; to B, are slopes to be
estimated, and ¢;; is the error term of the model.

BCOMP, CEOD, BFQMT, BSIZE, and BFINLIT, stand for board
composition, CEO duality, board frequency of meeting, board size,
and board members’ financial literacy are independent
(explanatory) variables for board attributes, respectively.

The board composition is measured as the proportion of
independent non-executive directors on board. CEO duality is
measured as a dichotomous variable which equals 1 if there is role
duality and O if otherwise. The board frequency of meeting is
measured as the total number of the meetings held during the year.
Board size is measured as the total number of directors sitting on
board. The board members’ financial literacy is measured as the
ratio of the score of financial literacy by members of the board of
directors to the maximum possible score that would have been
attained by all members of the board®.

FSIZE, PROFIT, LEV and CAPINT represent firm size, profitability,
leverage and capital intensity, respectively are control variables
found to impact firms’ tax burden.

The coefficient of lagged dependant variable, Y, is expected to be
positive. Similar positive signs are expected for 8, to s because of
the hypothesized negative relationships board attributes and
corporate tax avoidance. For the slopes of the control variables,
though not hypothesized, positive signs are expected for B, and B,
and negative signs for g to By based on the empirical findings in
prior studies (Adhikari et al., 2005; Chen et al., 2010; Derashid and
Zhang, 2003).

Estimation method

The dynamic nature of the above panel data negates the relevance

“These scores are assigned such that 3 points are credited to a director with a
membership with any professional accounting body, 2 points to a director with
relevant working experience in financial sector and 1 point to a director with
finance and/or accounting certificate at tertiary education level.

of the standard pooled regression (OLS) model, fixed or random-
effect models given the presence of firm specific effects or any
time-invariant firm-specific variable and the lagged dependent
variable. The use of generalized method of moment (GMM)
estimator has been argued for by Arellano and Bond (1991) in the
above situation.

However, the first-difference GMM estimator has been criticized
for neglecting the potential information generated, while relating the
first differences of levels with the respective levels (Ahn and
Schmidt, 1995). As such, Arellano and Bover (1995) recommended
the system GMM estimatior of the regressions for the first difference
and levels. Blundell and Bond (1998) stressed the relevance of
system GMM estimator when the time-period is small and thus the
system GMM estimator is adopted in the present study, given the
three-year financial periods. It should be noted that the stationary
test of the panel data using panel unit root test was not conducted
given the short time-series of three years that is considered
insufficient for the test (Eviews User’s Guide, 2005).

Qualitative strand

The quantitative findings reported herein leave us with lack of
consistence among the empirical findings. This, and the calls for the
use of mixed methods approach in tax researches by Loo, Evans
and McKerchar (2010), McKerchar (2008; 2010), and Torgler
(2007), necessitate further investigation through a qualitative inquiry
to provide explanations to the inconsistent quantitative findings. As
the previous researches in this respect are largely quantitative,
precedence is given to the quantitative strand in this investigation.
This approach to mixed methods research has been described as
an 'explanatory sequential design' by Creswell and Plano (2007, p.
72; 2011, p. 85). Here, the qualitative inquiry is used as a follow-up
strategy in explaining the quantitative findings, as discussed later.
Hence, the follow-up explanatory variant of the explanatory
sequential design (Creswell and Plano, 2007; 2011) was adopted in
this study.

In line with the adopted design, we developed a set of questions
based on the findings from the quantitative strand. The development
of the interview questions followed the procedure suggested in
Creswell and Plano (2007). The developed questions were tested
through pilot interview sessions with some tax experts including an
academia, a tax consultant and some graduate students. The
results of the pilot interview sessions were used to improve the
structure of the questions and thus guaranteed the validity and
internal consistency of the questions.

Ten tax auditors, responsible for the field audit of corporate tax
payers, with Inland Revenue Board of Malaysia (IRBM) were
interviewed using the improved set of the questions in face-to-face
tape-recorded interview sessions. The tax auditors were selected
as respondents purposefully (Palinkas et al., 2015) for the
interviews for two reasons. First, the tax auditors are directly
involved in investigating the tax management of the companies
through routine tax audit exercises. Thus, they are perceived to be
well acquitted with the tax management strategies of these
companies. Furthermore, the findings of the study are expected to
help them in the selection process of companies for audit. Second,
the sensitive nature of tax avoidance requires third party evidence
as seeking such information directly from the companies' directors
may not be free from biasness.

