18 PERSPECTIVES starBIZ7 SATURDAY MARCH 22, 2025

Policy & Profit
AMIR ISYAM ABDUL RAHIM
IM Possible Solutions

Sdn Bhd managing director
and Tunku scholar

THE government views e-invoic-
ing as a necessary step to curb
tax evasion, improve compliance
and ultimately enhance
Malaysia’s business competitive-
ness.

Malaysia is implementing e-in-
voicing, a Continuous Transaction
Control model that aligns with
global digital transformation
trends. The government positions
this as a necessary step to curb
tax evasion, improve compliance,
and ultimately enhance
Malaysia’s business competitive-
ness.

As a public policy practitioner,
I recognise the benefits of e-in-
voicing — shedding light on the
grey economy, streamlining tax
collection and improving trans-
parency.

But as a business owner, I can’t
help but worry that if not man-
aged delicately, e-invoicing may
inadvertently stifle the entrepre-
neurial spirit that Malaysia des-
perately needs to thrive.

Generational impact

To truly grasp the implications
of e-invoicing, one must under-
stand how it integrates into our
tax system.

Unlike goods and services tax
(GST), which primarily focuses on
tax revenue collection, e-invoicing
is about digitising transactions in
real-time, ensuring full visibility of
business income and expenses. I
believe its impact would even sur-
pass GST; it is a generational
change in the making.

Malaysia’s taxpayer base is
composed of individuals, corpo-
rations and other entities (includ-
ing cooperatives and enterprises).

In 2022, they collectively con-
tributed RM153.5bil in tax reve-
nue, with individuals accounting
for 22%, corporations 53.5%, and
others 24.5%. The main target of
e-invoicing (for now) is business
income tax — specifically corpora-
tions and the “others” category.

As at 2022, Malaysia had about
one million registered businesses,
of which 98% were micro, small
and medium enterprises
(MSMES), and the rest, large cor-
porations.

Given the revenue distribution,
only a small fraction of business-
es contribute the bulk of corpo-
rate tax revenue.

To compare and for context, 2.7
million individuals are contribut-
ing to the 22% or RM33.8bil in
income tax.

The figures of corporations and
others filing taxes could not be
sourced at the time of writing.
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With e-invoicing, the Inland
Revenue Board (IRB) will be able
to track every transaction, leav-
ing no room for income tax eva-
sion. The first phase of e-invoic-
ing has already identified 66,000
businesses on eCommerce plat-
forms that do not comply with
tax obligations.

But the implications go beyond
businesses. As e-invoicing data
accumulates, authorities will
eventually turn their focus to
individuals. As of 2022, Malaysia’s
workforce stood at 15.1 million,
yet only 4.18 million (27%) filed
taxes and of that just 2.71 million
qualified as taxpayers.

This means only a small per-
centage of working Malaysians
are bearing the tax burden.

With e-invoicing, every transac-
tion between individuals and busi-
nesses will be captured — whether
it’s a side hustle, a rental income,
or a small home business — putting
everyone under tighter scrutiny.

Ripple effect

While e-invoicing may seem
like a straightforward compliance
exercise, the reality is far more
complex.

Business owners, particularly
those in the MSME sector, are
already overwhelmed with regu-
latory requirements, from subsi-
dy rationalisation to increases in
Employees’ Insurance Scheme
and Social Security Organisation
contributions, potential
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Employees Provident Fund
adjustments, and rising opera-
tional costs.

Adding real-time tax reporting
into the mix could discourage
small businesses from scaling or
even pushing them into closing
shop.

Imagine if the IRB aggressively
enforces tax compliance on busi-
nesses that have long operated in
the grey economy.

Fearfully, many may face bank-
ruptcy, forcing closures that could
send economic shockwaves
through the system.

MSME:s in particular, employ
almost half of Malaysia’s work-
force and if these businesses shut
down, our job market will take a
massive hit. Moreover, the per-
ception of how tax enforcement
is carried out matters. There is a
tendency to label tax evaders as
unscrupulous actors.

While some businesses certain-
ly game the system, many are
simply trying to survive in an
ecosystem riddled with bureau-
cratic hurdles and high compli-
ance costs. Taking an overly puni-
tive approach without consider-
ing the economic and employ-
ment consequences could back-
fire on us instead.

That is not to say don’t take
action at all. But one must appre-
ciate the context.

Before the introduction of the
Malaya Income Tax Ordinance in
1947, Malaysia relied heavily on
indirect taxes such as customs

and excise duties. Income tax was
a new concept then, just as e-in-
voicing is today.

Every major tax reform has
faced resistance. People inherent-
ly dislike parting with their
income, especially when they
perceive inefficiencies in govern-
ment spending.

E-invoicing represents the next
iteration of tax collection, but its
sheer reach will expose not just
deliberate tax evasion but also
incidental non-compliance.

Every informal side hustle,
every under-the-table transaction
— whether driven by necessity or
convenience — will be dragged
into the light.

The concern is not about pre-
venting tax evasion but ensuring
fairness and sustainability in
enforcement — understanding the
many families that could be
impacted.

The way forward

The government must tread
carefully to avoid suffocating the
very ecosystem that fuels eco-
nomic growth and domestic con-
sumption. Here are key consider-
ations for policymakers as they
review the gains of data from
e-invoicing:

> A flexible enforcement strate-
gy: Distinguish between deliber-
ate tax evasion and compliance
struggles. Offer amnesty or struc-
tured repayment plans where
necessary. Even in cases of delib-
erate evasions, prioritise options
for the company that allow it to
continue to operate.

> Reinvest revenue in MSMEs:
Ring-fence a portion of the
increased tax collected for loans,
grants and incentives to ensure
MSME development.

> Ensuring public trust:
Transparency in government
spending is crucial. If people see
their taxes being used efficiently,
they will be more willing to com-
ply.

Malaysia must not sacrifice its
entrepreneurial spirit in pursuit
of higher tax revenue. A thriving,
locally-driven business ecosystem
is essential for long-term econom-
ic sustainability.

If the consequence of e-invoic-
ing is a heavy-handed punitive
enforcement approach to tax
evaders, it risks deterring future
entrepreneurs and pushing exist-
ing businesses into crisis.

Let us ensure the quest for
compliance does not inadvertent-
ly kill the golden goose that lays
the eggs of innovation, employ-
ment and growth.



