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EXECUTIVE SUMMARY 

This report follows on from the 2003 Report “Implementation of the Ottawa Taxation Framework 
Conditions” and, in particular, the section on “Using Technology for the Collection of Consumption 
Taxes”.  That report recommended further work on how facilitating collection of consumption taxes on 
cross-border business-to-consumer electronic services might be improved.  The report recommended the 
following topics for examination: 
 

•  The legal implications in the use of intermediaries:  

•  Certification of software:  

•  Costs of implementing technology:  

•  Remote auditing:  

•  The environment necessary to allow market driven technological solutions to develop  

Section 1 provides the background.  Section 2 examines the use of intermediaries and whilst it recognises 
that the supplier should normally be the person legally responsible for the tax, acknowledges that 
intermediaries do have a role to play.  The report suggests that some of the current requirements for 
intermediaries may be too burdensome for electronic commerce, given the relatively low value of 
individual supplies, and suggests alternatives such as fiscal guarantees and international approval.  
 
Section 3 considers approval of software and encourages the development of international guidance for tax 
accounting software.  Section 4 considers the feasibility of remote auditing as a means of reducing 
compliance burdens noting that whilst this may well be technically feasible, draws attention to the legal 
constraints.  It also considers the issue of costs for business in developing more automated systems but 
considers that there is unlikely to be sufficient argument for governments to share these costs.  It points out 
that rather than assist with costs governments can encourage compliance through reducing the 
administrative burdens.   
 
Overall, the report concludes that tax administrations should make it as simple as possible for suppliers to 
comply within a secure and effective tax collection framework.  Tax compliance in cross-border B2C 
e-commerce will operate successfully only if tax administrations provide a supportive environment.   
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SECTION 1 - BACKGROUND 

1. The 1998 Ottawa Taxation Framework Conditions provide that rules for the consumption 
taxation of cross-border electronic commerce should result in taxation in the jurisdiction where the 
consumption takes place.  Although this principle is conceptually straightforward, its application often 
raises difficulties in practice.  For example, the tax administration in the country where the customer is 
located may encounter difficulties in ensuring that the right amount of tax is collected and remitted given 
that there may be no jurisdictional relationship between the administration and the supplier.  Similarly, the 
supplier may have difficulty in complying with the tax rules of the country where the customer is located. 

2. The OECD’s 2001 Report “Taxation and Electronic Commerce – Implementing the Ottawa 
Taxation Framework Conditions” (hereafter the “2001 Report”) recommended a number of ways in which 
implementation of this principle might be achieved.  For business-to-business (B2B) supplies the customer, 
being subject to audit by the tax administration in the country of consumption, should account under the 
reverse charge.  This well-established mechanism generally relieves the non-resident supplier of liability 
towards the tax administration in the customer’s country.  The situation for business-to-consumer supplies 
is less easy.  Administrations do not often find it feasible to involve final consumers in the tax collection 
process given that the costs would outweigh the revenue involved.  

3. The 2001 Report identified a number of options, including a simplified registration and 
remittance process for non-resident vendors with a liability to account for tax.  In 2003 the OECD 
published its “Report on Automating Consumption Tax Collection Mechanisms” 
(DAFFE/CFA(2003)43/ANN5 - hereafter the “2003 Report”).  This examined the existing mechanisms, 
including technological, for collecting consumption taxes.  It concluded that whilst technology is 
increasingly being used as a means of collecting tax (e.g., most OECD countries are moving towards on-
line functions), costs and complexity remain significant issues.  Solutions should be market driven and tax 
administrations should establish an environment in which technology could reduce burdens on non-
resident vendors required to collect tax.  The report noted that the following would support this: 

•  Use of technology to enable non-resident suppliers to register, declare and remit tax in multiple 
jurisdictions. 

•  Compatible technical standards and administrative requirements across jurisdictions. 

•  Removal of barriers that prevent intermediaries acting on behalf of vendors. 

•  Electronic availability of consumption tax information such as rates. 

•  Simplified on-line registration for non-resident vendors. 

•  Simplified electronic returns and electronic payment. 

•  Removal of any residual barriers to electronic record keeping and storage. 

•  Common audit standards for electronic records of non-resident vendors. 
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4. The report further recommended steps to take this work forward through an examination of: 

•  The legal implications in the use of intermediaries. 

•  Certification of software. 

•  Costs of implementing technology. 

•  Remote auditing. 

