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Foreword 


The integration of national economies and markets has increased substantially in recent years, putting a strain on the international tax rules, which were designed more than a century ago. Weaknesses in the current rules create opportunities for base erosion and profit shifting (BEPS), requiring bold moves by policy makers to restore confidence in the system and ensure that profits are taxed where economic activities take place and value is created.

Following the release of the report Addressing Base Erosion and Profit Shifting in February 2013, OECD and G20 countries adopted a 15-point Action Plan to address BEPS in September 2013. The Action Plan identified 15 actions along three key pillars: introducing coherence in the domestic rules that affect cross-border activities, reinforcing substance requirements in the existing international standards, and improving transparency as well as certainty.

After two years of work, measures in response to the 15 actions were delivered to G20 Leaders in Antalya in November 2015. All the different outputs, including those delivered in an interim form in 2014, were consolidated into a comprehensive package. The BEPS package of measures represents the first substantial renovation of the international tax rules in almost a century. Once the new measures become applicable, it is expected that profits will be reported where the economic activities that generate them are carried out and where value is created. BEPS planning strategies that rely on outdated rules or on poorly co-ordinated domestic measures will be rendered ineffective.

Implementation is now the focus of this work. The BEPS package is designed to be implemented via changes in domestic law and practices, and via treaty provisions. With the negotiation for a multilateral instrument (MLI) having been finalised in 2016 to facilitate the implementation of the treaty related measures, 67 countries signed the MLI on 7 June 2017, paving the way for swift implementation of the treaty related measures. OECD and G20 countries also agreed to continue to work together to ensure a consistent and co-ordinated implementation of the BEPS recommendations and to make the project more inclusive. Globalisation requires that global solutions and a global dialogue be established which go beyond OECD and G20 countries.

A better understanding of how the BEPS recommendations are implemented in practice could reduce misunderstandings and disputes between governments. Greater focus on implementation and tax administration should therefore be mutually beneficial to governments and business. Proposed improvements to data and analysis will help support ongoing evaluation of the quantitative impact of BEPS, as well as evaluating the impact of the countermeasures developed under the BEPS Project.

As a result, the OECD established an Inclusive Framework on BEPS, bringing all interested and committed countries and jurisdictions on an equal footing in the Committee on Fiscal Affairs and all its subsidiary bodies. The Inclusive Framework, which already has more than 100 members, will monitor and peer review the implementation of the minimum standards as well as complete the work on standard setting to address BEPS issues. In addition to BEPS Members, other international organisations and regional tax bodies are involved in the work of the Inclusive Framework, which also consults business and the civil society on its different work streams.




Abbreviations and acronyms




3-D




Three-Dimensional









AEOI




Automatic Exchange of (financial account) Information









ALP




Arm’s Length Principle









APA




Advance Pricing Arrangement









ARPU




Average Revenue Per User 









ATAD




Anti-Tax Avoidance Directive









BEAT




Base Erosion and Anti-Abuse Tax









BEPS




Base Erosion and Profit Shifting









B2B




Business-to-Business









B2C




Business-to-Consumer









CbC




Country-by-Country









CbCR




Country-by-Country Report









CFA




Committee on Fiscal Affairs









CFC




Controlled Foreign Company









COGS




Cost of Goods Sold









CRA




Canada Revenue Agency









CRS




Common Reporting Standard









DEMPE




Development, Enhancement, Maintenance, Protection and Exploitation









DPT




Diverted Profits Tax









DTC




Double Tax Convention









ECI




Effectively Connected Income









EEA




European Economic Area









EL




Equalisation Levy









ETCB




Estonian Tax and Customs Board









EU




European Union









FTA




Forum on Tax Administration









G20




Group of Twenty









GAAR




General Anti Avoidance Rule









GILTI




Global Intangible Low-Taxed Income









GST




Goods and Services Tax









GVC




Global Value Chain









HST




Harmonised Sales Tax









IaaS




Infrastructure-as-a-Service









ICT




Information and Communication Technology









IMF




International Monetary Fund









IP




Intellectual Property









ISP




Internet Service Provider









IT




Information Technology









KBC




Knowledge-Based Capital









LDT




Levy on Digital Transactions









MAAL




Multinational Anti-Avoidance Law









MCAA




Multilateral Competent Authority Agreement









MLI




Multilateral Instrument to Implement Tax Treaty Related Measures to Prevent Base Erosion and Profit Shifting









