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COMMEMCRATI VE ADDRESS

Good afternoon, |adies and gentl enen.

It's a pleasure to be back in Korea, it's ny fifth visit here, although I
feel likeit's nore like ny fiftieth visit - 1"mgetting to know Korea so wel .
It's also a pleasure to be at this semnar, organi sed by the Korea Institute of
Public F nance. Today, we wll be looking at the chal | enges posed by H ectronic
Gonmerce and Taxation, |ooking specifically to features of the Korea VAT, and
we'll see during the course of the afternoon that the Internet is certainly
goi ng to pose naj or chal l enges to the Korean VAT systemover the next 20 years,
so let's celebrate the VAT now, while we still have it, and we'll see what
happens over the next 20 years.

Perhaps just to say a few words about the CECD, Many of you know that this
year, we celebrated our 50th anniversary, it's a long tine for any
organi sation to survive 50 years. | wasn't there at the beginning, but | have
been there for the last 20 years and today, we cover 29 nenber countries: 22
European countries; the 3 NAFTA countries; and then Japan, Australia, New
Zeal and, and since |ast Decenber, Korea. It's interesting that over a 20 year
period, right up from1974 to 1994, the organi sation did not expand at all, and
then during the last three years, we suddenly found that we are beginning to
take on new nenbers, countries |ike Mxico, the Cech Re-public, Poland,
Hingary and Korea. | think that that's been a very positive devel opment for the
organisation. It's given us a new growh, it's given us a new dynamsm and
having Korea in, | think, has tended to hel p us have a new perspective on our
work, to give a perspective that is nore Asian and |ess, perhaps, European. |
know that | amspeaki ng on behal f of our secretary-general when | say that, we
are particularly pleased wth the active role that Korea is now playing in the
organi sati on.

Perhaps just a word on how the CED differs from other international
organisations. | think there are three main characteristics that distinguish us
from the IMF or the Wrld Bank. The first is the fact of the restricted
nenbership, we are only 29 countries. If you look at the Vorld Bank, IM;, we're
tal ki ng about 120, 140 countries. So, that's the first distinctive feature - a
small group of countries that have many things in comon. The second
distinctive feature is the wde range of activities that we cover. Qearly,
today we'll be talking a ot about taxation, but taxation is only one, in fact,



of many activities we ook at. A nost any activity that the Korean gover nnent
is concerned wth has, in fact, a relevant conmttee or body at the CED that
is discussing it. The third distinctive feature of the B is that there's
very close relationship officials that actually come to Paris to the coomttees
that we have. So, those are the three distinctive features of the organisation.

I'd just like to conclude by naking two general points which are very
re-lated, | think, to the topic that we are going to be discussing today - the
Internet. The first one is that, even thought we have this restricted
nenber ship, we recognise that when we nust be developing our contacts wth
non-nenber countries, wth countries that are outside of the C(ED area,
particularly countries here, in Asia. And why do we feel that's inportant?
Mii nly because al nost any of the issues that we are looking at, are global in
nature. Miltinational Enterprises don't ,nmake any distinction between countries
that are in the GBECD, and countries that are outside of the GECD, So we feel
that it's particularly inportant at the present tine that we make an effort, in
fact, to develop our dialogue wth the non-nenber countries and, as | said,
particul arly the non-nenber countries here in the Asian region. | think, in
fact, that we've been quite successful in doing that over the last five years.
Today, we have regular contact wth nore than 50 non-nenber countries. And |
also feel quite strongly that those contacts are very nuch in the interests of
the Korean governnment and of its business sector. Wen Korean nul tinationals,
when they nove into China, and | could have a long list here, because one of
the things that strikes ne as | travel around the world is that there seens to
be nore and nore Korean nul tinationals wherever | go. And clearly, where your
mul tinationals go, they expect to have an international |y accepted treatnent,
whether it's in terns of investnent or whether it's in terns of taxation. Alot
of the outreach prograns that we have at the GED is intended to ensure that
your nultinationals get that treatnent. That is a way, | think, of avoiding
conflict in a global econony.

The other point | would nake is that if we want these non-nenber countries to
followthe rules of the game that have been devel oped by the GECD particul arly
in the tax area, then we have to recognise that they need assistance. If
you' re talking about conplex transfer pricing regulations, it is not enough
just to tell these countries that they have to follow the "arms Iength”
principle. You have to not only explain to them what the "arms I|ength”
principle is, but you have to help thembuild up the admni strative capacity to
apply it. And, in fact, a lot of our work at the nonent is directed at that
particul ar issue. And we are particularly pleased that in Septenber, there wll
be amyor initiative, ajoint CBECD - Korean initiative, to establish here, in
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Korea, a Miltilateral Tax CGenter, which would provide assistance to the Asian
economes in transition. Axd |I'm sure, that very quickly, we will find that
nmany of the issues that we w il discuss today on the VAT side, on the questions
of the Internet, wll be issues that wll be discussed in the context of that
Miltilateral Tax Center.

Let ne conclude, just be outlining sone of the issues that the Conmttee on
FHscal Affairs, which is the nman tax policy body of the organisation, is
currently discussing, because | think you'll see that as we go through the
afternoon's discussion, the Internet seens to pull in alot of what rmay appear
to be separate issues, but in fact, what are issues which are quite closely
related. So I'll  conclude by just giving you a very quick list some of the
issues that we' re |ooking at.

The first, and perhaps the nost inportant, is the question of tax
conpetition. Gan we find ways of saying what acceptable forns of tax
conpetition are and what unacceptable forns of tax conpetition are?
Particularly, conpetition for financial and services, and there again, you see
the link wth the Internet, because the Internet, in fact, wll intensify the
way that countries use their tax systens to attract financial and service
activities. Véll, that's an issue that we are looking at quite carefully, and
we hope that we wll conme up with sone recommendations for next April. Second
issue, and this is one that | know I've talked about previously when |'ve been
here, is the need to gl obalise the CECD Mdel Tax Gonvention. Vé are now naki ng
a major effort to try to associate non-nenber countries wth the CGECD Model ,
and we hope that by Novenber of this year, we wll have a new publication
comng out that will set out the position of 16 non-nenber countries on the
Mdel . That, | think, is a naor devel opnent. The third topic is this whol e
question of the Internet, but in fact, (as the President said earlier,) the
Internet is only part of a nuch broader range of issues that conme under the
headi ng of the communi cation revolution. | think the communication revol ution
has not only changed in the ways in which business carries out its activities,
but it's going to have dramatic changes on the ways in which tax authorities
carry out their activities as well. Whless tax authorities are successful in
adapting to this new gl obal environnment, to this new technol ogi cal environnent,
then they're going to have difficulties in protecting their tax price and in
collecting their revenues. A fourth area that we're looking at, which I think
is particularly relevant for Korea, are the whol e questions of howto go about
taxing financial services. Uder the VAT, under the incone tax, how do you
apply wthholding taxes? There's a whol e set of issues there, which | think
we wll be spending a lot of tine on, and again, which we'll see this
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afternoon, are closely linked to the devel opnent of el ectronic conmerce and the
Internet. VW're also putting a ngjor effort into a new project which is being
devel oped on strategi c nanagenent. In other words, asking oursel ves whether, in
this new environnent, tax administrations can continue to carry out their
business in the way that they have for the last 20 years, or whether in fact,
we need a new approach towards tax admnistration.

