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Abstract 
 

Tax officers are subjected to risk assessment, particularly in tax fraud risk. In performing their duties, tax 
officers are required to exercise their professional judgment throughout the audit and investigation. This 
study aims to examine the relationships between scepticism, client’s fraud indicators intensity, and tax 
professional judgment. A total of 176 tax officers of the Inland Revenue Board of Malaysia (IRBM) took 
part in this experimental study. The data was analysed using Partial Least Squares (PLS) Structural 
Equation Modelling. The results show that scepticism has a direct and indirect significant influence on tax 
professional judgment. This experiment data also provides evidence of a mediation effect of client’s fraud 
indicators intensity on the relationship between scepticism and tax professional judgment. This study 
enriches the existing body of knowledge in the tax fraud risk discipline. The findings of this study are also 
valuable for professionals in tax audit and investigation, as they offer additional guidance for the 
development and improvement of tax fraud risk assessment programs and training. This can ultimately 
enhance the quality of judgment among tax professionals. 
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1. Introduction 

Despite the importance of the tax collection income to the government, the number of tax fraud 

cases in the corporate sector is high and they must be curtailed (Kasipillai & Chen, 2014). The amount of 

government’s lost tax revenue can be significant and to some extent, is considered alarming with ever-

increasing loss estimates over the years. This is despite various measures being taken by the tax 

authorities to ensure more tax compliance (Zakaria et al., 2013), and an equitable contribution from the 

corporate citizens of their fair share to the nation’s tax pool. As tax fraud cases receive greater attention in 

recent years, the spotlight on the efficacy of tax officers' professional judgment when determining the 

client’s potential tax fraud risk has become more apparent (Klassen et al., 2016; Lederman, 2019). This is 

because an outcome of a flawed assessment of the tax fraud risk is detrimental beyond the tax authority 

domain (Miriam Ladi & Henry, 2015). Arguably, a flawed tax fraud risk assessment can lead to a deficit 

in trust in the tax system which eventuates from a negative public perception. As such, responsible tax 

officers are required to exercise an appropriate level of professional judgment based on evidential audit 

findings (Nadiah et al., 2018). 

Tax officers interact with a wide range of taxpayer behaviours and effectively become the ‘public 

face’ of the tax authorities (Muhammad, 2013). Regardless of the varied tax behaviour, they are trained 

professionals in whom the public has a reasonable expectation that they are able to adequately exercise a 

professional judgment when determining client's tax risk (Favere-Marchesi, 2006). More than so, such 

assessment has been associated with the success of tax audit objectives in tax fraud prevention.  

When undertaking the task of assessing tax fraud risk, factors such as the severity of a client's 

fraud indicators can serve as a crucial link connecting individual factors like scepticism to the judgments 

made by tax professionals (Cao et al., 2020; Slovic et al., 2004). The gravity of these fraud indicators 

used by tax officers heightens their awareness of the potential for tax fraud (Krambia-Kapardis et al., 

2010). Consequently, tax officers must invest more effort into actively searching for and identifying these 

fraud indicators, as most signs of fraud cannot be discerned with a mere glance at the financial data. This 

necessitates the tax officers' diligence in gathering comprehensive information regarding potential 

symptoms of fraud that might be present within the client's business environment, indicating an elevated 

risk of deliberate misrepresentation of financial statements, especially in intricate tax fraud cases (Cao et 

al., 2020; Malaysian Institute of Accountant, 2022; Moyes et al., 2013). Within the intricate landscape of 

tax fraud, marked by its ever-growing complexity, the tax officers are expected to embody certain 

individual attributes, notably scepticism. This requirement aligns with established standards of an 

acceptable level of judgment which is crucial for ensuring the effective management of associated tax 

risks (Inland Revenue Board of Malaysia, 2022, 2023; Malaysian Institute of Accountant, 2022). The tax 

officers’ scepticism in exercising a sound professional judgement demonstrates their intrinsic capability 

to manage obstacles when conducting tax audits fieldwork. A lack of this professional trait can potentially 

limit a thorough assessment of the client’s tax fraud risk (Fullerton & Durtschi, 2005; Popova, 2012; 