MNE




Multinational Enterprise









MOSS




Mini One-Stop-Shop









MTC




Model Tax Convention









OECD




Organisation for Economic Cooperation and Development









OTT




Over-the-Top









OURdata




Open, Useful, Reusable Government Data









P2P




Peer-to-Peer









PaaS




Platform-as-a-Service









PE




Permanent Establishment









PPT




Principal Purpose Test









R&D




Research and Development









SaaS




Software-as-a-Service









SAS




US Census Bureau’s Services Annual Survey









SEP




Significant Economic Presence









SME




Small and Medium-sized Enterprise









TFDE




Task Force on the Digital Economy









TCJA




Tax Cuts and Jobs Act









TIEA




Tax Information Exchange Agreement









UN




United Nations









UNCTAD




United Nations Conference on Trade and Development









VAT




Value Added Tax









VAT/GST




Value Added Tax/Goods and Services Tax









WIPO




World Intellectual Property Organization









WTO




World Trade Organization










Chapter 1. Introduction to the Interim Report on the Tax Challenges Arising from Digitalisation



This chapter provides an overview of the impact of digitalisation on society and the global economy, including its role in fostering innovation. It outlines the history of work relating to the tax issues arising from digitalisation, including the 2015 BEPS Action 1 Report as well as the work undertaken since then by the more than 110 members of the OECD/G20 Inclusive Framework on BEPS.



 



1.1. Overview 


1. Digitalisation is transforming many aspects of our everyday lives, as well as at the macro-level in terms of the way our economy and society is organised and functions. The breadth and speed of change have been often remarked upon, and this is also true when one considers the implications of this digital transformation on tax matters.

2. This chapter first looks at the significant impact that digitalisation is making on our broader environment, and provides an update from the 2015 BEPS Action 1 Report on Addressing the Tax Challenges of the Digital Economy,
1 which described the evolution of information and communications technology (ICT). It then considers the history of work relating to the tax issues arising from digitalisation, including the OECD’s 1998 Ottawa report on Electronic Commerce: Taxation Framework Conditions,2 and the 2015 BEPS Action 1 Report. The 2015 Report described both the exacerbation of BEPS issues as a result of digitalisation, and, at the same time, identified a number of broader tax challenges that go beyond the scope of BEPS. The final section of this chapter describes the work undertaken by the Inclusive Framework on BEPS since 2015 through to the delivery of this Interim Report, which has included the involvement of a wide range of stakeholders. 

3. Digitalisation raises a large number of public policy challenges, and is also changing the nature of policy-making itself, through the emergence of a new range of tools available to both develop and implement effective policies. The work being undertaken to consider the impact of digitalisation on the international tax rules and other aspects of the tax system forms only one part of this broader unfolding transformation. Considering the broader policy challenges, the OECD’s Going Digital project launched in 2017 aims to help policymakers better understand digital transformation and develop and implement a resilient framework that fosters a positive and inclusive digital economy and society.3 





1.2. The digital transformation


4. The digital transformation is changing the way people interact with each other and society more generally, raising a number of pressing issues in the areas of jobs and skills, privacy and security, education, health as well as in many other policy areas. Digitalisation is an important source of entrepreneurship, lowering barriers to entry and more broadly affecting the business environment by bringing down transaction costs, increasing price transparency and improving productivity (see Box 1.1). It is now easier for businesses to communicate with suppliers, customers, and employees using Internet-based tools, and developments in ICT are also leading to the emergence of new and transformed business models. 




Box 1.1. How large are the productivity effects?


Evidence on productivity impacts from new production technologies come mainly from firm- and technology-specific studies. A sample of these studies is provided below. These studies suggest sizeable potential productivity impacts. However, the studies follow a variety of methodological approaches, and often report results from a few, early-adopting technology users, making aggregate estimates difficult to derive.