Vel |, there are many other topics that | could talk about, but I think I wll
conclude by saying that we, at the (BEOD are very pleased to be associated
wth this initiative. | think it's particularly appropriate that the initiative
shoul d” ve been taken by the Institute. I'm sure that the discussions this
afternoon, in fact, are going to help both the business community and the
Korean government, to decide on what type of policies it should adopt towards
taxing incone and the transactions that are undertaken by neans of the
Internet. Thank you very nuch.

August, 22, 1997

Jeffrey Onens
Head, Fiscal Affairs, CECD
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Tax and the WEB - An Overvi ew

1: Jeffrey Qnens(CED
"Taxation i n Gyberspace”
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Taxation i n Cyberspace

[Oh the First Day, The Gonputer Gods Qreated Infornation Services. Oh The
Second Day, The Tax (ol | ector Subscri bed]

Tax Authorities are optimstic about the possibilities but pessinistic about
the probabilities offered by the internet. The communication revol ution has
opened up new possibilities for tax admnistrations to inprove the efficiency
of their operations. But these new technologies also open-up new
"probabilities" for tax evasion and avoidance. The challenge for tax
admnistrations is how to naximse the potential efficiency gains of the
internet and at the sane tine protect their revenue base w thout hindering the
devel opnent of these new t echnol ogi es.

The risks for revenue authorities are real and governments wll need to
address these risks in a spirit of collective co-operation rather than in a
spirit of conpetition. The allocation of taxing rights must be based upon
mutual |y agreed principles and a cormmon understandi ng of how these principles
shoul d be appl i ed.

This common understanding nmust extend to the business community and nust
cover al the najor sources of revenue. This is the approach taken in the work
bei ng undertaken by the Cormittee on Fscal Affairs, the main tax policy body
of the Qrganisation of Econonic Gooperation and Devel oprent (CECD) .
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Is their tax after Cyberspace?

What the Press Say:

“Internet users face digital tax bills”

“Brussels set to impose VAT on non- EU telecom service”
“The tax man cometh to cyberspace”

"A plan to tax cyberspace, bit by bit"

What same politicians say:
"No new taxes on the net"

"Senator wants tax- free net"
"US proposes a duty-free cyberspace zone"
“Clamour for tax relief on the net”

What the tax authorities say:

“Commissioner fears that 30% of tax base will disappear into
cyberspace”

“Cyberspace: the ultimate tax haven”

This article forcuses on the international issues raised by the
internet since it is important for all countries to see their own
domestic debate in this wider context.

- 16 -



I. The Growth of the Internetl

The Internet has been described as “a world- side network of networks with
gateways linking organisations in North and South America, Europe, the Pacific
basin and other countries[...]”. The organisations are administratively independent
from one another. There is no central, world-wide technical control point. Yet,
working together, these organisations have created what to a user seems to be a
virtual network that spans the globe?

From 1988 to 1994, the number of Internet hosts grew from zero to 3 million. In
1995 this figure doubled. By January 1997, there were 16 million Internet hosts(see
Figure 1). This growth has been uneven throughout the OECD area, with the
Southern European countries generally having less than 5 Internet hosts per 1,000
inhabitants and North America, Nordic and Pacific countries more than 20 hosts
per 1,000 inhabitants(see Figure 2). Users have grown from a limited number of
military personnel and academics in the 1980's to 30—~60 million users today. T his
rapid growth has been promoted by:

- Liberalisation and deregulation of the telecommunications sector. In the 1980's
telecommunication was a virtual monopoly in almost all OECD countries. T oday
about one-third of OECD countries have opened up their telecommunications
market. By the year 2000 the WT O expects that more than 90 countries will have
de- monopolised their telecommunication markets.

- Improved communication infrastructure: Technical advances(high speed modems,
cablemodems, satellite and terrestrial broadcast, multi- media products) have
increased the speed of transmission and increased the potential of the Internet to
deliver goods and services on- line.

- New means of “devering” the Internet: (Top boxes, Internet ready TV) has and
is continuing to ease the access of households to the Internet.

- Consumer access pricing is rapidly falling, in part because of the technical
developments referred to above and in part because of the growth of the market.
In 1995 the average costfor 20 hours access was $60; today it is less than $20.

1) “1997 Communications Outlook”, ICCP, OECD, April 1997. Other OECD Work on
Internet and communication policy can be found at:

http://www .decd.org/dsti/sti_ict.html.
2) M. Mecker & C. Depay, The Internet Report 1- 9(1996).
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Commercial applications have to date experienced the fastest growth. Within this
sector, services account for more than half of the activities (see Figure 3). It is
estimated that two-thirds of the growth takes the form of intra-firm
traffic(commonly referred to as private intranet activities).

T hree factors will be critical to the future trowth of the Internet and electronic
commerce. The first is, developments in the bandwidth, since this determines the
speed at which data can be transferred over the system(currently, it takes two
days to transfer the entire contents of a music CD across the Internet. Higher
speed connections are likely to reduce this time to 10~15 minutes). The second
factor is improved and secure payment mechanisms. T he development of electronic
cash(“cyber cash” or “E-Money”) will promote a rapid expansion of electronic
commerce by reducing reliance on credit cards. The third is willingness of
governments to reach agreement on measures to protect the security and
confidentiality of information transmitted on the Internet, particularly encryption
standards.

[FIGURE 3] Major Commercial Users

US SIC Classifications for Commercial Internet Users

(Top Level) Unclassifed
Establishments 4% Other

Transport and Public %
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Top 10 Second Level SIC Classifications
1. Business Service (26.20%)
. Engineering, accounting, research, management, and related service(10.86%)
. Wholesale trade: durable goods(6.17%)
. Printing, Publishing, and allied industries(5.40%)
Non classified establishments(3.86%)
. Educational services(3.41%)
. Membership organisations(3.12%)

N o g wN
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8. Communications(2.88%)

9. Electronic & electrical machinery equipment except computer(2.72%)
10. Industrial & commercercial machinery, and computing equipment(2.45%)
Source : TIG Survey
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II. What are the characteristics of the Internet most
relevant for tax policy markers?

Relevant chracteristics of the Internet.

The ability to establish public and private global communication systems which
are secure and inexpensive to operated.