Quadackers et al., 2014). Thus, a deficiency in scepticism can impair a professional judgment, and the 

quality of the tax fraud risk assessment. Together, these deficiencies have broader implications, as they 

can mar the reputation of the tax officers and erode public confidence and trust in their professional 

credibility (Muhammad & Salikin, 2013). 
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Generally, tax professional judgement is under-researched in the tax fraud risk domain. For 

example, existing studies on the tax fraud risk mainly focus on contributing factors of tax fraud at the 

organisational-based level (Fukofuka, 2013; Mohd Nor et al., 2010; Tabandeh et al., 2013), tax fraud 

indicators (Md Noor et al., 2012; Mohd Yusof & Lai, 2014; Nawawi & Salin, 2018) and compliance 

behavioural characteristics of the taxpayers (Pui Yee et al., 2017; Samuel & Dieu, 2014; Serim et al., 

2014). However, some early work on the enforcement side has found that there were concerns about poor 

judgement exercised by tax officers (Choong & Lai, 2009). This is further supported by Isa and Pope 

(2011) who found that more than 30% of tax officers failed to provide adequate justifications for tax 

adjustments. They also reported that most tax officers lean toward generalising a modus operandi of a 

client as a basis of their assessment although each client’s business transactions can vary significantly 

from one company to another.  

Similarly, in the context of scepticism, there are also limited studies concerning individual-based 

factors related to the tax officer’s professional judgement (Hurtt et al., 2013; Muhammad & Salikin, 

2013; Nadiah et al., 2018). Nevertheless, there are studies that help to build a foundation for scepticism. 

For example, several studies were devoted to the validation of scepticism scale (Hurtt, 2010; Sayed 

Hussin & Iskandar, 2014, 2015) and the dynamics of scepticism (Carpenter & Reimers, 2013; Chadegani 

et al., 2015; Kang et al., 2015; Payne & Ramsay, 2005; Zarefar et al., 2016). These studies align to a 

notion of the importance of scepticism in performing risk assessment which is highlighted in many 

international auditing standards such as ISA 200 and ISA 240. This is further emphasised by the IRBM 

Competency Profile.  

The absence of rich literature on the scepticism and professional judgment in the tax fraud risk is 

further compounded by limited work that examines the effect of client’s fraud indicators intensity (Jaffar, 

2008; Kadous & Magro, 2001; Paino et al., 2014). While the intensity in general has been studied to 

affect job performance (e.g., Kidwell et al., 2010; Morris, 2009), the literature is deprived of work that 

focuses on the professional judgement of the tax officers. Further, many of the existing studies examine 

the effects of scepticism and client’s fraud indicators intensity separately neglecting the association of 

these two intertwined dynamics and ignoring the notion that professional judgment is contingent on the 

intensity (DeZoort et al., 2006; Jaffar, 2009; Mohd Iskandar & Mohd Sanusi, 2011).  

Given the limited scope of prior research in this specific domain, this study thus seeks to make a 

valuable contribution by providing additional empirical insights into the relationship under examination. 

Considering the aforementioned research gap, this investigation endeavours to address several key 

aspects. Specifically, it aims to analyse the influence of scepticism on the professional judgment of tax 

professionals and the intensity of a client's fraud indicators. Additionally, it seeks to assess how the 

intensity of these fraud indicators, as exhibited by the client, impacts the judgment of tax professionals. 

The current study also aims to evaluate the mediating role played by the client's fraud indicator intensity 

in shaping the connection between scepticism and the professional judgment of the tax officers. 