	
In the United States, output and productivity in firms that adopt data-driven decision making are 5% to 6% higher than expected given those firms’ other investments in ICTs (Brynjolfsson, Hitt and Kim, 2011). 



	
Improving data quality and access to data by 10% i.e., presenting data more concisely and consistently across platforms and allowing them to be more easily employed would increase labour productivity by 14% on average, but with significant cross-industry variations (Barua, Mani and Mukherjee, 2013).



	
Autonomous mine haulage trucks could in some cases increase output by 15% to 20%, lower fuel consumption by 10% to 15% and reduce maintenance costs by 8% (Citigroup-Oxford Martin School, 2015).



	
Autonomous drill rigs can increase productivity by 30% to 60% (Citigroup-Oxford Martin School, 2015).



	
By raising productivity new technologies can also improve financial performance among adopters. A recent case study shows that by developing a significant Internet of Things and data analytics capability, a leading United States automaker saved around USD 2 billion over five years (2011-14 and most of 2015). A 1% increase in maintenance efficiency in the aviation industry, brought about by the industrial Internet, could save commercial airlines globally around USD 2 billion per year (Evans and Anninziata, 2012).







Source: OECD (2017c)





5. Ubiquitous digital devices, connectivity and “smart” technology are bringing significant changes that are profoundly affecting relationships and markets. ICT has become part of the foundational infrastructure for business and society, evidenced in a heavy reliance on efficient and widely accessible online communication networks and services, data, software, and hardware.

6. Part of the OECD/G20 Base Erosion and Profit Shifting (BEPS) Project delivered in 2015, the Action 1 Report, Addressing the Tax Challenges of the Digital Economy,4
 described the evolution over time of ICT and highlighted the interactions between its various layers. Since then, the diffusion of technologies, which had already begun to significantly change the economy and many aspects of our daily lives, has intensified. The use of cloud computing among firms has accelerated, with close to 50% of large businesses using cloud computing services in 2016, and a large proportion of businesses now with some degree of web presence (See for example Figure1.1). 



Figure 1.1. Business with a web presence



As a percentage of total businesses.


[image: graphic]


Notes: 2009 series - the following countries show different year data: Canada (2007), Iceland (2010), Mexico (2008), New Zealand (2008) and the United States (2007).



2017 series - the following countries show different year data: Australia (2016), Brazil (2015), Canada (2013), Switzerland (2011), Colombia (2015), Japan (2015), Korea (2015), Mexico (2012), New Zealand (2016), the Russian Federation (2014) and the United States (2012).




Source: Eurostat; OECD; UNCTAD, February 2018. 




7. Connectivity has become increasingly ubiquitous, with 83% of adults in OECD countries accessing the Internet in 2016, and 95% of businesses now benefitting from a high-speed Internet connection.5
 The increasingly central role of digital technologies to people’s lives can be seen in the growth of global Internet traffic (Figure1.2).



Figure 1.2. Global Internet traffic forecast, 2015-201



[image: graphic]

1. One exabyte is equal to 1018 bytes.





Source: Cisco (2016).




8. An enormous amount of data is now generated by these constantly connected users and devices. Today, the annual volume of data created across the globe is estimated to double every year, with more than 44 zettabytes of data6 expected to have been produced by 2020.7 This data is being collected by businesses and governments, and combined with advances in data analytics and technology diffusion, are providing the insights necessary to transform and shape the way people behave and organisations operate. 

9. Scientific innovation continues to push the digital frontier, as was recognised in the 2015 BEPS Action 1 Report, which identified  a number of emerging technologies, including the Internet of Things, digital (crypto-)currencies, the sharing economy, 3-D-printing, advanced robotics, and open government data, which are combining in new and innovative ways. Only a few years later, the growing importance of these trends has been confirmed.  The Internet of Things (i.e., online connectivity between devices) is expanding exponentially – up 31% from 2016 to 2017, and is expected to reach 2.5 times current levels by 2020.8  Although many observers have raised concerns about their underlying stability and value, more than 1500 crypto-currencies are now in existence.9 Their underlying distributed ledger technology, blockchain, is also offering a number of other applications, many of which are still being explored. This includes enhanced security and protection features, which could provide a more secure record of transactions and other dimensions of economic activity. This is particularly important noting the significant numbers of digital security incidents now being experienced by individuals online (See for example Figure1.3.).