This will enable small and medium size enterprises to engage in international
commerce. Tax authorities will see a rapid expansion in cross- border activities.

T he process of “disintermediation*

Where by the internet will substantially reduce the need for intermediaries, for
example, financial and other information may become available without the
intermediation of banks and other financial institutions.

The development of encrypted information.
Encryption may preclude governments hom accessing the content of messages
sent on the net.

An increased scope for the “integration of business function”.

Private internet networks are now widespread in multinational corporations and
today are more important than public networks. This development will produce a
closer integration of transactions within an MNE and makes it increasingly
difficult to separate out the functions carried out by related enterprises.

The greater flexibility in the choice of the organisation form.
We may see MNEs coming to prefer branches to subsidiaries.

The fragmentation of economic activity.
T he physical location of an activity becomes less importantand it becomes more
difficult to determine where an activity is carried out.

Other characteristics that will have signiticant implications for the operation of
tax systems are:

Lack of any central control.
Users of the internet have to control and in general no idea of the path

travelled by the information they seek or publish.

No central registration.
Registration requirements are minimum, as are proof of identity requirements.
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Weak traceability.
Untraceable use of an internet site is ease to arrange.

Weak correspondence between computer domain name and reality.

Although the internet address(or “domain-name”’) will tell you who is
responsible for maintaining that site, it may not tell you anything about the
computer corresponding to the actual internet address, or even where that machine
is located.

- 22 .



M. What are the implications for tax policy
and tax administration?

Tax authorities will face at least four interrelated challenges by the internet.
1. The challenge to tax administrations
Tax enforcements in cyberspace

The internet will change the environment within which tax administrations
operate.

1. Traditional audit trails may disappear.

Tax administrations may encounter greater difficulties tracing transactions
because of the lack of links between electronic entities and their physical
counterparts.

2. Verification of identity of taxpayers will become more difficult.

Individuals and entities engaging in electronic commerce will be able to establish
an internet address in almost any taxing jurisdiction irrespective of the location of
his residence or the source of his activities.

3. obtaining acceptable documentation of proof will become more difficult.

Where books and records are maintained in a tax haven, for example, it is
unlikely that the tax authorities will be able to obtain access to them since few
countries have treaties with tax havens. It is also unclear weather the evidence
that tax administration would be able to produce on transactions in cyberspace
would meet the documentation and evidence standards set by tax corts.

4. Disintermediation will remove convenient “taxing points”.
T he elimination of “middle- men” could force tax administrations to collect smaller
amounts of revenue from a larger number of tax payers. Withholding taxes,
particularly on financial transactions, and certain consumption taxes
(transactiontaxes) may become less viable sources of revenue.

5. tax haven and off-shore banking facilities will become more accessible.

It will beincreasingly easy for the “average” tax payer to use off shore financial
centres. Internet banking will offeran ease of access, low transaction costs. a
degree of anonymity and an immediacy of transferability of funds which is not
available today. If these attributes can be combined with well run off-shore
institutions in an environment which provides security, we can expect that a much
wider clientele will be attracted to this medium. We can also expect that
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governments will not stand back in the face of this development.

The opportunities of new communication technologies to tax administrations

Whilst the challenges are here today, the opportunities offered by these new
technologies are only just emerging. Tax administrations will be able to improve
their operations by using new communication facilities. Already a number of tax
authorities have electronic data interchange(EDI) programs that are making their
operations more efficient, improving the quality and timeliness of service to
taxpayers. Electronic data interchange means that businesses need less time to
comply with tax regulations and both the tax administration and its client use less
paper. Other benefits include timely updating of clients accounts, faster processing,
and improved productivity. In the area of income taxes, a number of countries(eg
Australia, Canada, Denmark, The Netherlands and the US) have implemented.

Direct deposit Program.

Direct deposit can replace cheques as standard method of issuing payments.
Direct deposit has a number of advantages over the traditional method of
payment. It offers clients a safe, convenient, dependable, and time-saving way of
receiving payments, and saves the government money through reduced fees and
postage. Business clients can also have their income tax refund and VAT refunds
and rebates deposited directly.

Electronic filing.

Tax returns can be filed by using electronic media. The advantages of using
electronic filing include accuracy of tax data, reduced cost to the public and to the
tax authorities, reduced paper use and fast processing of returns. Electronic filing
can be used by individuals who complete their own returns, or by individuals who
use the services of a tax professional. An encryption device can be used to ensure
that tax information remains confidential.

Automated deductions of social security and other payroll taxes.

T he authorities can accept payroll deductions electronically from any employer
who wants to send them that way. This process eliminates the need for
employers to file tapes or paper.

Customs Process.
EDI systems may be used to streamline the customs commercial process(e.g. the
recent Canada- United States Accord on the shared border arrangements).

Improved exchange of information.

Intranet type networks may open up new possibilities for tax authorities to
exchange information in a more timely and secure way. Already the OECD has
developed an OECD Standard Management Format for automatic exchange of
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information (OECD Council Resolution of 1992) and work is advancing on
developing an EDIFACT Standard for Electronic Exchange of Tax Information. In
the field of Consumption Taxes work is in hand to develop international
co- operation and to introduce the means for exchanges of information.

The members of the CFA are committed to exploiting these new opportunities
to improve the service available to taxpayers and to explore ways in which
administrative and compliance costs can be reduced by wusing these new
technologies.

2. The challenge to Consumption Taxes

Taxes on consumption now account on average for 30 per cent of the tax
revenues in the OECD area and 27 of the 29 member countries use a value added
taxes(VAT)(the two exceptions are Australia and US) which is why | will focus
primarily on VAT, although many of the issues raised would apply also to other
forms of sales taxes.

(1) The concept of “place of supply” under VAT

In broad terms, the place of supply rules fall into two categories: those which
depend upon the identification of a relevant establishment(belonging to the supplier
in some cases, and to the customer in others), those which are based on the place
of performance or enjoyment Electronic Commerce offers business consumers new
opportunities to evade or avoid VAT by turning to suppliers who are not
registered for VAT. The links between the place of supply, the place where the
enterprise is located and the place where the service is used or consumed become
much more opaque.

How to respond? One option we are examining is to maintain the current "place
of supply” rule but to broaden the definition of fixed(or permanent) establishment
to cover cabling, switching and other technical resources required to deliver such
services.

Another option would be to change the basic “place of supply” rule to where
the service is consumed. This could be quite attractive. However, it raises the
fundamental question of how tax would be levied on non- business consumption. It
could also still be susceptible to avoidance of tax by the financial institutions, who
could arrange their affairs so that the “customer” is an associate who is not
established in the taxing jurisdiction. Another idea is to require non-resident
service suppliers to register or have a fiscal agent.