The interviews sessions were made possible after obtaining
written permission from the directorate of the board in Cyberjaya
and taking consents of the tax auditors. All the interview sessions
took place in the corporate tax department of the IRBM in block 11,
government offices complex, Jalan Duta at different time convenient
for the respondents. The average time for the interview session was
one and half hour for the first sessions with the help of the semi-
structured instrument. There were follow-up visits to some of the



respondents after the transcriptions of the tape-recorded responses
for further clarifications of their responses.

The transcribed responses were analysed using the procedure
suggested in Ary et al. (2006). First, the researchers read the
transcribed responses multiple times for familiarization and better
organization of the responses. Each researcher took notes of
relevant information reflecting general thought during each reading.
The general pattern of the information contained in the responses
started to emerge during this stage. The notes taken were then
used to code and recode the relevant responses to tentative
categories. These categories were later sorted into major and minor
categories. The coding and recoding, including the sorting, of the
categories were done with the help of a computer-aided qualitative
data analysis (CAQDA) known as Nvivo 10. Finally, the researchers
used the constant comparative method to generate the main ideas
from the responses. The thematic analysis was ignored because
the inquiry is not meant to create themes. The generated main
ideas are presented later on.

RESULTS AND DISCUSSION
The quantitative strand
Descriptive statistics

Hejase et al. (2012) contend that informed objective
decisions are based on facts and numbers, real, realistic
and timely information. Furthermore, according to Hejase
and Hejase (2013), descriptive statistics deals with
describing a collection of data by condensing the
amounts of data into simple representative numerical
guantities or plots that can provide a better understanding
of the collected data (p. 272). Consequently, the
descriptive statistics for the measures of corporate tax
avoidance, independent and control variables are
presented in Table 1. As for the measures of corporate
tax avoidance, the first measure — accounting ETR has
the highest mean value of 22.68%. A similar mean value
of 22.49% was documented in Noor et al. (2008). Next is
the long-run cash ETR with a mean value of 22.05%.
While the ratio of income tax paid to operating cash flow
has the lowest mean value of 18.23%, the third measure,
the ratio of tax expense to operating cash flow, has mean
value of 19.78% which makes it next to long-run cash
ETR by ranking. Besides the mean values, the variations
in the data for the means of each measure are reported
as standard deviations. The small values of standard
deviation indicate a clustered data set around the means
(Lind et al., 2012).

An insight into these statistics shows that the means
are generally lower than the statutory company income
tax rate of 25%. The highest of the means is 2.32% less
than the statutory tax rate. This suggests the prevalence
of low tax burdens among large Malaysian companies.
While many reasons such as tax incentives could
account for this, it also suggests the likelihood of tax
avoidance activities among the large companies. This
similar inference was drawn from previous ETRs studies
such as Noor et al. (2008) and Noor et al. (2010).

As for the independent variables, a mean value of
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0.4406 was recorded for the board composition
(BCOMP); one of the measures of board independence.
It means that 44.06% of the sampled firms’ board
members are independent non-executive directors. This
is slightly less than the threshold in Malaysian Code of
Corporate Governance (MCCG) that recommends 50%
of board members to be independent non-executive
directors for large companies. Although, the maximum
value of 71.87% was recorded, the minimum of 2%
showed that most of the large companies are not
complying with the Code. Other Malaysian studies have
documented similar low percentages. For instance,
Haniffa and Cooke (2002) found 45% of board members
to be independent non-executive directors. Ghazali and
Weetman (2006) documented 35.85%, Wan-Hussin
(2009) found 37%, Esa and Ghazali, (2012) reported
42.62% even among the government linked companies
(GLCs).