Figure 1.3. Digital security incidents experienced by individuals in a 3-month period, 2015



As a percentage of all individuals and by level of educational attainment.


[image: graphic]


Note: Data for Korea refer to 2016 for all individuals but the breakdown by level of educational attainment refers to 2014. Data for New Zealand and Switzerland refer to 2014. Data for Iceland refer to 2010. Data for Korea, Mexico, New Zealand and Switzerland follow a different methodology. 




Source: OECD, ICT Access and Usage by Households and Individuals (database), http://oe.cd/hhind (accessed June 2017).




10. Further, in recent years, 3D-printing has increasingly entered the mainstream, shifting from bespoke use for the development of prototypes towards replacing traditional mass manufacturing methods, changes which are also altering the supply chain. In the aerospace industry for example, Boeing is already using 3D printing to create more than 50000 units of over 900 distinct parts for both its aircraft and spacecraft. We have also seen “narrow” artificial intelligence (machine based systems that can carry out tasks only within a delineated field) deployed and growing in a diverse number of fields, with some forecasts estimating that “broad” or “general” artificial intelligence (machine based systems that can learn and resolve innovative problems) could be achieved in the not too distant future. Meanwhile, open government data (the publication of machine-readable data by public entities) is becoming the default approach for governments as an effort to ensure that it is available for appropriate use by business, civil society and the public at large (see Figure1.4.).10




Figure 1.4. Open Useful Reusable Government Data Index (OURdata), 20171



[image: graphic]


Note: Data for Hungary, Iceland and Luxembourg are not available. Denmark does not have a Central/federal data portal and therefore are not displayed in the Index.



Detailed methodology and underlying data available in the annex online (http://dx.doi.org/10.1787/gov_glance-2017-en) Information on data for Israel: http://dx.doi.org/10.1787/888932315602.



1. OECD (2017b). Data for Hungary, Iceland and Luxembourg are not available. Denmark does not have a Central/federal data portal and therefore are not displayed in the Index. Detailed methodology and underlying data available in the publication annex online.




Source: OECD Survey on Open Government Data 




11. In this changing environment, the challenges for policymakers are complex as the future is far from certain. There are multiple possible trajectories, with many of these being explored in the OECD’s Going Digital project.11 Digitalisation is also changing the nature of policy-making itself with a new range of tools available to develop, monitor and evaluate the effectiveness of a range of different policies and their outcomes. It is, thus, also important to be able to harness technological innovation to support the delivery of more effective and tailored solutions and foster a supportive environment for innovation and growth, as well as ensure that the risks from digitalisation are mitigated or avoided through appropriate safeguards. For tax matters, this means that policy development and implementation must be designed to allow for the changing environment, while being sufficiently clear to provide the certainty and clarity that facilitates sustainable, long-term economic growth.





1.3. Work under the OECD/G20 BEPS Project on the tax challenges arising from digitalisation




1.3.1. The OECD/G20 BEPS Project


12. Launched in 2013, the OECD/G20 Base Erosion and Profit Shifting (BEPS) Project consisted of 15 separate action areas targeting the gaps and mismatches in the international tax system that facilitated the shifting of profits by multinational enterprises (MNEs) away from where the underlying economic activity and value creation took place. Action1 of the BEPS Project undertook to consider the tax challenges raised by digitalisation for both direct and indirect taxation. 