Mr lan Hutchison will expand on these issues in his presentation.
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3. The challenges to Tax Treaties

Typically tax treaties are bilateral and cover income and capital taxes, though
there are some examples of multilateral tax treaties and treaties concerning other
taxes such as estate and gift taxes. There are well in excess of 1,500 tax treaties
and the number is growing rapidly. The discussion here is confined to bilateral
tax treaties in relation to taxes on income and capital which are largely based on
the OECD Model Tax Convention on Income and Capital, with a number of
countries following variants found in the UN Model Double Taxation Convention
between Developed and Developing Countries.

The purpose of bilateral tax treaties is typically expressed in their preamble to
be “the avoidance of double taxation and the prevention of fiscal evasion”. As
most countries nowadays contain within their domestic law provisions to prevent
double taxation of their residents in the most common cases(where another
country taxes the same income on a source basic), the main operation of tax
treaties in this respect is for other types of double taxation. The prevention of tax
evasion primarily refers to cases where taxpayers fraudulently conceal income in
an international setting and rely on the inability of tax administrations to obtain
information about income from foreign sources. The exchange of information
article in tax treaties is the major provision dealing with this problem. In a
general sense these two purposes summarise the domain of international taxation:
substantive rules designed to allocate taxing rights and administrative rules
designed to give effect to the single taxation objective, the two objectives which
are closely linked.

There are a number of other purposes of tax treaties that are usually unstated,
but in many cases are equally important. First, there is the division of tax
revenues to be derived from income involving the two countries which are parties
to the treaty. Where flows of income from business, investment etc. balanced
between two countries, it often does not make a large difference to the direction
of revenue collections if each country agrees to significantly curtail its source
jurisdiction to tax on a reciprocal basic as its residence taxation of income sourced
in the other country is correspondingly increased. Curtailing of source jurisdiction
rather than residence jurisdiction in this context make sense because of the
distorting effects of gross basic taxes at source(e.g. withholding taxes) and the
greater ease of enforcing net taxation by assessment in residence countries.
Typically larger developed countries will be in this position as a group even if
there are some disparities in flows as regards specific countries in the group.
Second, there is an agreed basic for determining whether the income returned or
expenses claimed on related party dealings by taxpayers forming part of an
multinational group operating in the two countries which are parties to the treaty
can be regarded as acceptable.
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Electronic commerce and the permanent establishment concept

In assigning taxing rights over business operations, the OECD Model Tax
convention's concept of permanent establishment is used to determini whether the
enterprise has brought itself within any particular taxing jurisdiction. Under article
7 of the OECD Model Treaty, a country may tax an enterprise's business profits
attributable to a permanent establishment located in that country, regardless of the
enterprise's country of residence for tax purposes.

Article 5 of the OECD Model Tax Convention gives a definition of the concept
of a permanent establishment. Paragraph 1 of that article states that a permanent
establishment is a “fixed place of business through which the business of an
enterprise is wholly or partly carried on” examples of what constitutes a
permanent establishment are provided in paragraph 2. Paragraph 4 indicates that
where a place of business is used exclusively for the performance of certain types
of activities, which are generally of a preparatory or auxiliary nature, that place
will not constitute a permanent establishment. For instance, a permanent
establishment does not include “the use of facilities solely for the purpose of
storage, display or delivery of goods or merchandise belonging to the
enterprise”(sub- paragraph 4a). Paragraphs 5 and 6 provide rules according to
which an agent may constitute a permanent establishment of the enterprise for
which he is acting.

While there are many cases in which the application of these rules is difficult
and contentious, the application of the concept of permanent establishment in the
context of electronic commerce raises a number of new and difficult questions.

The first question is whether the general conditions for the existence of a
permanent establishment found in paragraph 1 of Article 5 may be satisfied by a
web site on a server. This requires a determination of whether such a site
constitute a “place of business”, whether the server can then be said to be “fixed”
and whether the undertaking of periodical automated business functions (such as
advertising, ordering, or payment) may be said to constitute the carrying on of a
business gthrough such a fixed place of business.

The determination of whether the site constitute a “fixed place of business”
must ake account of various possible scenarios. For instance, a server may be
located in a building situated in a country where the enterprise has no other
presence. Alternatively, it could be located on a portable computer used indifferent
places within that building or moved from city to city by an initerant employee.
Further difficulties would arise where a number of mirror web sites on different
servers located in different countries would be used so that a customer could be
directed to any site for any function depending on electronic traffic. Another
possibility would be to have only one web site which is electronically transferred
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in total every three months to a new server in a different building, city or
country. The ownership of the web contents and of the server would also be
relevant: for instance, the enterprise could own the web site but lease the server
from a service provider, lease both the web site and server from the service
provider or lease the web site and server and share various functions with the
service provider.

Another question is whether the activities carried on through a web site go
beyond the types of preparatory and auxiliary activities which, under paragraph 4
of article 5, would not result in a permanent establishment. This question has to
be addressed with respect to the various functions that can be automated, such as
advertising, ordering, payment, storage and digital delivery as well as which
respect to various combinations of these functions. It also requires a determination
of the extent to which a data base of digital contents may be said to constitute a
stock of goods and, it that is the case, whether the database may be said to be
maintained solely for the purposes of storage, display or delivery if it also has a
search and reporting facility(e.g., if a customer can select the contents of the
database merely for viewing). Particular problems arise in respect of the exception,
included in sub-paragraph 4(d), concerning the collection of information as it is
not clear to what extent processing of the raw information that is collected may
render the exception inapplicable.

If the functions performed through a given web site and server were such that
it did not constitute a permanent establishment, there would also be a need to
examine whether other activities were carried on through that server, i.e. where
the enterprise would lease excess capacity in its server to allow another business
to operate a web site.

Other questions arise with respect to the relationship between an enterprise that
owns a web site and a service provider, the question being whether and to what
extent the latter may be considered to be an agent of the former for purposes of
paragraph 5 of Article 5. Also questions arise with respect to the relationship
between an enterprise that owns a web site and a service provider, the question
being whether and to what extent the latter may be considered to be an agent of
the former for purposes of paragraph 5 of Article 5.

Any problems related to the application and interpretation of the permanent
establishment concept in tax treaties will probably only exist as a short term
consequence of band with limitations given the expected progress of cable and
satellite technology.

Any problems related to the application and interpretation of the permanent

establishment concept in tax treaties will probably only exist as a short term
consequence of band with limitations given the expected progress of cable and
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satellite technology. Once these limitations are overcome, it will be possible to
locate most, if not all, of the functions of an Internet business in any country,
either the country of residence or a low tax jurisdiction. This will shift the
problem to domestic tax laws which often rely on concepts similar to that of the
permanent establishment in order to determine whether business profits of
non- residents are taxable. In that case, the use of tax havens as locations for web
sites and servers would create particular difficulties, which could lead to a
reconsideration of domestic rules for the determination of residence and of the
source of income as well as of the scope of controlled foreign corporation
legislation.