Subsequent sections of this research delve into a comprehensive review of relevant literature, the 

formulation of hypotheses, the description of the research methodology, and the presentation of the 

study's findings. Finally, the concluding segment summarizes the results, elucidates theoretical and 

practical contributions, and acknowledges the study's limitations. 
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2. Literature Review and Hypotheses Development 

2.1. Tax Professional Judgment 

In the complex process of conducting tax audits or investigations, tax officers have the 

responsibility to use prudent judgement at every step. Their role is pivotal in carefully analysing the 

taxpayer's business records and financial statements to ensure the accuracy of the income declaration and 

the correctness of the tax computed and paid in accordance with the Inland Revenue Board of Malaysia 

(IRBM) tax laws and regulations (Inland Revenue Board of Malaysia, 2022, 2023). The current global 

business landscape is characterised by rapid expansion, resulting in a marked increase in transactional 

complexity. According to Trotman (2006), the increase in fraudulent activities has created a pressing 

demand for tax officials to enhance their level of assurance to counteract potential financial fraud. The 

methodology entails a comprehensive evaluation of potential risks and uncertainties. A lower tax risk 

rating has the potential to suggest a reduced level of document scrutiny, which could result in a 

recommendation to conclude an audit or investigation without imposing tax adjustments or penalties. 

However, a higher tax risk rating requires a thorough audit involving more stringent procedures. This 

often leads to substantial findings and additional tax liabilities for taxpayers (Onuoha & Dada, 2016). 

Despite its crucial role in the risk assessment process, there is little empirical research that 

addresses the assessment of tax fraud risk (Hybka, 2020; Murorunkwere et al., 2022). A review of the 

current body of literature indicates a scarcity of research on the individual perspective of tax officers' 

professional judgement. Most research in tax fraud assessment is predominantly organisational in nature, 

addressing issues such as tax compliance, tax fraud indicators, prevention tools, legal requirements, and 

public perceptions of tax authorities (Ismail et al., 2014; Md Noor et al., 2012; Mohd Yusof & Lai, 2014; 

Nawawi & Salin, 2018; Stankevicius & Leonas, 2015; Stuebs & Wilkinson, 2010). Kogler et al. (2016) 

and Muhammad and Salikin (2013) emphasised that there is an urgent need to focus research on the 

behaviour and assessment of tax officers or tax authorities. This is because tax officers are the frontline 

representatives who interact directly with taxpayers and carry out control measures, as well as impose 

fees and penalties. Therefore, to fill the gaps in the existing literature and promote a deeper understanding 

of tax officers' judgement processes in assessing fraud risk, this study aims to focus on their critical role 

in this important task. 

2.2. The Effect of Scepticism on Tax Professional Judgment 

Scepticism is ‘an attitude that includes a questioning mind and a critical assessment of audit 

evidence’, a very important element in making sound audit judgements (Nolder & Kadous, 2018). The 

importance of scepticism to the audit profession is also highlighted in the auditing literature by its 

prominence throughout auditing standards (Carpenter & Reimers, 2013; Nelson, 2009; Peytcheva, 2013; 

Popova, 2012; Sayed Hussin & Iskandar, 2015; Sun et al., 2022). Scepticism reduces the risks of 

overlooking unusual circumstances, over-generalizing when making judgements from the audit 

observations, and using inappropriate assumptions in determining the nature, timing and extent of the 

audit procedures and evaluating the results thereof (Nolder & Kadous, 2018). Thus, scepticism can be 
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viewed as the force that drives auditors to recognize potential errors and irregularities as well as to 

investigate whether any misstatements or fraud exist. 

Prior studies on auditors’ scepticism have shown that high scepticism leads auditors to get more 

information, execute greater amounts of audit work, assess a greater possibility of fraud and attribute 

more encumbrance to fraud evidence (Fullerton & Durtschi, 2005; Popova, 2012; Quadackers et al., 

2014; Ratnawati, 2020; Said & Munandar, 2018). A greater understanding of scepticism could assist 

auditors to acquire and maintain adequate levels of scepticism, which in turn could improve the quality of 

their audit judgement (Khan & Harding, 2020; Popova, 2012). 

