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Abstract 

The study is intended to highlightthe contribution of IT sophistication in the implementation of Goods and Services Tax (GST), as 
well as to explore government or tax authority strategies in strengthening IT sophistication for GST implementation, primarily to 
the business community. This study used a combination of information obtained from an interview with the Royal Malaysian 
Customs Department (RMCD) and information available from diverse sources.GST or value added tax (VAT) has been 
implemented by 162 countries in the world including latest list, Malaysia. Generally, while GST concept seems similar which is 
indirect tax revenue to the country, the implementation is significantly different between countries.Therefore, recognising the 
importance of IT or computer-based system is capable to smooth the GST implementation, which is something needs to be 
highlighted by Malaysia for future reference to prospective GST/VAT countries.A lot of effort is made by the Malaysian 
government or the RMCD in order to strengthen IT sophistication of businesses (registered person). These include rules and 
regulations, budget provision and financial assistance, computerized system development, and vendor participation. Thus, this 
paper is hoped contributes to the literature by providing information on the Malaysian government or the RMCD strategies in 
strengthening the IT sophistication of businesses, finally smoothing GST implementation, which is believed to be reported 
infrequently in international literature. 
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1. Introduction  

The demand for accurate, comprehensive and timely information contributes a rapid pulse to the information 
system (IS) subsystem known as information technology (IT). IT is focused on technologies that are required to handle 
the information. Ghasemi, Shafeiepour, Aslani, and Barvageh (2011) argued that whatever things that involve data 
rendering, information or perceived knowledge in any visual format, via any multimedia distribution instruments, fall 
under the IT sphere. In fact, Mohamed (2003) mentioned that IT covers methods, techniques and tools used to support 
assessing, storage, retrieval, use and sharing of data and information.  

In addition, IT is considered an essential asset by way of increasing competitive advantage and enhance value to 
business, society, as well as the government (Barbosa, Rodello, & Padua, 2014; Bin-Abbas & Bakry, 2014). Even 
though IT has evolved positively globally, the IT phases are different between countries. Oyetuga (2013) posited that 
IT has distinguished the status of a country to namely; developed, developing and least developed country. Aware of 
the IT impacts, many governments worldwide are disbursing a huge amount of IT investment in public organizations 
which, apparently smooths the government programs including Malaysia.  

IT in Malaysia was originated by the use of computer in 1966. Jabatan Hasil Dalam Negeri, Lembaga Letrik Negara 
and Lembaga Pelabuhan Pinang were among the government organizations that pioneered in the IT usage. Since then, 
numeral of agencies were established to boost the development of IT such as the National Information Technology 
Council (NITC), the Communication and Multimedia Commissions (CMC), and the Malaysian Institute of 
Microelectronic Systems (MIMOS) (Mohd-Daud & Mohamed, 2008). Meanwhile, Bohari (2005) emphasized that the 
Malaysian IT development experienced a rapid computerization revolution with the establishment of the Multimedia 
Super Corridor (MSC) where Malaysian owned IT products were successfully marketed locally and abroad. 

Narrowing to the government financial management plan, precisely direct and indirect taxes, IT or IT 
sophistication was found to be emphasized and improved. Indirect tax administrative for instance, the tax authority, 
the Inland Revenue Board (IRB) has reformed the tax administration policies to embrace new strategies and 
technologies. This includes the implementation of electronic filing (e-filing), electronic filling (e-filling), Internet (e-
project), Intergrated Application System (INTACTSG), Office Automation Workflow and Document Management 
System, and Integration of Assessment and Collection System (INTACT) (Lai, 2011; Mohd-Hanefah, 2007).  

Recently, in resolving the prolonged financial deficit and overcoming the weaknesses of the existing system, 
indirect tax has experienced modernization of its administration. The implementation of GST which was effective on 
April 2015, in replacing separate indirect tax,  namely the Sales Tax and Service Tax (SST), caused many IT-related 
substances to strengthen. Involving innumerable parties in its dealings, both aspects; IT use and IT management or 
known as IT sophistication, should be explored in order to provide useful benefits in the future. Even though GST has 
been implemented in 154 United Nations (UN) Member States, little is known about the GST from technological point 
of view. Therefore, the aims of this conceptual paper are twofold. The paper is aimed to highlight the contribution of 
IT sophistication in GST implementation and secondly, to explore government or tax authority strategies in 
strengthening IT sophistication for GST implementation, primarily to the business community. 