13. To carry out this work, the Task Force on the Digital Economy (TFDE) was established as a subsidiary body of the Committee on Fiscal Affairs (CFA), with the participation of more than 45 countries12 including all OECD and G20 members. In preparing the 2015 BEPS Action 1 Report, the TFDE drew from previous work on this topic, including the 1998 Ottawa report on Electronic Commerce: Taxation Framework Conditions,13 as well as the work of the Technical Advisory Group on Monitoring the Application of Existing Treaty Norms for Taxing Business Profits.14


14. The 2015 BEPS Action Report, Addressing the Tax Challenges of the Digital Economy, was released in October 2015 as part of the BEPS package. The full BEPS package was endorsed by the G20 Leaders in November 2015, more than 110 countries and jurisdictions having committed to its implementation as members of the Inclusive Framework on BEPS, which was established in June 2016.




1.3.2. BEPS issues exacerbated by digitalisation


15. The 2015 Action 1 Report recognised that digitalisation and some of the business models that it facilitates present important challenges for international taxation. The report also acknowledged that it would be difficult, if not impossible, to ‘ring-fence’ the digital economy from the rest of the economy for tax purposes because of the increasingly pervasive nature of digitalisation. Instead, it considered digitalisation as a transformative process affecting all sectors brought by advances in ICT.15


16. The report identified a number of key features of digitalisation that are potentially relevant from a tax perspective. These include mobility, reliance on data, network effects, the spread of multi-sided business models, a tendency towards monopoly or oligopoly, and volatility. There was recognition that digitalisation has also accelerated and changed the spread of global value chains in which MNEs integrate their worldwide operations. More specifically, the report observed new phenomena such as the collection and exploitation of data, network effects and the emergence of new business models, such as multi-sided platforms, as exacerbating the challenges to the existing tax rules.

17. The report recognised that some of these key features, while not generating unique BEPS issues, can exacerbate BEPS risks. Accordingly, they were identified and taken into consideration during the work conducted under the BEPS Action Plan. The related outcomes were expected to have a significant impact in reducing BEPS risks arising as a result of digitalisation, in particular through the modifications of the definition of permanent establishment (Action7), the revised transfer pricing guidance (Action8-10) and recommendations on the design of effective controlled foreign company (CFC) rules (Action3). Since reaching agreement over the BEPS package in 2015, countries have begun implementing these measures.  The impact of these measures on the challenges raised by digitalisation is discussed further in Chapter3 of this report. 




1.3.3. The broader tax challenges raised by digitalisation


18. The 2015 Action1 Report also identified a number of broader tax challenges raised by digitalisation, notably in relation to nexus, data and characterisation. These challenges go beyond BEPS and chiefly relate to the question of how taxing rights on income generated from cross-border activities in the digital age should be allocated among countries. The 2015 Report also recognised that in the area of indirect taxation, new challenges arose in particular with respect to the collection of Value Added Tax/Goods and Services Tax (VAT/GST) on the continuously growing volumes of goods and services that are purchased online by private consumers from foreign suppliers. 

19. To address these indirect tax concerns, it was recommended that countries implement the OECD’s International VAT/GST Guidelines,16 and in particular the destination principle for determining the place of taxation of cross-border supplies, and consider implementing the mechanisms for the effective collection of VAT/GST presented in the Guidelines. The 2015 Action 1 Report also identified a number of possible approaches for a more effective VAT/GST collection on the significantly growing volume of imports of low value goods from online sales. 

20. To tackle the broader direct tax issues raised by digitalisation, the TFDE analysed three options, namely (i) a new nexus rule in the form of a “significant economic presence” test, (ii) a withholding tax which could be applied to certain types of digital transactions, and (iii) an equalisation levy, intended to address a disparity in tax treatment between foreign and domestic businesses where the foreign business had a sufficient economic presence in the jurisdiction.  

21. None of these options were ultimately recommended in the 2015 Action 1 Report, however it was concluded that countries could introduce any of these options in their domestic laws as additional safeguards against BEPS, provided they respect existing treaty obligations, or in their bilateral tax treaties. Further, it was recognised that the measures developed in the BEPS Project would mitigate some aspects of the broader tax challenges and that the implementation of the measures to address the VAT/GST challenges that were included in the 2015 Action 1 Report, particularly the International VAT/GST Guidelines, would lead to a more effective and efficient collection of these taxes in the market jurisdiction. It was agreed to continue to monitor developments in respect of the digital economy, with a further report to be delivered by 2020.