•  The legislative steps required to create an environment in which market-driven technological 
solutions can develop 

•  Developments in e-commerce (monitoring). 
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SECTION 2 - USE OF INTERMEDIARIES 

Introduction 

5. For every transaction there must always be an identified person legally responsible for collecting 
and remitting the consumption tax due on that transaction.  This is fundamental and applies to electronic 
commerce as much as it does to conventional commerce.  Given the ways in which consumption taxes 
operate, the main rule is that that person should normally be the supplier.  Any other person taking the 
legal responsibilities should normally do so subject to legal provisions or other provisions approved by the 
tax administration.  Suppliers of cross-border business-to-consumer (B2C) electronic commerce products 
may prefer to use intermediaries as an efficient and effective means of charging, collecting, and remitting 
tax to the appropriate tax jurisdiction.  This section of the report considers how intermediaries might play a 
role in this, recognising that similar approaches might also apply to other transactions, such as cross-border 
supplies of e-services and intangibles. 

Collecting Taxes on International Transactions 

6. For cross-border B2C e-commerce supplies there are three options: 

•  Collect directly from the consumer  

•  Collect directly from the non-resident supplier  

•  Collect from an intermediary acting on behalf of the supplier1 

7. Collecting consumption taxes directly from consumers is not efficient (apart perhaps from 
collection by Customs on importations of personal goods) given the administrative difficulties.  Collecting 
directly from the non-resident supplier is a recommended approach contained in the 2001 Report.  Whilst 
this remains valid it may not provide the preferred level of certainty given administrations’ lack of 
jurisdiction beyond their own territories.  Further, if many countries introduce a requirement for suppliers 
to collect consumption taxes on these transactions then no matter how “simple” the registration and return 
requirements are on an individual country basis, the sum of the requirements across all the countries would 
lead to significant compliance burdens on suppliers.  

8. The option of an intermediary collecting and accounting for tax on behalf of a non-resident is not 
new.  Most countries already have legislative provisions for such intermediaries.  In the context of 
e-commerce (and possibly other transactions), can intermediaries add value to the process of cross-border 
collection? If countries increasingly implement a requirement to collect tax on these transactions, 
intermediaries might be well placed to provide an efficient service to suppliers who have to collect in a 
                                                      
1 This report does not view the use of intermediaries acting on behalf of consumers as a realistic current option.  All 

references to intermediaries are therefore related to those acting on behalf of the non-resident supplier.  
This is not to say that a model based on intermediaries acting on behalf of consumers will not emerge over 
time, but only that at the time of writing, no such model has emerged. 
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significant number of countries.  The intermediaries’ understanding of local language and application of 
rules can provide benefits to both suppliers and tax administrations. 

9. Where intermediaries assume tax compliance responsibilities countries normally impose legal 
requirements in order to safeguard the revenue.  In order to evaluate the impact of these requirements in the 
B2C e-commerce environment, the functions of intermediaries have been reviewed.  These functions can 
range from administrative tasks to full responsibility for the taxpayer’s obligations.  Functions of an 
intermediary may include one or more of the following: 

•  Tax Calculation 

•  Maintaining records 

•  Filing returns 

•  Signing returns 

•  Tax collection 

•  Making tax payments (remitting tax) 

•  Liability for tax debt 

•  Complete responsibility for all the taxpayer's consumption tax obligations. 

10. Some intermediaries assume only those functions that do not lead to the assumption of legal 
obligations towards the tax administration.  Thus an accountant retained by a business simply to complete a 
tax return accepts no legal liability on behalf of the client towards the tax administration.  For the purposes 
of this paper such a person is not regarded as an intermediary.  An intermediary is someone whose 
functions lead to the acceptance of the legal and administrative responsibilities of a non-resident supplier 
who would normally be required to account for tax. 

Current Requirements on Intermediaries  

11. As noted in paragraph 9, tax administrations normally impose legal and administrative 
requirements on intermediaries acting on behalf of non-resident suppliers.  A survey of member countries 
and business revealed a wide variety of legal and other requirements including the following (these are not 
necessarily mutually exclusive):  

•  The intermediary must be resident or have a physical presence in the country of taxation.  

•  There must be a contract between the non-resident supplier and the intermediary.  The 
intermediary might also have to be registered for tax purposes.  

•  Some countries require the intermediary to have professional or other qualifications. 

•  Financial security may be required, such as a bank guarantee or other instrument. 

•  Many countries impose joint and several liability on the intermediary and the supplier.  