It is hoped that the paper will make a contribution by, among other things, providing literature about GST 
implementation in Malaysia particularly on IT sophistication. This paper is organized as follows. Section 2 provides 
brief information on the IT sophistication concept. Section 3 reviews IT sophistication in the accounting discipline. 
Section 4 compares the Malaysian existing indirect tax, the SST and the new tax regime, GST. Section 5 presents 
strategies done by the Malaysian government in sharpening the IT sophistication of the businesses. Finally, Section 6 
provides a summary of the main points raised in the paper. 

 
2. Information technology sophistication  
 

The sophistication term is closely associated with the field of IT. The Oxford Advanced Learner's Dictionary 
(2005) defined sophistication as the quality of being sophisticated of machinery, technology or computer-based 
system. Essentially in the IT area, IT sophistication is not exclusively subjected to the physical or the existence of 
technologies which impact the organization finally, but IT sophistication is comprehensive in nature. Initially, IT or 
system sophistication term has been used by Richard Nolan in the 1970s in order to introduce the Stages of Growth 
Model. Even though the model has been criticized, it has been able to explain the growth of IT in a business and 
finally characterizing organizational technology. Hence, this has sparked researchers to streamline the concept of  IT 
sophistication in other disciplines.      
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In 1992, Raymond and Pare have managed to define IT sophistication to a multidimensional construct that refers 
to the nature, complexity and interdependence of two important perspectives which are IT use and IT management 
(Raymond, Pare & Bergeron, 1995). In a broader scope, technology used and the IT applications portfolio must be 
aligned with organizational structures and management aspect to contribute a positive IT impact. Raymond and Pare 
(1992) emphasized on four IT sophistication dimensions, namely technological sophistication, informational 
sophistication, functional sophistication, and managerial sophistication.  

Firstly, technological sophistication refers to the diversity of technologies used by the organization that entails 
hardware, software, processing mode, and type of operation. Secondly, informational sophistication represents the 
nature of applications portfolio and the degree of integration of applications which apparently influences the 
information content. Thirdly, functional sophistication refers to structural aspects including IT or the information 
system (IS) role, the position of the IT/IS function, and user participation. Lastly, managerial sophistication reflects 
the mechanism employed to plan, control and evaluate present and future IT/IS applications which take into account 
the top management support, evolution of IT, IT investment, as well as organizational objectives. The general 
framework of IT sophistication is presented in Fig. 1.  
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Fig. 1. IT Sophistication concept (Raymond & Pare, 1992) 

 
As IT sophistication involves IT usage and IT management elements, research involving IT sophistication is seen 

growing in various disciplines particularly involving computer-based systems. In prior research, Lehman (1985) has 
empirically proven that organization size influences IT sophistication of the organization. In the meantime, strategic 
perspective, proactive use of IT, marketing orientation and monitoring competition are believed to influence marketing 
IS sophistication, particularly in the retail banking industry (Colgate, 2000). In developed economies, Xiao, Savage, 
and Zhuang (2014) and Hart (2006) consistently found functional, technical, informational and managerial  aspects 
influenced hospital IT sophistication.  

In a formal organizational structure, business and IT are two important elements. To “fit” or align both aspects, 
the role of the steering committee is necessary. Thus, the steering committee, which involves providing directions of 
IT operations, maintaining leadership in managing and exploiting IT operations, securing IT management support as 
well as maintaining a resource allocation, is capable of influencing the levels of organizational IT sophistication 
(Karimi, Bhattacherjee, Gupta, & Somers, 2000). At the national level, Ejiaku (2014) postulated that government 
policies, infrastructure, training, and culture would influence IT use and IT management especially for developing 
countries.  