In relation to tax professional judgement, the sceptical attitude of tax officers is crucial (Ngah et 

al., 2022) in every stage of conducting a tax audit or investigation particularly when assessing tax fraud 

risks, as well as the extent of the tax officers’ search for evidence or planning of additional audit 

procedures. Moreover, tax officers would also adhere to professional standards while assessing taxpayers’ 

tax returns and financial statements (Glover & Prawitt, 2014). For instance, sceptical tax officers should 

presume that there are significant risks of fraud in revenue recognition regardless of experience in 

auditing revenue at an entity and regardless of the assessed competency and integrity of management 

(Alfatah & Tobing, 2020; Hashim et al., 2020). In addition, the application of scepticism assumes some 

level of carelessness, incompetence, or dishonesty in the preparation of tax returns or financial statements. 

As tax fraud is becoming more complicated, tax officers should also adopt an elevated attitude of 

scepticism in assessing potential tax fraud in every tax audit or tax investigation assignment. Thus, based 

on the preceding discussion, the following hypothesis is to be tested. 

H1: Scepticism has a significant positive effect on tax professional judgement. 

2.3. The Effect of Scepticism on the Client’s Fraud Indicators Intensity 

This study aims to investigate the influence of scepticism on the degree of a client's fraudulent 

indicators, acknowledging the crucial function of scepticism in shaping the professional judgement of tax 

officers. Numerous empirical studies indicate that scepticism motivates individuals to allocate greater 

effort towards their audit responsibilities. For instance, those auditors who were more sceptical 

demonstrated a significantly heightened inclination to broaden their information search concerning 

potential fraud symptoms (Fullerton & Durtschi, 2005; Jarah et al., 2022; Noch et al., 2022). The 

assertion can be made that those tax officers who demonstrate a higher level of scepticism are more 

inclined to exhibit a greater degree of diligence when assessing fraud indicators during their tax audit or 

tax investigation duties. 

The observation gives rise to a hypothesis that tax officers who adopt a sceptical approach are 

more inclined to respond with greater vigour or distinctiveness by seeking supplementary details 

regarding potential fraudulent conduct (i.e., indicators of fraud) in contrast to their less sceptical 

colleagues. The proposition is by the directive expounded in ISA 240, which urges auditors to 

systematically scrutinise whether the data and audit substantiation they collected indicates a significant 

misrepresentation attributable to fraudulent activities. 

The significance of incorporating scepticism in evaluating fraud risks has been highlighted by 

various scholars such as Grenier (2010) and Kang et al. (2015). The utilisation of this approach has the 
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potential to mitigate the occurrence of substantial misstatements that may arise from fraudulent activities. 

The present investigation involves an interpretation of the magnitude of a client's fraud indicators as the 

additional effort undertaken by tax officers to comprehensively evaluate the pervasiveness of fraud 

indicators within the audited or investigated organisation. Although tax officers may not be subject to the 

same limitations as external or internal auditors, their responsibilities include verifying that the financial 

statements and annual returns submitted by taxpayers are free of any significant errors or fraudulent 

behaviour. Thus, the following hypothesis is to be tested: 

H2: Scepticism has a significant positive effect on client’s fraud indicators intensity. 

2.4. The Effect of Client’s Fraud Indicators Intensity and Tax Professional Judgment 

Over the years, effort has been considered as an important factor in job performance (Kidwell et 

al., 2010). The effort of an employee is characterized by three components which lead to an increase in 

job performance namely effort duration, effort intensity and effort direction (Cloyd, 1997). Specifically, 

the amount of cognitive effort spent on a task can be improved either through effort intensity (i.e., 

working harder) or effort duration (i.e., working longer time), or through both. Prior research has revealed 

that work effort has positively influenced performance by explaining the effort intensity employed by 

workers (De Cooman et al., 2009; Dickinson & Villeval, 2008; Morris, 2009). 