The mean and standard deviation of CEO duality
(CEOD), the second measure of board independence,
were not reported, given the dichotomous nature of the
variable. However, ten (10) out of the sampled firms have
the roles of CEO as well as that the chairmanship of the
board being vested in a single individual. This shows that
most of the large companies are complying with the
MCCG requirement of separating the roles of the CEO
and chairmanship of the board.

The variable, board frequency of meeting (BFQMT),
one of the measures of board effectiveness, has a mean
of 8.8042 with minimum and maximum values of 5 and
15 respectively. These statistics suggest that the board
members of Malaysian large companies meet more
frequently and therefore are effective in the monitoring of
the management’s activities.

As for the second measure of board effectiveness,
board size (BSIZE), a maximum value of 24 board
members with a mean of 6.6561 and minimum of 2
members were recorded. With the average of 7 members
on board, the effectiveness of the board could be
ensured given the opportunity for cross-fertilization of
ideas. While MCCG does not specify the exact number of
the board members, it however recognises that size does
matter for boards to be effective. The maximum value of
24 board members indicates that Malaysian large
companies are having large board members. Although a
minimum value of 2 members was recorded, only very
few of the sampled companies have less than four
members given the standard deviation of 3.4307.

As for the last independent variable board members’
financial literacy (BFINLIT), a mean value of 0.3137 was
documented with minimum and maximum values of 0.1
and 0.6667 respectively. This shows that members of
Malaysian large companies are averagely literate
financially considering a percentage of 31.37%. This
percentage is higher than that of Nga et al. (2012) of
27.84%. Although, Nga et al. (2012) sampled number of
companies more than that of the present study, the
present study used a wider scope for the measurement of
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Table 1. Descriptive Statistics for Dependent, Independent and Control Variables.

Variable N Mean Std. deviation Minimum Maximum
Dependent variable

CTAl 189 0.2268 0.06717 0.01 0.41
CTA2 189 0.2205 0.10072 0.00 0.56
CTA3 189 0.1978 0.07818 0.01 0.56
CTA4 189 0.1823 0.09315 0.00 0.61
Independent variable

BCOMP 189 0.4406 0.1192 0.2 0.7778
CEOD* 189 0 1
BFQMT 189 8.8042 2.1034 5 15
BSIZE 189 6.6561 3.4307 2 24
BFINLIT 189 0.3137 0.1284 0.1 0.6667
Control variable

FSIZE 189 21.5749 2.1234 14.87 26.74
PROFIT 189 0.1271 0.1041 -0.0109 0.7164
LEV 189 0.4432 0.2041 0.0201 0.9249
CAPINT 189 0.2989 0.1926 0.0040 0.8638

*CEOD is a dichotomous variable. Thus, it does not have reported mean and standard deviation.

financial literacy.

For the control variables, a mean value of 21.574 was
documented for the variable firm size and growth
(FSIZE). This value is higher than 13.122 found in
Derashid and Zhang (2003); 13.02, reported in Adhikari,
Derashid and Zhang (2006); and 5.63, recorded in Noor
et al. (2008). The focus of the present study on large
Malaysian firms could account for such high firm value.
ROA, a measure for the companies’ profitability, has a
mean of 0.1271. While a high profitability of 71.64% was
recorded in some companies, few of the companies
reported negative profits for either one or two of financial
periods under consideration. The recorded average
profitability of 12.71% seems higher than the percentages
of 8.1, 8 and 8.1% reported in Derashid and Zhang
(2003), Adhikari et al. (2006), and Noor et al. (2008)
respectively. The higher mean value for the profitability is
expected because of the focus on the large firms.
Leverage, another control variable, has a mean of
0.4432. This value shows that 44.32% of the total assets
are financed by the debts. The value is higher than
13.12% documented in Derashid and Zhang (2003);
13.02% in Adhikari et al. (2006) and 5.63% found in Noor
et al. (2008). The high value is also expected, given the
opportunities to debt financing for the large firms. The last
control variable which is capital intensity (CAPINT) has a
mean of 0.2989. It means 29.89% of the total assets
comprises of property as well as plant and machinery.
This is also higher than the values of 9.3, 23.56, and 14%
reported in Derashid and Zhang (2003), Adhikari et al.
(2006), and Noor et al. (2008) respectively. The same
reason large companies could account for this.