Focusing on the impacts of IT sophistication, Mohd-Daud and Mohamed (2008) posited that IT usage is able to 
improve both the performances of individuals and organizations. This is aligned with Ibrahim and Lam (2012) who 
believed that IT/IS is useful to enhance effectiveness and business productivity. Burca, Fynes, and Brannick (2006) 
have significantly demonstrated that IT sophistication has a direct effect on organizational performance. In fact, IT 
sophistication that focuses on IT aspects, namely technical, informational, functional and managerial, have impacted 
positively on IT alignment. IT alignment is the situation where business strategies and IT strategies are aligned 
(Hussin, King, & Cragg, 2002).  
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3. Information technology sophistication and accounting 
 

For over 20 years, the rapid development of technology has had a huge impact on the accounting development. 
The introduction of accounting information system (AIS) that has the characteristics of automation or computerization 
is able to strengthen accounting practices which were once considered as a conservative industry. Hurt (2008) has 
defined AIS as a set of interrelated activities, documents and technologies designed to collect data, process it, and 
report information to a diverse group of internal and external decision makers in organizations. Abu-Taber, Alaryan 
and Abu-Haija (2014) who quoted from Haddad and Atma (2009), underlined that AIS consists of seven important 
elements which are people, procedures and instructions, data, software, infrastructures, internal control, and  security. 
It is believed that the integration of those elements allows to generate accurate, relevant, timely information 
nevertheless a comprehensive information.  

The word “technologies” embedded in the AIS term is sufficient to reflect how close computer-based accounting 
system and IT sophistication are. In fact, Ismail (2009) interchangeably used the AIS sophistication to represent IT 
sophistication in his study. The author focused on technological sophistication and found that AIS sophistication has 
a positive relationship towards AIS effectiveness. AIS effectiveness is measured based on Delone and MacLean Model 
of IS success which was developed in 1992. Previously, limited to IT use in exploring the “fit” between AIS 
requirements and AIS capacity or AIS alignment, Ismail and King (2007) posited that AIS alignment is associated to 
informational sophistication but not to technological sophistication. 

Moreover, as the use of technology in accounting is able to enhance information processing capabilities, thus, 
affect the quality of accounting information, Al-Eqab and Azizi (2011) empirically found that  technological, 
informational, functional, and managerial sophistication has a positive relationship to AIS design. In another view, 
Edison, Manuere, Joseph, and Gutu (2012) postulated that financial constraints (managerial sophistication) strongly 
influence the non-adoption of AIS by small medium enterprises (SMEs) in Chonhoyi. In addition, management 
commitment is found to have a direct relationship with AIS but not accounting information quality (Al-Hiyari Al-
Mashergy, Nik-Mat & Alekam, 2013). Clearly, AIS sophistication is concerned on both usage and management. 
Besides, to characterize the company’s AIS level, its impact on a company's performance is persisted as the main 
concern.  

 
4. Goods and services tax in Malaysia 
 

After almost 43 years in Malaysia,  SST is replaced with a new tax reform known as the GST on April 2015. The 
main objectives of the replacement, is to overcome the weaknesses of SST and to strengthen Malaysia’s fiscal 
management. The SST is a form of indirect tax imposed once on taxable goods or services. Meanwhile, GST is a 
multi-stage tax imposed on taxable goods or services at every channel of distribution up to the final customer. To date, 
154 UN Member States have implemented it. Table 1 represents the comparison between SST and GST. 

Although GST is part of indirect tax, its implementation is not hassle-free. The implementation of GST required 
massive transformation to the RMCD, businesses as well as the public. Australia as an example, a country that has a 
dynamic business environment compared to Malaysia, took about three years to stabilize its GST model. Besides, 
Krishnan (2010) anticipated that the implementation of GST in Malaysia is demanding and this includes the IT aspect. 
In fact, because of this aspect, Malaysia postponed the implementation of GST in 2007 (Loong, 2007).  

Thus, knowing that the need for IT or computer-based system potentially increases costs to the government as well 
as businesses, the technological role in smoothing GST implementation in the long run could not be denied. (Abd-
Mansor &Ilias, 2013; Singh, 2005;  Tran-Nam, 2000). Although many studies have been conducted regarding GST, 
there is little literature that focuses on the IT aspect in GST implementation, especially from the perspectives of the 
government or tax authorities. Therefore, this study aims to explore government or tax authority strategies in 
strengthening IT sophistication for GST implementation, particularly in Malaysia, a developing country. 

