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Action 1– Digital Economy Report 2015 

Impossible to 
ring fence 

digital 
economy

However 
number of 
challenges 

that are 
particularly 
relevant to 

digitalisation 
of the 

economy 

• Not unique but exacerbated by 
digitalisation.

• Certain of these issues addressed 
under other Action Items 

BEPS Issues

• Indirect Tax 
• Direct Tax
• No specific discussion of other 

impacts of digitalisation on the tax 
system

Broader Tax Challenges
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Broader Tax Challenges 

• Collection of VAT/GST on cross-border B2C transactions
• Agreement reached on destination principle, and simplified collection 

mechanisms.

Indirect Tax 

• Challenges in relation to nexus, user data, and characterisation
• Three options analysed: 

� Significant economic presence PE
� Withholding tax on certain types of digital transactions
� Equalisation levy

No recommendation  for specific measures.  Countries  should respect existing 
international obligations including under treaties.

Direct Tax 

The March 2018 Interim Report
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8 Chapters which consider:

• Implementation and impact of BEPS 
• Stocktake of unilateral measures adopted by 

countries 
• Analysis of business  models and value 

creation
• Long-term solution
• Interim measures
• Impact of digitalisation on other aspects of 

the tax system
• Conclusion and next steps
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PE threshold Withholding 
taxes

Turnover taxes Special regimes 
for MNEs

• Significant
Economic 
Presence

• Interpretation of 
“Service PE” 
definition in UN 
MTC

• Broader royalty 
definitions

• WHTs on 
technical service 
fees or online 
advertising

• Taxes on online
advertising

• Levy on certain 
digital 
transactions

• Diverted Profits 
Tax 

• BEAT

• India, Israel,
Slovakia 

• Saudi Arabia 

Greece, Philippines, 
Malaysia.

UN Committee of 
Experts, Thailand

Hungary, India,
Italy, France 

Australia, UK, US 
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Unilateral country measures Common features of highly digitalised business 

models, and their tax implications
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Cross-jurisdictional 

scale without mass

Reliance on 

intangible assets

Data and user 

participation

Impacting the distribution 
of taxing rights over time 

by reducing the number of
jurisdictions where a taxing 
right can be asserted over 

the business profits of an 
MNE

Significant progress 
under BEPS project, but 

often difficult to 
determine how to allocate 
income from intangibles 

among different parts of 
an MNE group 

If considered a source of 
value creation, could pose 

challenges, as such a 
concept of value creation 
is currently not captured 

by the existing tax 
framework

Nexus Profit allocation

Divergent perspectives
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Three groups of jurisdictions:

User participation may lead 
to misalignments between 
where profits are taxed and 
where value is created.  This 

does not undermine the 

principles of the existing 
international tax framework. 

Only targeted changes 
needed. 

BEPS package has largely 
addressed double non-

taxation, but still too early to 
fully assess the impact. 

Generally satisfied with the 

existing tax system and do not 
currently see the need for any 

significant reform.

First Group Third GroupSecond Group

Digitalisation and 
globalisation of the economy 

present challenges to the 
existing international tax 

framework, BUT these 

challenges are not exclusive 
or specific to highly 

digitalised business models. 

Review of the key concepts
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Members of the Inclusive Framework have agreed to:

Undertake a coherent and 
concurrent review of the profit 

allocation and nexus rules 
that would consider the impacts of 

digitalisation on the economy, relating to the 
principle of aligning profits with underlying 

economic activities and value creation

Work towards a consensus-
based solution by 2020

with an update to be provided in 2019
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Interim Measures
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Suggest lack of conceptual basis and 
potential for adverse consequences

• Impact of a gross tax on investment, 
innovation and welfare, 

• Potential economic incidence of taxation 
on consumers and business

• Possibility of over-taxation 
• Concern that interim measure may prove 

not to be interim 
• Compliance and administration costs

Acknowledge challenges but consider 
imperative to act pending global solution

• Untaxed value is being generated within 
their jurisdiction

• Current position undermines the fairness, 
sustainability and public acceptability of 
the current CIT system. 

• Any challenges need to be weighed against 
the consequences of not acting

• At least some of the possible adverse 
consequences can be mitigated through the 
design of the measure.

1. There is no consensus on the need for, or merit of, interim measures.
2. The Report does not recommend the introduction of such measures.

Interim Measures
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• Compliance with a country’s international obligations, 
including tax treaties, WTO, EU and EEA membership

• Temporary
• Targeted, discussion of both internet advertising and 

online intermediation services
• Minimising over-taxation
• Minimising impact on start-ups, business creation and 

small business more generally
• Minimising cost and complexity 

Countries that favour interim measures have agreed guidance to be taken into 
account in the design of such a measure: 

Digitalisation is impacting many parts of the tax 
system, not just the international rules

• Gig and sharing economies

– growth facilitated by online multi-sided platforms with 
potential significant impact on taxable status (e.g. from 
employee to self-employed/incorporated) and in turn revenues.

– Also may need to improve taxpayer education about tax 
obligations as taxpayers move out of “pay as you earn” systems.

• Tax policy as a way to support innovation balanced with 
need to ensure a level-playing field with existing players 
providing similar services
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Beyond the international tax rules (1)

• How can tax authorities use digital tools to delivery 
better taxpayer service e.g. more precise pre-filing, or 
more personalised assistance.

• Can tax authorities harness big data to enhance tax 
compliance? e.g. identifying trends and using “nudges”.

• Possibility to work with platforms, which hold useful 
information about transactions facilitated through their 
sites.

• Important not to forget the need to protect against risks! 
e.g. How may emerging technology like blockchain (in the 
form of crypto-currencies) place recent progress on tax 
transparency at risk
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Beyond the international tax rules (2)
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European Commission Proposals

EU Commission 
proposal on new 
measures to tax 

digital 
businesses

21 March 2018

• Digital services tax on advertising, 
intermediation and transmission of data

• Threshold of 750m + 50m of digital services 
revenue

Interim Measure

• A “virtual PE” based on revenue, users or 
business contracts

• Changes to profit allocation rules between 
Member States

• Changes  to tax treaties with non-EU MS

Long Term Solution 
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Timetable for delivery for Inclusive 

Framework 

2018 2019 2020

TFDE Meeting 

July 2018 

Update
2019

Final Report

2020

• Test feasibility of technical options relating to profit 
attribution and nexus

• Monitor the impact of BEPS implementation and the 
introduction of any unilateral measures

• Explore opportunities and risks for tax policy and 
administration as a result of new technologies.

THANK YOU!