1.4. Taking forward the work on tax and digitalisation since 2015


22. Following the delivery of the 2015 BEPS package and a call from the G20 to engage an even broader range of countries in the implementation of the measures, the OECD/G20 Inclusive Framework on BEPS was established in June 2016. Open to interested countries and jurisdictions, today the Inclusive Framework has more than 110 members participating on an equal-footing, committed to the implementation of the 2015 BEPS package and to working together further on BEPS-related issues.

23. With the establishment of the Inclusive Framework, a further mandate of the TFDE was agreed in January 2017, including for the delivery of an interim report by the end of 2018 and a final report in 2020.17 In March 2017, the G20 called on the TFDE to deliver an interim report by the 2018 IMF/World Bank Spring Meetings – a request that was reiterated by the G20 Leaders at their July 2017 Hamburg Summit.  With this timeframe in mind, the TFDE resumed its work, including the monitoring of developments in digital technology and business models, the individual measures taken by countries to address the broader tax challenges raised by digitalisation, and the extent of implementation and impact of the relevant Actions from the BEPS package. 

24. A critical element contributing to the development of the BEPS package in 2015, and which has been continued through the work of the Inclusive Framework, has been a process of continuous liaison with stakeholders. Leading up to the preparation of this Interim Report, a Request for Input on the tax challenges raised by digitalisation was issued in September 2017, which saw more than 50 submissions received from academics, civil society, from businesses directly as well as professional services firms.18 To explore these issues in more detail with stakeholders, a public consultation was held on 1 November 2017 in California, bringing together a selection of commentators to discuss these issues in the presence of members of the TFDE. This event was attended by more than 100 participants, and was also streamed live.19 





1.5. The Interim Report on the tax challenges arising from digitalisation


25. This Interim Report reflects the recent work of the TFDE and overall, the progress made by the Inclusive Framework since the 2015 Action 1 Report in considering the tax issues raised by digitalisation, and taking into account the latest developments. 

26. It first provides an in-depth analysis of value creation across different digitalised business models, focusing on the main characteristics of digital markets and processes of value creation. The analysis is complemented by case studies with the aim of identifying the key factors that are prevalent in more highly digitalised businesses (Chapter 2). It then describes the current progress in the implementation of the BEPS package, with a focus on specific measures relevant to digitalisation and the resulting impact on the behaviour of highly digitalised businesses (Chapter 3). It also provides an overview of recent tax policy developments that are potentially relevant to digitalisation, with a focus on measures enacted by countries that seek to address aspects of the broader tax challenges identified in the 2015 Action 1 Report (Chapter 4). 

27. The Report then offers a description of the challenges identified with respect to the continuing effectiveness of international tax standards in light of the issues raised by the digitalisation of the economy, drawing from the analysis set out in Chapter 2. It provides a sense of direction that reflects the commitment of the Inclusive Framework members to work towards a consensus-based, global solution on these matters (Chapter 5). The Report goes on to recognise that there is no consensus on the merits of, or need for, interim measures, and that a number of countries consider that an interim measure will give rise to risks and adverse consequences irrespective of any limits on the design of such a measure. Those countries that are in favour of the introduction of interim measures consider that there is a strong imperative to act pending a consensus on a global solution, and have identified a number of considerations which could limit the potential for divergence and mitigate the possible adverse effects of such measures (Chapter 6).  

28.  Finally, it looks beyond the impact of digitalisation on the international tax rules to consider how digitalisation is changing other parts of the tax system in important and sometimes dramatic ways, providing both new opportunities and new risks for policymakers and tax administrations (Chapter 7). Directions for the future work of the Inclusive Framework to address the tax challenges raised by digitalisation are set out in the final chapter of the report (Chapter 8). 

29. This Interim Report outlines a number of areas where there are clear differences of view held by countries, including over the need for future reform of the international tax system. These differences are presented in order to identify the points of divergence and lay the groundwork for future work on the development of a consensus-based solution that bridges these different positions as part of the Inclusive Framework’s delivery of its 2020 Final Report.
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Chapter 4. Relevant tax policy developments


This chapter outlines the unilateral measures that have been introduced by countries and that are potentially relevant to digitalisation. These types of measures are grouped into four categories and a detailed description of each measure is provided, as well as a description of their common features.