These are questions that the Working Group on Permanent Establishment are
exploring. In the context of its work, the Working Group intends to examine:

@®whether there is a need for substantial changes to the tax treaty rules for
the taxation of business profits;

@®what are the various alternatives to these existing rules and what are
the pros and cons of such alternatives, particularly in relation to
compliance issues;

@whether approaches used for other taxes, such as VAT, could be used for
purposes of addressing the problems that electronic commerce create
for direct tax rules for the taxation of business profits;

@0 w hat extent expected developments related to electronic
commerce should lead to are consideration of domestic rules for the
determination of residence and of the source of income as well as of

the scope of controlled foreign corporation legislation.

Digitised Information. Characterisation of Income

Any type of information that can be digitised, such as computer programs,
books, music, or images, can be transferred electronically. For example, a person
in State B could connect with a computer in State A and download a computer
program or digitised image in exchange for a fee. The purchaser's rights in the
information transferred could vary depending on the contract between the parties.
For example, the purchaser of a digitised image could obtain the right to use a
single copy of the image, the right to reproduce ten copies of the image for use in
a corporate report, the right to reproduce the image for use in an academic work
that is expected to have a limited press run, or the right to reproduce the image
in amass- circulation magazine. It may be argued, some of these transactions are
equivalent to the purchase of a physical copy of the photograph, which would
result in business profits, while other of these transactions would result in royalty
income, which would be taxable in the source country. Consequently, existing
income characterisation principles may require modification in light of the ease of
perfectly reproducing and disseminating digitised information.
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Digitised information also poses problems for the definition of services income,
as distinguished from sales of goods income or royalties: problems similar to those
described above under the section on VAT. Previously a reference work, such as
an encyclopedia, would have been sold as a set of bound volumes and the sale of
the bound volumes would have resulted in sale of goods income, notwithstanding
the fact that the cost of printing and binding represented only a small fraction of
the encyclopedia's value. Now, instead of purchasing a bound volume, a potential
purchaser might be able to choose between of set of CD- ROMs and a computer
on-line service through which the encyclopedia's content can be accessed. If the
customer has a sufficiently fast modem connection, there may be little practical
difference between accessing the on-line service and the CD-ROMs on the
customer's personal computer. Yet the sale of the CD- ROMs still results in sale
of goods income while the character of the income arising from the on-line
service is not clear. It may be necessary to reconsider existing principles in this
area in relation to income, and sales and consumption taxes.

T he ability of taxpayers to electronically sell digitised information and services
may have an effect on existing regimes that seek to limit the use of tax referral
through foreign corporations. Many countries have regimes whereby income earned
by controlled foreign corporations may be currently taxed to the corporation's
shareholders3d). If controlled foreign corporations can engage in extensive commerce
in information and services through web sites or computer network located in a
tax- haven, it may become increasingly difficult for tax administrators to enforce
these anti- deferral regimes. It may also be necessary to broaden the scope of the
income subject to these regimes.

Given the unique characteristics of digitised information and the difficulties of
characterisation that could arise in this context, the OECD is examining how to
further clarify the definition of royalties in the Model Convention.

4. The challenge to Transfer Pricing

In principle, the communications revolution presents no new problems, no
fundamentally or categorically different dimensions, for transfer pricing but the
development of internal private networks within multinationals may pressurise the
traditional approach. Private intranets will lead to a greater integration of the
operations of MNEs, particularly in the way MNEs organise and provide services.
This will make new challenges for tax administration. The main challenges relate
to comparability. It will become even more difficult to determine what the
transaction actually is, and find a third party transaction about which enough is
known to conclude that it is comparable. The OECD Guidelines direct a functional
analysis to assess comparability, but with electronic commerce and private

3) See Controlled Foreign Company Legislation OECD 1996.
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networks it may be difficult to know whois doing what. Transfer pricing will
increase in complexity, particularly iif the MNE is purposefully attempting to shift
income among related parties. The greater degrees of integration may often also
bring synergistic benefits over and above the directly measured contribution of the
participants. This raises the difficult question of how such benefits should be
divided up between the related enterprises.

The second challenge relates to whether the standard of comparability can be
met. The standard likely would not permit application of a traditional method to
determine the computer server revenues, based upon profit margins or prices from
third party information providers, unless those third parties, like the MNE, also
had developed the information database and equally reliable software.
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IV. The response of governments

The response of governments to these developments has been one of caution.
No National Government to- date has issued new laws or regulations on how to
apply existing concepts to activities carried out on the Internet.

This cautious approach may dismay the dismay the private sector which is
looking for greater certainty in this area, but it is the right approach at the
moment. Because of the global nature of the internet and rapid change, it is
essential that globally accepted principles of taxation are agreed upon on how to
tax activities carriedout over the internet. Such an agreement will only be reached
once tax policy makers have:(1) come to a common understanding of how the net
functions; (2) agreed upon which existing tax arrangements need to be reviewed,;
(3) agreed upon the process by which any of existing arrangements will be
changed and (4) agreed upon the nature of these changes. Throughout this
process the dialogue must include all parts of the government and the private
sector. A dialogue must also be established between those responsible for income
taxes and consumption, otherwise businesses will be caught between conflicting
rules. Only if all of these conditions are met will we achieve a stable tax
environment which will enalble the internet to develop its full potential but at the
same time protect the revenue base.

It is too early to anticipate the outcome of our work but Box | sets out the
criteria that should apply to determining the way in which the internet should be
taxed:
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BOX |

SEVEN CRITERIA TO JUDGE PROPOSALS
TO TAX THE INTERNET

1. The system should be equitable. Taxpayers in similar situations
which carry out similar transactions should be taxed in the same
way.

2. The system should be simple. Administrative costs for the tax
authorities and compliance costs for taxpayers should be minimised
as far as possib

3. The rules should provide certainty for the taxpayer so that a taxpa knows
in advance of atransaction what will be the tax consequence Taxpayers should
know what is to be taxed and when and where the tax is to be accounted for.

4. Any system adopted should be effective. It should produce the right amount
of tax at the right time. T he potential for tax evasion and avoidance should be
minimised.

5. Economic distortions should be avoided. Corporate decision- makers should
be motivated by commercial rather than tax considerations.

6. The systems needs to be sufficiently flexible and dynamic to ensure that
the tax rules keep pace with technological and commercial
developments.

7. Any tax arrangements adopted domestically and any changes to existing
international taxation principles should be structured to ensure a fair
sharing of the internet tax base between countries, particularly important
as regards division of the tax base between developed and developing countries.