 
 
 
 
 

Table 1. Comparison between SST and GST (Various reports from the RMCD, 2014) 
 SST GST 
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Act   Sales Tax Act 1972 
 Service Tax Act 1975 

 Goods and Services Tax Act 2014 

Threshold  
(Sales value)  

 Sales tax (RM100,000) 
 Service tax (up to RM3 million) 

 RM500,000 

Licensing   Registered person is manually registered and need 
to submit prescribed form (JKED No.1) to district 
Customs office within the principle place of the 
business operations  

 Registered person can either register 
manually or electronically via GST’s website 
by using prescribed form GST-01   
 

Applicable tax rate  Sales tax (5%-10%) depending types of taxable 
goods  

 Service tax (6%) 

 Applicable tax rates are depending on 
supplies; standard-rated supplies (6%), zero-
rated supplied (0%), exempted supplies, and 
out of scope supplies 

Return filing  Manually via prescribed form (CJP No. 1) at the 
district Customs office  

 Electronically via prescribed form GST-03  

Invoicing system  Not applicable   Most important document in GST. If failure 
to issue, subject to non-compliance offences 
and penalties.  

 
5. Goods and services tax and information technology sophistication 
 
The following are the strategies carried out by the government as well as the RMCD to intensify the IT sophistication 
in order to facilitate the GST implementation process.  

5.1 Rules and regulations 
 

In order to implement GST, the separate SST acts which are Sales Tax Act 1972, and Service Tax Act 1975, need 
to be abolished and replaced with the new act. This is important as although GST is not a new tax, the imposition is 
far different compared to the SST. Relatively, the SST implementation does not require much computerization 
elements, especially between the tax authority and registered person. Table 2 exhibits the frequency of IT-related 
terms used in GST and SST acts. In SST acts for instance the Sales Tax Act, IT sophistication aspects could indirectly 
be viewed through few provisions, including Section 17A (1) which is related to the usability of computerized invoice 
by the registered person. Also, Section 18 (1) explains on the obligation of registered person in record keeping 
including information stored in the computer, as well as  Section 39A (1) and (2)  of the power of the RMCD to access 
the computerized data.  

In addition, Bernier and Suire (2014) postulated that the data is the key to GST/VAT. The GST participation is 
greater than the SST, thus a dynamic computerized system is required to facilitate the RMCD. But before that, this 
computer-based element needs to be formulated. Thus, GST has brought a new perspective on the use of computer to 
smooth the GST process by enacting Section 166 (1) of the GST Act 2014, that emphasized the use of  electronic 
services, which was obviously not applied during SST. The tax application, returns furnishing, tax declaration could 
be made electronically via the use of computers. In SST, the operations are on a manual basis starting from registration 
up to the payment. The businesses need to submit documents at the district office. 

 
                        Table 2. IT-related terms in GST and SST acts (GST Act 2014, Sales Tax Act 1972, & Service Tax Act 1975) 

 GST SST 
Term GST Act 2014 Sales Tax Act 1972 Service Tax Act 1975 

Frequency Frequency Frequency 
Computer 14 21 21 
Computerized - 4 4 
Electronic  33 4 4 
Electronically  2 - - 
Electronic data interchange  - 2 2 

 

5.2 Budget provision and financial assistance  
 

Compared to the first GST announcement in Budget 2005, not much is known about  the mechanisms offered by 
the government in order to comfort businesses in facing GST from the IT aspect. However, numerous IT 
considerations have been given during Budget 2014 and Budget 2015. In Budget 2014, in improving the functional 



7 Nor Hafi zah Abd Mansor et al.  /  Procedia Economics and Finance   35  ( 2016 )  2 – 9 

sophistication, especially to encourage user participation, an additional tax deduction is given to businesses on training 
in accounting and information system and communication (ICT) expenses incurred in years 2014 and 2015.  

Furthermore, to boost the computerization of the business, an accelerated capital allowance on purchase of ICT 
equipments and software is also given to the respective business till the year of assessment 2016. Significantly, to 
empower IT sophistication among small medium enterprises (SMEs), an amount of RM150 million is given in the 
form of discount vouchers or known as the GST e-Voucher. A total of 150,000 vouchers has been provided and each 
registered person is entitled for a voucher worth RM1,000 each.  