The general low values of standard deviation observed
across all the independent and control variables show
that the data’s distributions are clustered around the
means. Thus, the means are good representations of the
centre of the data.

Correlations control

variables

among independent and

Table 2 presents the correlation matrix among the
independent and control variables in the empirical model.
While the correlations among these variables are
expected, high correlation coefficients will amount to the
problem of multicollinearity. The degree of correlation that
could be counted as multicollinearity problem has been
set by various authors. For instance, Gujarati and Porter
(2009) suggest that the magnitude of correlation
coefficient exceeding 0.8 or 0.9 could amount to
collinearity. A more stringent cut-off of 0.7 was suggested
by Tabachnick and Fidell (2008) and Kennedy (2008).
The perusal of the correlation matrix reported in Table 2
shows none of the coefficient to be above 0.4. This
suggests the non-severity or non-existence of
multicollinearity among the independent and control
variables (Kennedy, 2008).

Further tests of multicollinearity, using Variance
Inflation Factors (VIF) and its inverse tolerance, were
carried out. The results of these tests are presented in
Table 3. All the values of the VIF are less than 2 and that
of tolerance are higher than 0.5. These further suggest
the lack of multicollinearity problem as these values are



Salihu and Kawi 299

Table 2. Correlation Matrix among the Independent and Control Variables.

BCOMP CEOD BFQMT BSIZE BFINLIT FSIZE PROFIT  LEV ~ CAPINT

BCOMP 1 - - - - - - - -
CEOD 0.158623 1 - - - - - - -
BFQMT  0.148752 -0.12349 1 - - - - - -
BSIZE -0.16707 -0.09598 0.177852 1 - - - - -
BFINLIT  0.134998 0.085958 0.249294 -0.07053 1 - - - -
FSIZE 0.025441 -0.03623 -0.03576 0.056572 0.053401 1 - - -
PROFIT  -0.09053 0.094689 -0.28095 -0.19205 -0.00497 -0.04514 1 - -
LEV 0.054914 -0.16863 0.373341 0.056602 0.208764 -0.06815 -0.05211 1 -
CAPINT  -0.01033 -0.00834 -0.17662 0.087285 -0.16789 0.026011 0.116322 -0.079 1

Table 3. VIF and Tolerance.

Variable VIF 1VIF

FSIZE 1.79 0.558042

BFQMT 1.56 0.642683

LEV 1.52 0.657944

BCOMP 1.45 0.692024

CEOD 1.40 0.712994

BFINLIT 1.29 0.774506

PROFIT 1.27 0.785023

BSIZE 1.19 0.842053

CAPINT 1.13 0.883023

Mean VIF 1.41 -

far less than the threshold of 10 for VIF and higher than
0.10 for tolerance (Gujarati and Porter 2009; Hair et al.,
2009; Chehimi et al., 2019).

Taking a second look at Table 2, a positive correlation
coefficient  (0.1586) between board composition
(BCOMP) and CEO duality (CEOD) indicate that the two
variables could jointly measure board independence.

Similarly, board frequency of meeting (BFQMT) also
positively correlated with board size (BSIZE) with a
coefficient of 0.1779. This also indicates the likely joint
measurement of both variables of board effectiveness.

GMM estimation

The results of the system GMM estimation of the model
are presented in Table 4. The results show board
frequency of meeting and board size to have positive
significant relationships with the four variants of ETRs.
The two variables therefore impact these measures of
corporate tax avoidance negatively. This is consistent
with the findings in Halioui et al. (2016) and Paunescu et
al. (2016). Board composition, CEO duality and board of
directors' financial literacy are not statistically related to
the four measures of corporate tax avoidance. This is
contrary to the findings of Lanis and Richardson (2011),

Richardson et al. (2013), Halioui et al. (2016), and
Paunescu et al. (2016). Thus, board effectiveness seems
to impact corporate tax avoidance strategy negatively
and therefore help the firms in achieving their
organizational legitimacy in Malaysian context. This result
is in contrast to the findings in Vafeas (2010) where
board size and its frequency of meeting were found to be
insignificantly related to the measures of corporate tax
avoidance. The difference in the findings of the two
studies might be due to the different context of the
studies or the statistical method of analysis employed.
While Vafeas (2010)’s study was carried out in a market-
based capitalism, the present study focuses on a
relationship-based economy. Furthermore, the present
study also considered the issue of endogeneity which
accounts for the use of system GMM estimator which
Vafeas (2010) did not consider sure issue.