These requirements vary between countries adding to the complexity of application. 
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12. The following represents a “sliding scale” of difficulties and costs associated with the 
requirements:  

•  Contract  

•  Approval  

•  Registration 

•  Residence 

•  Financial security 

•  Joint and several liability 

13. These requirements are rooted in conventional trading models, designed to protect both the 
revenue and the taxpayer.  However, the issues for cross-border B2C e-commerce are, in many cases, 
different from those for conventional commerce.  The Internet enables consumers to purchase on a global 
basis.  Values of transactions in electronically delivered B2C services and intangible products may be low, 
at least on an individual transaction basis, and there is rarely a requirement for extensive contractual 
arrangements between supplier and customer.  

14. The liability rules for intermediaries were developed before these e-business models had 
emerged.  They frequently covered major B2B transactions with substantial amounts of tax involved.  
Therefore, what may appear to be reasonable for conventional commerce may be less so for B2C electronic 
commerce.   

15. For cross-border B2C e-commerce supplies a proper balance needs to be struck between 
unnecessary administrative burdens on suppliers and effective tax collection.  The following requirements 
(those at the “heavy” end of the sliding scale of difficulties and costs in paragraph 12) have been examined 
in order to assess their role in striking this balance. 

Joint and Several Liability 

16. A non-resident supplier, liable for consumption tax in a foreign jurisdiction, may be required to 
appoint an intermediary resident in that jurisdiction.  That intermediary is responsible for ensuring 
compliance with the legal and administrative requirements of the taxing jurisdiction.  In order to provide 
revenue safeguards, the jurisdiction will normally require a joint and several liability on both the supplier 
and the intermediary.  Under these terms the supplier is primarily liable but should he default in any way 
then the intermediary is legally accountable.  Thus the intermediary may be required to account for any 
undeclared or underpaid tax, together with any penalties and interest.  These provisions may have 
particular relevance where there are no, or only limited, mechanisms for administrative co-operation, such 
as mutual assistance in recovery, between the tax administrations of the two countries concerned. 

Financial Security 

17. A B2C e-commerce supplier may have customers in many countries and requiring them to 
appoint intermediaries resident in each country is not an economically feasible option.  An alternative is for 
intermediaries to be able to operate outside the country of taxation, although this also raises the question of 
jurisdictional enforcement.  Where a non-resident intermediary is liable, tax administrations might require 

Increasing 
cost to 
intermediary/ 
taxpayer 

Increasing 
difficulty to 
intermediary 
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a fiscal guarantee - a financial security instrument such as an enforceable bank guarantee - as a means of 
safeguarding revenue. 

18. In consultation with business it emerged that the use of a fiscal guarantee by an intermediary 
although not without cost, is a reasonable, convenient and effective tool when the intermediary is also a 
non-resident.  There would need to be a relationship between the amount of the security required and the 
amount of tax likely to be involved.  In the event of a default the security instrument would be invoked 
and, potentially, the right of the intermediary to act as such could be revoked.  There is, therefore, a 
commercial interest to maintain the standards required to act as an intermediary.  

Residence 

19. A country may require an intermediary to be resident for a number of reasons, including: 

•  easier access to accounting and other documentation; 

•  ability to communicate in the local language; and 

•  knowledge and understanding of the applicable national laws, guidelines, information etc.  

20. Whilst the requirement for residency or physical presence may be reasonable for conventional 
commerce, it is questionable in the context of B2C electronic commerce.  The ability to deliver e-services 
globally means that suppliers would have to deal with as many intermediaries as there are countries in 
which the business has a customer.  Such a requirement could therefore result in businesses either 
restricting their trade or inadvertently failing to comply.  This is unnecessary particularly where the 
appointment of an intermediary in itself displays a willingness to comply.  Business representatives also 
expressed the view that a residence requirement would be a disincentive.   

21. Nonetheless, it is important to ensure the balance between facilitation and tax collection.  This 
balance is something that might be better achieved through measures such as financial security; it is a 
relatively inexpensive alternative to residence and is commonly used at present.  Such an approach would 
overcome a barrier seen by businesses as significant in preventing the use of intermediaries. 

22. The emergence of “global intermediaries” is a possibility.  A global intermediary may be based in 
one country and would undertake intermediary activities in as many countries as suppliers are required to 
collect and remit consumption taxes on behalf of e-commerce suppliers.  In cases where satisfactory levels 
of approval or financial security are evident, countries could be more relaxed about imposing a residence 
requirement. 