T hese criteria will conflict. A simple system may not be equitable and may not
be sufficiently robust to be effective in protecting the revenue base. All involve an
element of judgement. Views on what is a fair distribution of the revenue base,
for example. Governments and businesses are likely to take different views on
what the tradeoffs should be where conflicts do arise. But most would agree on
the criteria listed above. And | hope that all would agree on the need for an
international consensus: Maintaining an international consensus is the key enable
the internet to develop to its full capacity and at the same time enabling tax
authorities to protect their revenue base.
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ANNEX

I. Work of the Committee on Fiscal Affairs on the Tax Policy and
Administrative Implications of the Communication Revolution.

In June 1996, the Committee on Fiscal Affairs(CFA) considered a note on the
implications of the Communications Revolution for tax policy and tax adminis
-tration and decided to intensify its work in this area by inviting its subsidiary
bodies to examine the impact of the communications revolution in their respective
areas of competence.

Four separate sub groups have been formed respectively by Working party N° 1
on Double Taxation, Working party N° 6 on Taxation of MNEs, Working Party
N° 8 on Tax Avoidance and Evasion and the Special Session on Consumption
Taxes which are working closely together and benefiting from other work carried
out in other parts of the OECD on the Communications Revolution(see Figure V).
This work in the tax area is carried out in a co-ordinated manner in close contact
with the business and tax community. At the January 1997 meeting of the CFA
these groups reported on the status of their work and made proposals for future
action in this area.
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[FIGURE V]
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Issues relating to the OECD Model Tax Treaty on Income and Capital

The subgroup of Working Party N is studying whether the traditional
international tax concepts which were developed in an era where the conduct of
significant business could be carred out only through physical presence are well
adapted to the new environment, and in particular:

What is the interaction of the internet and the permanent establishment?
Can a server or server space constitute a permanent establishment for tax
purposes? Are there alternatives to the permanent establishment concept?
Even if a permanent establishment is established, what income should be
attributed to the PE. How to characterise income from transfers of
technology over the Internet? Does it constitute business profits or
royalties? Is there a need to amend the definition of royalties in the
Model? Is there an erosion of source taxation?

Issues relating to transfer pricing

Computer networks allow for increased speed and integration of transactions,
thereby making it difficult to apply the transactional analysis prescribed in the
OECD Transfer Pricing Guidelines. The sub group of Working Party N is
focusing on these potential transfer pricing issues Electronic commerce may
raisedue to the pressure on the transactional and comparitibility principles are now
interpreted by the OECD. The Working Party is examining the difficulties in
applying the traditional rules for the allocation of profits to transactions carried
out over private networks within MNEs and whether there is a need for
aninnovative approach. One example is global trading carried out electronically.

Issues relating to Tax Avoidance and Evasion

The sub group of Working party N is examining tax administration issues
involving the internet such as the proof of identity requirements for taxpayers
operating on the internet, the lack of audit trails, the compliance difficulties created
by disintermedition, the problems raised by electronic cash(lack of traceability,
easier access to tax havens, access to business records due to encryption). It is
also discussing the opportunities presented by new technologies to improve
services to taxpayers andadministrative practice.

Issues relating to VAT and GST

The sub-group of the Special Session of Consumption taxes is examining
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whether as in the case of the Model Convention for the definition of "permanent
establishment”, the concept of "fixed establishment” for VAT or GST purposes is
or not sufficiently comprehensive to deal with electronic commerce since services
can be supplied without the service provider setting up traditional "establishment”
and customers may receive the services. The sub-group is focusing on the
following main issues: the distinction between goods and services provided over
the internet since goods are losing their physical identity, the distinction between
different types of services, the changes to the place of supply and place of
establishment rules for telecommunications services; more uniformity and updating
of technical terminology in the definition of telecommunications services; extension
of reverse charge/self assessment mechanisms when appropriate; audit trail
difficulties and other control issues(in close contact with the sub-group of
Working Party N° 8 and developing increased mutual international mutual
assistance.
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[. Backgroud

1. The Committee on Fiscal Affairs (CFA) of the OECD invited its subsidiary
bodies to report to the January 1997 meeting of the CFA on the impact of the
communications revolution on tax policy and tax administration and to identify
action which may be required to deal with these effects. To respond to this
request the Special Sessions on Consumption Taxes set up an Informal
Working Group(IWG) composed of representatives from Canada, Netherlands,

Sweden and the United Kingdom with the participation of OECD Secretariat

and the European Com- mission (DG XXI)

2. As part of its preliminary findings the IWGproposed that future work in this
area should concentrate on the following main issues :
-changes to the place of supply and place of establishment rules for
telecommunications services;
-more uniformity and updating of technical terminology in the definition of
telecommunications services;
- extension of reverse charge/self assessment mechanisms where appropriate;
- audit trail difficulties and other control issues; and

- developing increased mutual assistance arrangements.

3. The presentation specifically focuses on the effects of challenges posed by the
Internet in respect of general consumption taxes of the Value Added Tax
(VAT) and Goods and Services Tax (GST) types. The main thrust of this
note is directed towards the place of supply/fixed establishment rules and most
specifically where these rules create possibilities for double taxation or no

taxation with the consequent effect on trade and tax competition.
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II. VAT : General Principles and Applications

4. VAT and similar taxes are taxes on consumer expenditure and in principle
charged on the national supply of goods and services. One of the main
principles of VAT systems is the principle of territoriality, by which the tax
should accrue to the authorities of the country in which consumption takes
place. VAT and similar tax systems have a neutral character which means
that these taxes should not interfere with trade in either national or

international contexts.

5. As long as providers of goods services had a small radius of activity, turnover
taxes could be levied in the homeland of the providers without damaging the
main principle: taxation of the national consumption. However, providers are
becoming more and more involved in cross border transactions. At present
Electronic Commerce is primarily used to arrange for the supply of goods and
some services : the selling of digitalized information is expected to grow in
volume in the coming years as technology improves. Existing tax-systems were
designed to cope with a situation prior to the advent of electronic commerce and
these international developments are yet to be incorporated into the operation of

consumption taxes.
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M. Principal Problems ldentified

- Place of Supply Rules

6. As already stated the overall fundamental problem concerns the place of supply/
fixed establishment rules which are designed to avoid either double taxation or
no taxation. For certain so- called intelectual services such as consultancy and
financial services supplied to business customers, the place of supply is deemed
to be where the customer resides, is situated or has a fixed establishment.
However, under the provisions of the Sixth VAT Directive of the European
Community (AC), when such services are supplied to non-taxable persons,
they are deemed to be supplied where the service provider has established his

business or has a fixed establishment from where the services are supplied.

7. So is general terms the AC rules- and possibly most other VAT/GST systems
- deem the place of supply to be where the supplier is established or has a fixed
establishment from where the services are made. But through a combination of
technological developments and deregulation, services can be supplied to custom
- ers without the supplier having to set up any form of recognizable establish
-ment in the country of consumption of the supplies. A supplier has no need for
staff or premises or even his own equipment. Moreover, his maintenance or
customer service obligations can be discharged through contracting with a local

company.