 




4.1. Overview


341. This chapter provides a description of the design and implementation of a variety of country measures that are potentially relevant to digitalisation, notably where these measures relate to the broader direct tax challenges identified in the 2015 BEPS Action 1 Report (i.e., nexus, data and characterisation).

342. These uncoordinated and unilateral actions can been grouped into four categories: (i) alternative applications of the PE threshold; (ii) withholding taxes; (iii) turnover taxes; and (iv) specific regimes targeting large MNEs.

343. Certain design features are common to some of these unilateral and uncoordinated actions. First, they aim at protecting and/or expanding the tax base in the country where the customers or users are located, generally based on an expanded view of the enterprise’s engagement in that country. Second, many include elements linked to a market in the design of the tax base (e.g., sales revenue, place of use or consumption). More generally, they appear to reflect a discontent among some countries with the taxation outcomes produced by the current international income tax system. 






4.2. Introduction


344. In 2015, the BEPS Action 1 Report identified a number of broader tax challenges relating to nexus, data, and characterisation for direct tax purposes. These challenges raised questions regarding the ability of the existing international tax framework to determine where economic activities are carried out and value is created for corporate tax purposes. To address these concerns, a range of potential options were analysed by the Task Force on the Digital Economy (TFDE), which included alternatives to the existing permanent establishment (PE) threshold based on a “significant economic presence”, the imposition of a new withholding tax on certain types of digital transactions, and the introduction of a separate “equalisation levy”. 

345. At the time that the Action 1 Report was adopted, however, no agreement had been reached among countries participating in the BEPS Project on the actual scale and impact of these broader direct tax challenges. In particular, no common view emerged on whether changes going beyond the measures proposed in the BEPS package were warranted. The result was that none of the potential options discussed in the Action 1 Report were adopted as agreed international standards. Nonetheless, it was acknowledged that countries could introduce any of these options in their domestic laws, provided that they respected existing tax treaties and other international obligations.  

346. Since the release of the Action 1 Report, the lack of consensus in relation to these options has seen many countries around the world explore alternative measures for the taxation of highly digitalised businesses, generally by adopting new tax measures or changing the way they interpret existing laws and tax measures. To date these uncoordinated actions include a variety of measures usually implemented through domestic law changes seeking to protect and/or expand source taxation of online business activities (or more generally of activities of large MNEs), whether based on a measure of profit or some other equivalent factor. While only some of these measures draw upon elements of the options described in the Action 1 Report (e.g., the “equalisation levy”), they all respond, at least to some extent, to similar concerns such as the desire to secure an appropriate tax base in respect of business activities performed in, or closely linked with, the market jurisdiction where goods and services are supplied.  

347. It is in this context that the TFDE was mandated to monitor relevant tax policy developments across the world that are potentially relevant to digitalisation, with a focus on measures that seek to address aspects of the broader tax challenges identified in the Action 1 Report. In the absence of global consensus, it was deemed important to keep track of all potentially relevant measures introduced by countries as part of this monitoring, and to ensure a good understanding of the details of their design and implementation (e.g., compliance, impact, revenue collected etc.). Also, this section provides a description of various potentially relevant actions taken by countries to adapt to an increasingly digitalised economy,1 including a discussion of their potential impact and effectiveness. These tax measures have been grouped into four categories: (i) alternative applications of the PE threshold; (ii) withholding taxes; (iii) turnover taxes; and (iv) specific regimes to deal with large MNEs. 

348. It is noted that the technical aspects of the measures described in the Boxes of this section are based primarily on information reported and verified by the countries introducing these measures.  The information contained in the Boxes is intended to be descriptive only. Any statements regarding the objectives of the measures, their efficacy and/or their compliance with existing international standards, including consistency with existing bilateral tax treaties, will generally reflect the views of the government introducing the measure and do not represent the considered conclusions of analysis undertaken by the Inclusive Framework on BEPS.





4.3. Alternative applications
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