Previous studies in the field of auditing have demonstrated that the level of effort exerted by 

auditors is positively correlated with audit performance. This finding has been supported by various 

scholars, including (Alissa et al., 2014; Dye, 1995; Johari et al., 2014; Mohd Iskandar et al., 2012; Mohd 

Sanusi & Mohd Iskandar, 2007; Usman et al., 2021). The effort of auditors during audit work has a 

significant impact on the probability of detecting any prevailing issues or problems (Caramanis & 

Lennox, 2008; Persellin et al., 2019). This factor has emerged as a crucial component in the formation of 

a high-quality audit judgement (Johari et al., 2014). Within the scope of this investigation, the degree of 

fraud indicators exhibited by clients is utilised as a measure of the level of effort exerted by tax officials 

during the process of conducting tax audits and investigations. The tax officers' level of initiative to 

diligently identify fraud risk indicators, also known as "red flags," in each audit case assigned to them is 

reflected in the intensity of the client's fraud indicators. The increasing apprehension regarding fraudulent 

occurrences in business operations, compounded by the intricate nature of such frauds involving multiple 

parties, coupled with the crucial role played by auditors in evaluating and detecting fraud in financial 

statement audits, has led to the incorporation of fraud indicators in auditing standards. This inclusion is 

aimed at aiding auditors in identifying potential fraud likelihoods (Moyes, 2011). 

The International Federation of Accounts (IFAC) has implemented the International Standard for 

Auditing - AI240, which outlines the auditor's obligation to address fraudulent activity during a financial 

statement audit. The application of AI240 was approved by the Council of the Malaysian Institute of 

Accountants in July 2005, within the context of Malaysia. As per the auditing standard, the auditor has 

the authority to detect events or circumstances that suggest the presence of pressures or incentives that 

may prompt individuals to engage in fraudulent activities, opportunities that may facilitate the execution 

of such activities, or attitudes and rationalizations that may be employed to justify fraudulent actions. 
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As tax fraud is increasing and growing more complicated, increased tax regulations, as well as the 

number and complexity of audit tasks, are rising, there is a requirement for the tax officers to execute 

more effort by enhancing their client’s fraud indicators intensity during fraud risk assessment. The direct 

relationship between the client’s fraud indicators intensity and tax professional judgement can be 

demonstrated by the execution of tax officers’ official duties as required by the job, combined with their 

additional voluntary effort that would lead to better performance (De Cooman et al., 2009). Subsequently, 

for those tax officers who are more intense in their effort in checking and assessing the taxpayers’ fraud 

indicators, the likelihood of tax fraud that goes unnoticed and undetected is minimized. Taken together 

with prior literature on the relationship between work effort on the auditors’ performance, and the nature 

of tax officers’ work that requires them to intensify their effort in assessing tax fraud risks, the following 

hypothesis is to be tested: 

H3: The client’s fraud indicators intensity has a significant positive effect on tax professional 

judgment. 

2.5. The Mediation Effect of Client’s Fraud Indicators Intensity on the Relationship Between 

Scepticism and Tax Professional Judgment 

Within the scope of this study, the intensity of a client's fraud indicators refers to the effort 

expended in identifying or acknowledging taxpayers' potential tax fraud risks. This intensity is heightened 

by the degree of scepticism held by tax officers, thereby establishing a link between the indirect effect of 

scepticism on tax professionals' judgement. In the case of tax officers, the intensity of a client's fraud 

indicators corresponds to their level of scepticism in detecting potential tax fraud risks among audited 

taxpayers. Their scepticism regarding the risk induces a heightened level of vigilance regarding potential 

fraud risks, causing them to invest additional effort in identifying potential fraud indicators, thereby 

informing their decision-making. 

This suggests that the intensity of a client's fraud indicators mediates the relationship between the 

level of scepticism of tax officers and their assessment of tax fraud risk. Moreover, according to the 

Behavioural Decision Theory, a cognitive process mediates the relationship between the individual and 

the environment (Morton & Fasolo, 2009). As the theory recognises the mediating role of cognitive 

processes, it provides a framework to assist tax officers' judgement when assessing taxpayers for potential 

tax fraud risks in the course of their professional duties. 