For the assumption of the exogeneity of the
explanatory variables, the test for over-identification of
the instrumental variables using Sargan tests for each of
the models run was done. The results, also presented in
Table 4, showed no problem of over-identification
restriction. Furthermore, we checked for serial correlation
problem and found that the second-order autocorrelation
[AR (2)] failed to reject null hypothesis of no serial
correlation. The reported p-values for the first-order auto
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Table 4. System GMM results for the four measures of tax avoidance.

Dependent variables

CTAl

CTA2

CTA3

CTA4

Constant
CTA,_4
BCOMP
CEOD
BFQMT
BSIZE
BFINLIT
FSIZE
PROFIT

LEV

CAPINT
Sargan test: p-value
AR(1): p-value
AR(2): p-value

1.2773 (0.032) *
0.1909 (0.046) *
0.0015 (0.995)
0.1572 (0.570)
0.0039 (0.069) **
0.0119 (0.041) *
-0.1065 (0.539)
-0.0494 (0.027) *
-0.3236 (0.243)
-0.0192 (0.880)
-0.1163 (0.257)
0.424
0.043*
0.429

1.2773 (0.032) *
0.0519 (0.040) *
0.3921 (0.234)
0.1572 (0.570)
0.0039 (0.069) **
0.0119 (0.041) *
-0.1065 (0.539)
-0.0494 (0.027) *
-0.3236 (0.243)
-0.0192 (0.880)
-0.1163 (0.257)
0.696
0.046*
0.249

-1.0523 (0.049) *
0.2355 (0.047) *
0.8918 (0.253)
0.5358 (0.353)
0.0129 (0.052) **
0.0093 (0.071) **
0.1363 (0.672)
0.05119 (0.050) **
0.2924 (0.433)
0.5389 (0.620)
-0.0729 (0.769)
0.325
0.034*
0.534

-3.3578 (0.027) *
0.4556 (0.015) *
-0.3715 (0.619)
-2.3979 (0.357)
0.0088 (0.048) *
0.0059 (0.073) **
0.0373 (0.901)
0.1550 (0.022) *
-0.2673 (0.585)
1.0941 (0.360)
-0.0127 (0.952)
0.328
0.035*
0.683

Numbers in parentheses are the p-values. * and ** significant at the level of 5 and 10% respectively.

correlation [AR (1)] are however not unexpected, given
the likely serial correlation in the first order difference.
Thus, the required specification tests for the estimated
models showed the estimations are consistent and
unbiased.

The significant coefficients documented for lagged
dependent variable and the constant for the four
estimated models further strengthen the consistence of
the estimation. As for the control variables, only firm size
is found to be significantly related to the four variants of
ETRs. Thus, consistent with political cost theory and
findings in Adhikari et al. (2005; 2006), firm size could
impact corporate tax avoidance. The other control
variables are not significantly related to the measures of
corporate tax avoidance. The overall results on the
control variables are consistent with findings in Salihu et
al. (2014) and Salihu et al. (2015).

Findings from qualitative data analysis

The generated main ideas from the analysis of the
responses described above revealed that the members of
the board have little or no influence on the choice of tax
management strategy adopted by the firms.

For instance, on the impact of board composition on
corporate tax avoidance practices, one of the respondents
said:

..yah, what | see is that if there are external directors on
board, especially very well-known figures, the chances of
tax avoidance is lesser. Because they are very particular
in the proper running of the company and also they are
quiet answerable to the public. Therefore, with the
external directors who are not linked in any way, tax
planning and tax avoidance are lesser...