8. T he different categories of activities and related supplies which can be traded
via the Internet each present their own specific problems. References are made
to Services provided via the Internet. T hese include off line supplies where
goods and services are ordered electronically but delivered by other means (e.g.
by post or private carrier); and on-line supplies where “goods” (e.g. digitalized
information including text, sound, pictures and software) and services areordered

and delivered electronically.

- Telecoms
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9. There is no doubt that the present rules for dealing with telecommunications
and related types of services are already inadequate and create inconsistencies
amongst the different tax administrations in determining the correct place of
supply for general consumption taxes such as VAT, GST or sales taxes. Future
technological developments and increased use of the Intemet in making supplies
can only compound the problem. T he revenue effect due to the current place of
supply rules concerning the lack of an establishment or some form of physical
presence of the supplier places the liability of the supply outside the country of

consumption.

10. In this context the IWG considered the current provisions of the Sixth EC
VAT Directive and the Canadian “two out of three rule” in relation to telecom
- munications services. Recognition was also given to the debate concerning the
use of the Intemet and inter- state supplies in the USA in relation to State
sales taxes. T he current EC provision determine that the telecommunication
service is supplied where the service provider resides, is situated or has a
fixed establishment. The Canadian “two out of three rule” is based on a
combination of the origin, destination and billing location of the supply; the
billing location for a telecommunications service is considered to be in Canada
if the fee for the service relates to at telecommunications facility ordinarily
located in Canada (it is not necessarily the place where the invoice is sent).

T herefore, if the transmission originates and terminates in Canada OR the
transmission either originates or terminates in Canada and the billing location
for the services is in Canada, then the supply of the telecommunications

services is considered to be in Canada.

- Off-line goods

11. In principle mail order transactions via the Internet pose no real new questions
as the delivery of the goods will still entail some form of customs control the
biggest problem may simply be the increased resource demands being placed

on Customs authorities.
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- Off-line services

12. Off-line services including consultancy work, advertising and financial services
have hitherto not been traded internationally to any significant degree.

However, the Intemet provides an opportunity for rapid growth in this area.

-On-line services

13. With respect to supplies (like on-line supply of products) carried on the
Intemet or some other telecommunications medium there is uncertainty about
the current impact. Fiscal effects were largely based on assumptions related
more to future anticipation and the consequent Impact on the audit trail was
as yet unknown. However, the on-line transactions concerning digitalized text,
picture, sound and software raise a number of important questions from the
revenue point of view. Are such supplies defined as goods or services and are
the definitions uniform? Is it possible to findan audit trail? This information
has to date mostly been made freely available on the Internet. If this becomes
a commercially viable proposition then all these questions will need to be dealt

with - and furthermore the volume of transactions will be an important factor.
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IV. Proposals and Options

14. To assess the VTA implications, it was first necessary to categorise transac

- tions into on-line and off-line supplies; and next to consider wheather transac
- tions are defined as supplies of goods or supplies ofservices (particularly in
respect of products such as CD's, video's and computer software), where
previous consignments of goods will in future be able to be transferred in a

digitalised form and sent and sent on-line to a customer anywhere in the world.

15. As part of the research of the analysis the place of supply rules in the Sixth

16.

17.

EC VAT-directive were compared with the Canadian place of supply rules for
GST. A matrix was drawn up showing the differences in the two systems and
the resulting effects on VAT liabilities. T aking the basic structureshown in box
O, the matrix was used to test the results using examples of the three differ

- ent categories of supplies (off-line supplies of goods, off-line supplies of
services and on-line supplies) made by a taxable supplier to three categories of
intemational customers:

- private persons (the same regime works for non taxable bodies like
municipalities),

- fully taxable bodies and

- exempt or partly exempt bodies which cannot deduct the VAT or GST or

have a limited right of deduction.

In the matrix (boxes | , 2 and 3) the delivery of goods (mail- order transac

- tions) concerns the delivery of a CD, a book or spare parts. There is no
difference in the tax treatment of these kinds of goods. For services, the
difference in the kinds of services is relevant and in several situations can lead

to double or non taxatlon.
In box 4 we see an example of a service which a private person could pur

- chase in the form of advice about cosmetics. In the European VAT system

these services are taxed at the place of the supplier whereas the Canadian
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18.

19.

20.
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GST system uses the rule of beneficial enjoyment(this rule is determined by
acombination of mechanisms: on the export or relieving side, this includes the
place of supply, zero rating, drop- shipment and rebate rules: on the import or
taxing side, the combination includes the place of supply rules, including rules
for nonresident publishers, imposition of tax at the border of goods and the self

assessment rules for imported services and intangibles).

In boxes 5 and 6 advertising is used as example of a service which is taxed
at the place of the customer in the European VAT system if the client is an
entrepreneur. In the Canadian GST system(box5) there is no taxation if the
purchaser can deduct the tax on imported services: in the export situation

(box6) the Canadian GST system applies a zero rate.

To illustrate on-line services, the example of a purchase of translation services
is used. This difference in character (on-line instead of off-line) does not
always lead to a difference in taxation. T axation in the European VAT system
takes place where the provider is established (which could be construed as the
basic rule). The purchase of an on-line advertisement should lead to the
outcome which is shown in boxes 5 and 6-in the European system taxation
takes place by means of a reverse charge; there is no difference in treatment

under Canadian rules.

On- line transactions are shown in the matrix in order to compare the effect of
a supply of goods. The working group is also able to demonstrate the
differences in taxation which are brought about the various place of supply
rules(advertisement versus translation). With these examples, the IWG has tried

to show the effects of as many types of cross- border transactions as possible.
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V. Conclusions

21. The annex to this document illustrates that the rules for supplies of goods
lead to taxation in the country of consumption (see box O, first row) and that
only goods with a limited value are exempted. T he supply of services results in
a more complex picture(see box 0, row two and three). Here double or non

taxation has been identified in several situations.

0 OFF LINE: ON LINE:
GOODS SERVICES CONTENT
4 CAN-EU NO TAX
PRIVATE PERSON* 1 CAN-EU VAT** 7 CAN-EU NO TAX
EU-CAN VAT &
EU- CAN GST** EU-CAN VAT & GST
GST
ENTERPRISE 2 CAN-EU VAT** 5 CAN-EU VAT 8 CAN-EU NO TAX
EU- CAN GST** EU- CAN No VAT EU- CAN VAT
NO TAX DEDUCTION |3 CAN-EU VAT** 6 CAN-EU VAT 9 CAN-EU NO TAX
EU- CAN GST** EU- CAN GST EU-CAN VAT & GST

* Same regime for non taxable bodies

* %

Goods with limited value exempted

Numbers 4, 7, 8 and 9 show situations where double or non taxation exists.