The present research suggests that the degree of effort exerted by a client in detecting fraud 

indicators plays a mediating role in determining the potential risk of fraud associated with the taxpayers 

they are engaging with. Although previous research has examined the relationship between scepticism 

and audit judgement, the role of client’s fraud indicators intensity as a mediator between these variables 

has received little attention. This study proposes that scepticism increases the intensity of a client's fraud 

indicators, which in turn influences the professional judgement of tax officers. Thus, the following 

hypothesis is proposed: 

H4: Client’s fraud indicators intensity mediates the relationship between scepticism and tax 

professional judgement. 

http://dx.doi.org/


https://doi.org/10.15405/epsbs.2023.11.62 
Corresponding Author: Zuraidah Mohd Sanusi 
Selection and peer-review under responsibility of the Organizing Committee of the conference  
eISSN: 2357-1330 
 

 746 

2.6. Theoretical and Conceptual Framework 

The theoretical framework of this study is based on the Behavioural Decision Theory (BDT) 

which provides a fundamental explanation of the factors that influence tax professional judgment. The 

theory advocates that individual judgment is dependent upon cognitive behaviour (internal) and 

environmental factors (external). Figure 1 depicts the conceptual framework of this study. The framework 

presents hypothesized linkages between scepticism (internal factor), client’s fraud indicators intensity 

(external factor), and tax professional judgement. The straight lines represent the direct effect of the 

variables, whereas the thick black line represents the mediating effect of the variables. 

 

 

Figure 1. Conceptual Framework 

3. Research Methodology 

This study adopts a 2 x 2 between-within-subjects experimental research design. It generates four 

quadrants of treatment, and for each quadrant, a minimum of 30 participants is required. Hence, the 

minimum sample size required is 4 x 30 = 120 samples. The populations of participants are the tax 

officers of the IRBM who are involved directly in assessing tax fraud risk while conducting corporate tax 

audits or investigation activities at the IRBM’s branches and headquarters all over Malaysia.  

3.1. Measurement of Variables 

Tax professional judgment - Tax professional judgement was measured directly by asking the 

participants to respond on their level of agreement to the four statements provided. In each case scenario, 

participants were asked to indicate their level of agreement regarding the statement on a seven-point 

Likert scale (1=strongly unlikely, 7=strongly likely). Similar to previous studies, the seven-point Likert 

Scepticism 

Client’s fraud 
indicators 
intensity 

Professional 
judgment 

H1 

H2 H3 

H4 
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scale was used to measure the likelihood of responses (Carmeli, 2003; Jaffar et al., 2011; Johari et al., 

2014). 

Scepticism - The items for this construct are adopted from the (Hurtt, 2010) scepticism scale. The 

scepticism construct was measured based on the six elements which comprised self-confidence (five 

items), self-determining (six items), suspension of judgement (five items), search for knowledge (six 

items), questioning mind (three items) and interpersonal understanding (five items). Responses to the 

scepticism were made on a seven-point scale (1 = strongly disagree; 7 = strongly agree). Individuals 

scoring higher on the scale are inferred to be more sceptical than individuals scoring lower on the scale. 

Client’s fraud indicators intensity - The client’s fraud indicators intensity was measured based on 

the risk factors relating to misstatements arising from the Fraudulent Financial Reporting adopted from 

International Auditing Standard (ISA) 240. The fraud indicators are comprised of three categories which 

are pressure, opportunity and rationalisation or management attitude. Responses to the fraud indicators 

were made on a seven-point scale (1 = not important; 7 = very important). High scores of perceived 

importance of client’s fraud indicators indicated greater client’s fraud indicators intensity whereas low 

scores indicated lesser client’s fraud indicators intensity. 