Other respondents argued to the contrary saying:

...if you ask me strictly, | do not think so because they
(directors) are all appointed. Therefore, | don't think the
appointed external directors could have serious impacts
on the companies’ tax avoidance activities. Because if |
appoint you and you do not listen to me, then you are
gone...

...I do not think the outside directors could have effects
on the tax avoidance practices of the company. This is
because the directors are being paid by the company.
Since they are paid directors, | do not think they have
such power...

On the impact of CEO duality, all the respondents agreed
that this lead to more tax avoidance practices. These are
some of their statements:

...of course yes. let’s say the person has got a full say in
the running of the company then you have to be careful
because that may signal something. This normally shows
us areas we need to focus more...

...that will lead to more tax avoidance. Because there will
be lots of direct interferences in management decision
process. | have one particular case | feel there is an
element of interference...

On the relevance of board effectiveness (board size and
board frequency of meeting) to corporate tax avoidance
practices, the responses showed that the characteristics
of the individual directors are more important than their
number and frequency of meeting. For instance, one of
the respondents said:

...I' would say it all depends on the directors, if they are
representing different shareholders and there are so
many shareholders in that company, then yes, because if
anything comes up they can voice out because they



represent their shareholders and everyone wants the
company to be good. But if there is somebody controlling
and that person wants to avoid tax, then the other got no
choice, based on my experience...

On the impact of directors' financial literacy on tax
avoidance, the tax auditors agreed that being financial
literate should help in mitigating tax avoidance practice,
but it all depend on whether they want to compile with tax
laws or not. Here is one of the responses:

...l think it all depends on whether they want to do it or
not, but of course financial literate directors are good for
tax compliance...

Summary of findings from qualitative data analysis

As a summary of the findings from the analysis of
responses from the tax auditors, the characteristics and
dispositions of individual director to tax compliance,
especially the chairman of board, could influence the tax
management strategy of a firm. However, the fact that
these directors are appointed and being paid by the
companies could overshadow their concern for
organizational legitimacy. Moreover, the directors in most
cases sit on more than one board and have little concern
for the legal issues as compared to the financial matters.
Thus, the directors might take little cognizance of the tax
status of the companies where they sit. The choice of tax
management strategy is therefore left in the hands of the
management.

Conclusion

The present study has provided a new dimension in the
study of the relationships between the attributes of the
board of directors and corporate tax avoidance. With the
use of four similar but different variants of effective tax
rates (ETRs), the study tried to capture the tax avoidance
comprehensively. Also, the mixed guantitative findings on
the impacts of the board on corporate tax avoidance were
subjected to qualitative investigation through face-to-face
interview sessions with tax auditors responsible for the
audit of the corporate taxpayers. The findings from the
gualitative strand showed that attributes of the board
might have little or no impact on the corporate tax
avoidance practices, as the directors are not responsible
for a firm tax management strategy. Given priority to the
qualitative findings, it could therefore be concluded that
while the directors are perceived to have influence on
choice of tax management strategy of the firms, due to
their general oversight roles and concern for
organizational legitimacy, the financial benefits accruing
from the firms and the fact that these directors are
appointed by firms preclude their sense of judgement.
This conclusion is relevant for the revision of the
guideline on appointment of directors in Malaysian Codes
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of Corporate Governance (MCCG). The oversight roles of
the directors, especially the independent non-executive
directors, should be expended to include liability for
directors in cases of apparent negligence in matters
related to tax law non-compliance. The review should
consider shorter tenure of a director sitting on the board
of a firm and issues of multiple directorship need review.

This conclusion should be understood within some
limitations. First, this study focuses on large companies,
given their propensity for tax management. Second, the
timeframe of the three-year financial period could limit the
generalization of its quantitative findings. Finally,
although the views of the tax auditors provide unbiased
inquiry to the roles of the directors in firms’ tax
management, the views of directors themselves might
give more insights into this.

Thus, an investigation into the point of views of the
directors on board might provide a better insight to
understanding their roles in firms' tax management
strategy. We suggest further qualitative investigation
using the retired directors or dismissed directors as
respondents for better understanding of the happenings
in the board room in relation to tax management strategy.
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