Numbers 4, 7 and 9 are especially important, because in these cases non taxation

or double taxation on purchases made by private persons and enterprises or bodies
which cannot deduct the tax can lead to distortion.

22. One example of the potential for distortion of the revenue base is the growth

of

the telecommunications field. Without
needing any fixed place of establishment within the EU it has been possible for
non- EU telecommunications providers to supply services to EU customers with
no VAT charge under the provisions which were in force.

so called "call~back" systems in

23. As a result the EU member States have taken measures' to change the place
supply is established. As a
consequence arrangements have to be made to declare tax to the appropriate
revenue authority. Methods available include VAT registration by the overseas

of rules effectively to where the customer

company which makes the supplies, appointment of a fiscal agent by the
company to undertake the necessary obligations or-where the customer is an

enterprise- application of a reverse charge/self assessment mechanism.

24. The same kind of solution, combined with uniform definitions, can prevent
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double or nontaxation and also prevent distortion between the supply of goods
and services and distortion among services in respect of supplies made via the
Internet. In accordance with the main principle of VAT systems (taxation of
national consumption), the place of supply rules for turnover taxes on goods
and services should, where necessary, aim to tax in the country of
consumption. A further aim should be to arrive at uniform definitions for goods,
services and place of supply rules. National exemptions and the rules for goods
with a limited value in that situation will have only national impact.

25. As shown in the matrix, problems with double or non-taxation and distortion
play an important role where purchases of goods and services are made by
private persons or enterprises and bodies that cannot recover VAT. Differences
in the taxation of goods and services(transactions concerning digitalised
information) and differences in taxation between different services are clearly
illustrated.

26. To prevent these problems, two measures are necessary. Firstly, the rules
determining place of supply and fixed establishment(as a part of the mechanism
that determines the place of taxation) should aim to tax in the country of
consumption. Secondly, uniform definitions are needed for goods and services,
the place of supply rules and those for fixed establishment.
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Next Steps
27. The Special Sessions on Consumption Taxes is continuing its work and is

currently examining these issues in close co-operation with the European
Commission and the IWG will, where necessary, submit proposals for changes
to the place of supply rules to avoid the possibility of distortion of competition
caused by double or non taxation (whilst recognising the relevant legislative
situation currently in place throughout the OECD countries). Such proposals
mist seek consistency and uniformity in the place of supply rules and related
definitions of services, consider the use of appropriate tax mechanisms, address
the problem of audit trail difficulties and look at ways to develop improved
mutual assistance arrangements.
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ANNEX
0 OFF LINE: ON LINE:
GOODS SERVICES CONTENT
4 CAN-EU NO TAX
PRIVATE PERSON* 1 CAN-EU VAT** 7 CAN-EU NO TAX
EU-CAN VAT &
EU- CAN GST** EU-CAN VAT & GST
GST
ENTERPRISE 2 CAN-EU VAT** 5 CAN-EU VAT 8 CAN-EU NO TAX
EU- CAN GST** EU- CAN No VAT EU- CAN VAT
NO TAX DEDUCTION |3 CAN-EU VAT** 6 CAN-EU VAT 9 CAN-EU NO TAX
EU- CAN GST** EU- CAN GST EU-CAN VAT & GST

* Same regime for non taxable bodies
** Goods with limited value exempted

GOODS:

OFF LINE: GOODS CD or book

PRWATE PERSON

CANADLAN GST

Export
Import: taxed.

. Zero rate.

Goods with limited value exempted*.

EU VAT

Export
Import: taxed.

. Zero rate.

Goods with limited value exempt.

* some exceptions on this rule exist

OFF LINE: GOODS
(sare parts)

ENTERPRISE

CANADIAN GST

Export

. Zero rate.

Import: taxed(tax is deductible)*.

EU VAT

Export
Import: taxed.
Goods:

. Zero rate.

taxed(tax is deductible)*.

* The exemption for goods

the tax is deductible

with a limited value does not have impact in

case
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3 OFF LINE: GOODS NO TAX
(sare parts) DEDUCTION

CANADLAN GST

Export : zero rate.
Import : taxed(tax is not deductible);
Goods with limited value exempted.

EU VAT

Export : zero rate.
Import: taxed(tax is not deductible);

Goods with limited value exempted.

OFF LINE SERVICES:

OFF LINE: SERVICE
(Make- up advice)

PRWATE PERSON

ANADIAN GST

Provider abroad(Imp.): If beneficially enjoyed in Canada, the
service is taxed*.

Provider in Canada(Exp.) : Zero rate(not beneficially enjoyed
in Canada.)

EU VAT

Provider abroad(Imp.): No taxation(taxed at the place of the
provider)**.
Provider in EU(Exp.) : Taxed(place of supply is in EU).

* If provider does not pay the tax: self assessment.*

** exemptions, mostly in the business sector, are possible(see box 5 ).

OFF LINE: SERVICE
(Advertising)

ENTERPRISE

CANADIAN GST

Provider abroad(Imp.) : No tax because purchaser can
deduct the tax.
Provider in Canada(Exp) : Zero rate.

EU VAT

Provider abroad (Imp.) : Taxed, reverse charge
Provider in EU (Exp. : No taxation; (customer outside
Europe).

OFF LINE: SERVICE
(Advertising)

NO TAX DEDUCTION

CANADIAN GST

Provider abroad (Imp.) : Taxed, reverse charge
Provider in EU (Exp.) : Zero rate.

EU VAT

Provider abroad (Imp.) : Taxed, reverse charge
Provider in EU (Exp. : No taxation; (customer outside
Europe).
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ON LINE SERVICES:

ON LINE: SERVICE
(Translation)

PRWATE PERSON

CANADIAN GST

Provider abroad(Imp.) : T axed(service enjoyedin Canada).
Provider in Canada(Exp.) : No taxation(service not enjoyed

in Canada).

Provider abroad(Imp.): No taxation(taxed at the place of the
EU VAT provider).

Provider in EU(Exp.) : Taxed place of supply is in EU.

ON LINE: SERVICE
8 _ ENTERPRISE
(Translation)
Provider abroad(Imp.) : No tax because purchaser can

CANADIAN GST

deduct the tax.
Provider in Canada(Exp.): Zero rate

Provider abroad(Imp.) : No Taxation(taxed at the place of

EU VAT the provider).
Provider in EU(Exp.) : Taxed(~ace of supply is EU).
ON LINE: SERVICE
9 NO TAX DEDUCTION

(Translation)

CANADIAN GST

Provider abroad(Imp.) : T axed, reverse charge.
Provider in Canada(Exp.) Zero rate.

EU VAT

Provider abroad(Imp.) No Taxation(taxed at the place of the
provider)
Provider in EU(Exp.) Taxed(place of supply is EU).
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