4. Result 

4.1. Demography of Participants 

The sample in this study comprised 110 tax auditors and 66 tax investigators. For tax auditors, 

there are 42 males and 68 females. While for tax investigators, participants are 46 males and 20 females. 

50 per cent of the participants are from central region branches, while 50 percent have working 

experience as a tax officer ranging from 1 to 5 years, 23 per cent have 6 to 10 years of experience, 18 per 

cent with experience ranging from 7 to 15 years and 9 per cent have more than 16 years of working 

experiences in tax audit and investigation field. 

4.2. Assessment of Measurement Model  

The reliability and validity of the measurement model of this study were evaluated by four main 

criteria: indicator reliability, internal consistency, convergent validity, and discriminant validity. Overall, 

the reliability and validity tests on the measurement model are satisfactory. 

4.3. Evaluation of Structural Model (Hypotheses Testing)  

There are three hypotheses (H1, H2, and H3) that represent a direct effect and one hypothesis (H4) 

that illustrates an indirect effect in this study. These hypotheses are developed to examine the relationship 

between scepticism, client’s fraud indicators intensity, and professional judgement. Based on the 

assessment of the path coefficient as shown in Table 1, H1, H2, and H3 are supported at a 95% 

confidence level (p < .05). The corresponding significant levels (at 2.5% and 97.5%) for the supported 

hypotheses also show homogenous signs, hence confirming the significance of these path relationships. In 

addition, the client’s fraud indicators intensity significantly mediates the relationship between scepticism 
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and tax professional judgement. The bootstrapping analysis has shown that the result of indirect effects 

(mediating), β = 0.158, is significant with a t-value of 3.643 (p<0.01). In addition, the indirect effect 95% 

Boot CI Bias Corrected: (LL=0.082, UL=0.252) does not straddle a zero ‘0’ in between which indicates 

the mediation effect existed. Hence, we can conclude that the mediation effect is statistically significant, 

supporting hypothesis H4. 

 

Table 1.  Results of Bootstrapping for Assessment of Path Coefficients 

Hypothesis Path  Std. 
beta, β 

Mean Std 
Dev 

t-
value 

p-
value 

Confidence 
Intervals 

       2.5% 97.5% 

H1 Scepticism -> Tax 
professional judgment 

0.146 0.148 0.059 2.464 0.007 0.055 0.243 

         

H2 
Scepticism -> Client’s fraud 
indicators intensity  

0.705 0.707 0.028 25.04 0.000 0.658 0.749 

         

H3 
Client’s fraud indicators 
intensity  ->Tax professional 
judgment 

0.224 0.222 0.058 3.858 0.000 0.128 0.315 

         

H4 
Scepticism  ->Client’s fraud 
indicators intensity ->Tax 
professional judgment 

0.158 0.161 0.043 3.634 0.000 0.082 0.252 

5. Conclusion 

5.1. Discussions of Findings 

It can be interpreted that tax officers’ professional judgement in assessing tax fraud risk is variably 

different on the level of their scepticism. It implies that tax officers exercise better professional judgement 

when they have a sceptical mindset when performing a tax risk assessment. One of the possible reasons 

for the significant effect of scepticism on tax officers’ professional judgement is their years of experience 

working as tax officers. In this study, 50.6 per cent of the participants have more than 6 years of 

experience working as a tax officer. This presumes that experienced tax officers with sufficient relevant 

knowledge and skills will enhance their ability to be more sceptical in conducting tax risk assessments. In 

addition, experienced tax officers have more exposure in dealing with various types of client behaviour 

and attitude which require them to not fully trust the information given by the clients without further 

investigation. 

Moreover, scepticism has a strong influence on the client’s fraud indicators intensity. The result 

promotes that applying scepticism, will lead tax officers to execute greater amounts of audit work to get 

more information, conduct more risk assessments of the likelihood of fraud as well as attribute more 

impediments to fraud evidence (Fullerton & Durtschi, 2005; Popova, 2012; Quadackers et al., 2014). 

