
BIG DATA IN TAXATION:
Towards better compliance & 

collection

A Presentation By:
MAHFUZAH BAHARIN

TAX DIVISION, MINISTRY OF FINANCE MALAYSIA
Tax System Integrity in a Digital Age

13th International Tax Administration Conference
5 – 6 April 2018



CONTENT

2

MALAYSIA AT A GLANCE – DEMOGRAPHIC & ECONOMIC

CHALLENGES IN TAX COLLECTION

BIG DATA IN TAXATION

MALAYSIA’S APPROACH

CONCLUSION



MALAYSIA AT GLANCE - DEMOGRAPHIC

3



MALAYSIA AT GLANCE - ECONOMIC

4



MALAYSIA AT GLANCE - ECONOMIC

5



CHALLENGES IN TAX COLLECTION

6

Tax avoidance /  
evasion

Aggressive tax 
planning Narrow tax base

Complexity of tax 
legislation Low compliance Complex process 

& documentation

LOW REVENUE 
COLLECTION !!



CHALLENGES IN TAX COLLECTION

7

Tax avoidance / Evasion
Investopedia:
“Tax avoidance is the use of legal methods to modify an individual's financial
situation to lower the amount of income tax owed. This is generally accomplished
by claiming the permissible deductions and credits. This practice differs from tax
evasion, which uses illegal methods, such as underreporting income to avoid
paying taxes.”

• Under declaration
By way of deductions, excessive claiming of interest expense, tax in different   
jurisdiction. 

• Treaty shopping
Through Double Tax Avoidance Agreement.

• Under / Non-reporting income                          
Fraud, wilful default, negligence.
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Aggressive tax planning

“Aggressive     tax     planning     (ATP)
consists  in  taxpayers‘ reducing  their 
tax  liability   through   arrangements 
that    may    be    legal    but    are    in 
contradiction  with  the  intent  of  the 
law. ATP includes exploiting loopholes 
in a tax system and mismatches 
between tax systems. It may also lead 
to double non- taxation or double 
deductions.” - EU

• Profit shifting
- Related companies loans

• Excessive tax incentives 
- enjoyment of more than 1 tax 

incentives or exemptions

• Lack of anti-abuse rules 
- TCR, ESR, withholding tax   

mechanism
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Narrow tax base
The aggregate value of the financial streams or assets on which tax can be
imposed. In the case of income tax, for instance, the tax base is determined by
what the tax authorities state as the minimum amount of annual income that can
be taxed (taxable income). If this minimum amount (tax threshold) is lowered, this
will automatically increase (widen) the tax base; if it is raised, the tax base will be
narrowed.

“Malaysia has a narrow tax base” - OECD

Out of a population of about 32 million, slightly more than 15 million
make up the labour force, of whom 12.25 million are registered*
individual taxpayers. However, only 2.27 million pay tax. The
same pattern is to be found in the business community. Of the
1.08 million registered* companies that are supposed to pay tax,
only 168,244 actually do so (2016).
*Registered with the Inland Revenue Board of Malaysia
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Complexity of tax legislation

Interestingly, the findings of both ITA 1967 and its associated Schedules
are favourable as compared to the Australian ITA 1976, i.e. before the
rewriting effort of which 100% were regarded as very difficult. However, the
legislation which has undergone the rewrite process, has now become
more readable with at least 4% are considered as fairly easy, 12% reaches
standard level and 23% fairly difficult (Saw & Sawyer, 2010). Similarly, the
New Zealand Income Tax legislation also experienced improvement after the
rewrite process, with 23% of the Sections are regarded as fairly difficult, 8%
reaches the standard level and 2% are fairly easy (Saw & Sawyer, 2010).
Hence, comparing the Malaysian ITA 1967 with the current Income Tax
legislations of New Zealand and Australia, the ITA 1967 is far behind in
terms of the level of readability.
Natrah Saad et al.  /  Procedia - Social and Behavioral Sciences   164  ( 2014 )  
606 – 612 
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Researchers generally agree that tax complexity arises due to the
increased sophistication in the tax law (Richardson & Sawyer, 2001;
Strader & Fogliasso, 1989). There are various forms of tax complexity:
(i) computational complexity;
(ii) forms complexity (American Institute of Certified Public Accountants,