This discount voucher is to be used for the purchase or upgrade of computerized accounting software to GST 
compliant software from vendors approved by the RMCD. Before that, SMEs need to register through a computerized 
system developed by the RMCD, called MyGST and fulfil the SME criteria (definition). The GST e-Voucher 
distribution was assigned to a specialised agency that is responsible for the development of SMEs in Malaysia, namely 
the Small and Medium Enterprises Corporation Malaysia (SME Corp. Malaysia).    

5.3 Computerized system development 
 
5.3.1 MyGST system 
 

To facilitate the implementation of GST that demanded an enormous quantity of registered persons, which was 
estimated to be more than 300,000 as compared to SST participation, which was about 63,000, the RMCD initially 
developed a computerized system known as MyGST in 2013. This computerized system was developed with the cost 
of RM100 million and its security has been tested by the Unit Pemodenan Tadbiran dan Perancangan Pengurusan 
Malaysia (MAMPU). The system is helpful for GST registration, auditing and refund purposes. Thus, registered 
person is no longer required to go to the respective processing centres as practiced before. Not a standalone system, 
this MyGST system will be integrated with other important agencies, including the National Registration Department, 
and the Companies Commission of Malaysia (CCM).   

 
5.3.2 Computerized accounting system  
  

Mindful the potential of computer-based system capabilities in standardizing accounting information, reduce 
errors, and provide essential financial information, which obviously ease the GST operation,  the computerized 
accounting system (CAS) or accounting application is part of the government main concern. The CAS used must be 
GST compliant. To date, at the point of this transitional period, the usage is not mandatory, but encouraged for future 
benefits. Although some worldwide CASs are GST compliant in other countries, due to contradictory GST rules, those 
CAS modules are not suitable to the Malaysian environment. 

In addition, taking Singapore as a reference for CAS aspect, the RMCD has issued a guideline in making sure that 
the system is developed to comply GST accordingly. The guideline stressed on technological, informational, as well 
as managerial sophistication aspects in order to fulfil the tax authority requirements. Ahmad (2015) postulated that 
there are eight characteristics of CAS-GST compliant recommended by the RMCD, which are as follows:  

 
 Issuance of tax invoices as well as credit/debit notes   Audit trails  
 Reporting facility   Archiving and restoration  
 Comprehensive documentation   Key data elements 
 Internal controls   Production of GST Audit File (GAF)  
 

 

5.4 Vendor participation 
 

Due to the CAS-GST compliant demand and accommodating large participation for different sizes and needs of 
businesses, vendor involvement is really desired. The vendor involvement is required to develop new or enhance CAS 
for small and medium-size companies. Since, the GST announcement in Budget 2014 on September 2013, without 
further due, the RMCD started the vendor selection of the following month. The respective vendors need to comply 
the prescribed guideline and go through an evaluation stage (script test).   
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In another perspective, it gave new experience to the CAS vendors in integrating both technology and GST aspects 
in order to generate the preferred information. Besides the physical technology aspect, it is compulsory for CAS 
vendors to provide training on the GST-compliant systems, especially on the issuance tax invoice, tax computation 
and adjustment, changing the tax rate according to tax code, and so forth. CASs are able either on-the-shelves or on a 
customization basis. Table 3 shows the statistical information of approved CAS vendors.  

 
                                              Table 3. Statistical information about approved CAS vendors (The RMCD, 2015) 

Product value 
(RM) 

Test Total 

1st run 2nd run 3rd run 
No. of CAS vendors  

Below 2,000 11 13 12 36 
2,000 – 10,000 24 15 28 67 
10,000 & above  17 25 17 59 
Total 52 53 57 162 

 
6. Conclusion  
 

Although GST has been adopted by over 100 countries in the world, the scope of GST implementation greatly 
varies from one country to another. However, despite these differences, almost all countries have streamlined the IT 
aspects; IT use and IT management in smoothing the GST operation. In the context of Malaysia, it is found that rules 
and regulations, budget provision and financial assistance, computerized system development, and vendor 
participation are strategies employed by the government or the RMCD in strengthening IT sophistication of 
businesses. Additionally, GST has managed to collect greater tax revenue than SST, RM6 billion was collected in less 
than three months of its implementation (Sinar Harian, 2015). Nevertheless GST is still at its transitional stage, hence 
many aspects of it are needed to be studied and further improved, especially from IT/ISperspectives. 
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