Thus, it can be concluded that scepticism has a strong influence on both tax professional judgement and 

the client’s fraud indicators intensity. 
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The results also show that the client’s fraud indicators intensity exhibited the expected positive 

relationship with tax officers’ professional judgement (p-value <0.01). This significant result is supported 

by previous studies that proved the more effort a person puts into a particular task, the better performance 

he or she will achieve (Dickinson & Villeval, 2008; Krambia-Kapardis et al., 2010; Morris, 2009; 

Pokorny, 2008).  

Likewise, in this study, it is proven that the more intensified the efforts put in by the tax officers in 

searching for client fraud indicators, would lead them to perform better tax professional judgement. The 

client’s fraud indicators intensity, which signifies the extent of effort devoted by the tax officers in 

searching and identifying the client’s fraud indicators, could mean that tax officers have met the 

minimum requirement of tax risk assessment (Inland Revenue Board of Malaysia, 2022, 2023) or could 

even expand above and beyond their job descriptions. Generally, there are no specific guidelines for the 

tax risk assessment process, but, when the tax officers dedicate more effort to searching and identifying 

client’s fraud indicators or ‘red flags’, the more information can be gathered, the more tax officers’ 

sensitivity to the likelihood of tax fraud that may be committed by the client (Krambia-Kapardis et al., 

2010). This would effectively mean the effort in searching for client’s fraud indicators should be 

proportionate to the client risk profiles, by focusing more resources on high-risk exposures and lesser 

resources on low-risk exposures. Failure to proportionately dedicate the right extent of the client’s fraud 

indicators intensity would leave the tax officers having a limited amount of information to assess client 

risk profiles for tax fraud risk effectively. Hence, it is justified that the more intensified client fraud 

indicators, the tax officers would be in a better position to identify clients with tax fraud risk. 

Client’s fraud indicators were also found to be statistically significant in mediating the relationship 

between scepticism and tax professional judgment. In essence, this finding suggests that the impact of 

scepticism on tax professional judgment is better understood when considering the intensity of the client's 

fraud indicators. In simpler terms, scepticism, being the central focus in this relationship, influences the 

degree of intensity with which tax officers search for and identify client-specific fraud indicators. This, in 

turn, has implications for the quality of judgment rendered by tax professionals. Therefore, tax officers 

with higher levels of scepticism tend to exhibit greater diligence in uncovering and analysing detailed 

information related to the client's potential fraud indicators. This enhances their ability to make more 

informed judgments regarding the level of risk associated with the client's financial affairs and ultimately 

contributes to improved professional judgment. 

5.2. Theoretical and Practical Contributions 

The findings of this study mark a noteworthy extension of the tax professional judgment literature, 

particularly within the context of the IRBM as a tax regulator. This study provides compelling evidence 

regarding the intricate interplay among the constituent elements of a complex and interdependent 

relationship between scepticism, the intensity of a client's fraud indicators, and the exercise of tax 

professional judgment. Notably, a thorough review of the existing literature has indicated a dearth of 

similar investigations, highlighting that this study represents one of the early attempts to empirically 

explore the connections between all three factors and their impact on tax professional judgment. 
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Furthermore, this study carries significant theoretical implications concerning the application of 

Structural Equation Modeling with Partial Least Squares. It offers a unique approach by concurrently 

assessing the impact of these factors on tax professional judgment. Prior studies focusing on behavioral 

judgment have typically demonstrated limited utilisation of PLS-SEM as a method for testing 

relationships among variables. The approach used in this study thus brings about a valuable 

methodological contribution that enriches the literature of the field. 

5.3. Limitation of The Study 

While this research provides several valuable theoretical and practical contributions, several 

limitations should be noted. First, the use of survey questions in this study requires participants to self-

rate in response to the statement provided in the studies. Consequently, the results may not represent their 

actual value as they may give answers to what they should have or should do rather than their actual 

ability. Second, as the case scenarios were being deployed, the possibility of misinterpretation by the 

participants while reading the different scenarios could have arisen. 
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