1992);
(iii) compliance and rule complexity (Carnes & Cuccia, 1996);
(iv) procedural complexity (Cox & Eger, 2006); and
(v) the low level of readability (Pau, Sawyer & Maples, 2007; Richardson &

Sawyer, 1998; Saw & Sawyer, 2010; Tan & Tower, 1992).
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Low compliance
• Introduction of Self Assessment System (SAS) since 2001 in Malaysia by IRBM

- the percentage of collection of individual income tax over direct taxes
dropped by two percent (amounting to RM0.75 billion) from the previous
year, and dropped by a further two percent in 2006 (Inland Revenue Board of
Malaysia 2005, 2006).

- a report by the IRB revealed that between 24 to 35 percent of individual
taxpayers failed to submit their tax return forms between 2004 and 2006.

- number of individuals being severely penalized (such as being banned from
leaving the country and declared bankrupt) for their failure to pay income
taxes also increased between 2004 and 2006 (Inland Revenue Board of
Malaysia 2004, 2005, 2006)

Natrah Saad, Perceptions of Tax Fairness and Tax Compliance Behaviour: A Comparative Study, 2013
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Complex process & documentation

Source : The World Bank Doing Business 2018
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BIG DATA IN TAXATION

Definition by De Mauro et al (2016): –

“Big Data is the information asset characterized 
by such a high volume, velocity and variety to 

require specific technology and analytical 
methods for its transformation into value.”

OECD



HOW IT IS USED IN TAXATION?

Data Sharing

Tax Reform

Predictive Analysis

Enforcement & Compliance

Audit & Reporting
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COUNTRY EFFORTS TOWARDS BIG DATA ANALYTICS

The Australian Taxation Office (ATO) is set to kick off its new data
and analytics program with the aim of better targeting tax cheats
while maximising resources by making the most of its data and
collaborating with other departments.

The announcement of the establishment of the Collection
Intelligence Arrangement (CIA) under the Minister of Finance was
made in the Budget 2017 last year, comprising the Companies
Commission of Malaysia and the two tax authorities – Inland
Revenue Board and Royal Malaysian Customs Department –
clearly indicates that the tax enforcement agencies are working
towards cross-border transparency and information sharing via
digital evolution to reduce tax leakage and improving efficiency.

Indian government will be rolling out a new data analytics
platform, called Project Insight, to catch tax evaders. The
algorithm will match residents’ spending patterns, as
evidenced from their social media postings, with their
declared income.
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MALAYSIA’S APPROACH THROUGH BIG DATA

 Collection Intelligence Arrangement (CIA) 
- Data sharing and matching – Budget 2017

 International Commitments
 Commitment under OECD initiatives:

i) Convention on Mutual Administrative Assistance in 
Tax Matters 

ii) Common Reporting Standard (CRS)
iii) Country by Country Reporting (CbCR) 
iv) Automatic Exchange of Information  (AEOI)

(AEOI) 
v)  Multilateral instrument (MLI)-
vi) BEPS Action Plan initiatives

 Foreign Accounting Tax Compliance Act (FATCA)- reporting 
by Financial Institutions (signed 30 June 2014 IGA Model 1)



WAY FORWARD

 Tax on Digital Economy
- Study on how to tax digital companies i.e. Facebook, Google,

Uber. E-commerce contributed 5.9% of Malaysia GDP in 2015

 Efficient Audit  and Tax Refund Processes
- Reduce time taken for post-audit and refund by way of utilising 

big data analytics, investment in state-of-the-art IT systems

 Tap New Economies / Informal Sector into the Tax Net
- 98.5% business establishment are SMEs
- 76.4% of total SMEs are micro entities
- 89.2% in the services sector including the online business
- 61.2% of total SMEs are sole proprietorship and only 13% of SP 

paying  taxes



CONCLUSION

Big data and its potential to help tax compliance and 
collection…

 Data driven approach
 Discovery of anomalies
 Pre-empting challenges & opportunities
 Developing clear audit trail
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