Approval of Intermediaries 

23. Intermediaries are sometimes required to be certified or to possess specified professional 
qualifications.  Some countries are very prescriptive in their approach, others less so, and intermediaries 
can be faced with a wide variety of requirements. 

24. A number of survey responses suggested that one way to safeguard revenue authority and 
taxpayer interests might be through mutually recognised international approval or certification of 
intermediaries.  Tax administrations need to ensure, above all, that an intermediary is trustworthy, 
competent and financially secure.  A judgement regarding the trustworthiness of intermediaries could rely 
simply on market forces and perceptions.  Trustworthiness is based largely on a reputation for fairness and 
honesty as well as competence.  However, building such a high level of reputation in requires time and 
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resources.  For example, an internationally recognised financial institution is likely to be acceptable to 
most tax administrations.  However, small- and medium-sized intermediaries may find it difficult to grow 
their business and this could well limit the pool of potential intermediaries. 

25. Approval, depending on how and by whom it is done, can provide “trustworthiness” in a much 
quicker way and at much less cost than goodwill based on a long-established good reputation in the 
market.  There are benefits in ensuring that intermediaries perform to a standard.  A number of national 
accreditation and certification bodies exist (e.g. European Co-Operation for Accreditation & Associate 
Members http://www.european-accreditation.org/).  The accreditation of personnel, as opposed to software 
and systems, is long-established.  For example, the Swiss Accreditation Service list refers to special 
competencies: 

of personnel as: 
 

•  technical know-how; practical experience in the relevant technical field; continuous education; 

of organisational structure as: 
 

•  independence; impartiality; quality management; 

of technical infrastructure as: 
 

•  decisive criteria; equipment; procedures. 

26. In the e-commerce world, it is likely that the approval of software used by intermediaries could 
have a significant and positive impact.  Thus, one of the conditions for “approval” of an intermediary could 
be the use of approved software.  

27. The Streamlined Sales Tax Project (SSTP) in the United States contemplates the certification of 
both intermediaries and software.  The Agreement defines a Certified Service Provider (CSP) as “an agent 
certified under the Agreement to perform all the seller’s sales and use tax functions, other than the seller’s 
obligation to remit tax on its own purchases.” The governing board “shall certify … service providers to 
aid in the administration of sales and use tax collections.” The board may certify a person as a CSP if the 
person: 

1. uses a Certified Automated System; 

2. integrates the Certified Automated System with the system of a seller for whom the Certified 
Service Provider collects so that the tax due on a sale is determined at the time of the sale;  

3. agrees to remit the taxes it collects at the time and in the manner specified by the member states;  

4. agrees to file returns on behalf of the sellers for whom it collects tax;  

5. agrees to protect the privacy of tax information as specified elsewhere in the Agreement; and  

6. enters into a contract with the member states agreeing to comply with the terms of the contract. 

28.  Whilst this type of approval is another tool in ensuring effective tax compliance, the practical 
application of international standards and approval is difficult and a full analysis of the issues would be 
necessary.  This should be done as models develop in order that such analysis is conducted in the context 
of a realistic, rather than a theoretical, environment.  
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Analysis of Other Liability Options for Non-Resident Suppliers and Resident and Non-Resident 
Intermediaries 

29. In addition to the foregoing options, a number of others have been considered.  In so doing it is 
necessary to distinguish between: 

•  the liability of the supplier or intermediary to the relevant tax administration; and  

•  the liability of the supplier or intermediary to each other. 

30. National laws and regulations normally prescribe comprehensive liability rules whether 
individualised or joint and several.  These may: 

•  place all of the liability on the supplier, relieving the intermediary of any liability;  

•  place all of the liability on the intermediary, relieving the supplier of any liability; or 

•  place joint and several liability on both the supplier and the intermediary. 

31. National laws may also determine the extent of liability between the parties if either party should 
fail to meet its obligation to: 

•  the tax administration: or  

•  the other party, to enable the other party to fulfil its obligation to the tax administration. 

Private contractual arrangements, which may be subject to national laws, will also define the liability 
between the supplier and the intermediary.  

Identification and Evaluation of Liability Options 

32. Joint and several liability will expose an intermediary acting on behalf of a non-resident supplier 
to significant risks.  Some of these risks might be addressed through the contractual arrangements between 
the parties involved but it is likely that the intermediary will need to insure against potential losses.  Such 
insurance is expensive and is reflected in the intermediary’s fees.  As a result, the joint and several liability 
mechanism is frequently not an economically feasible option and suppliers have to find other means of 
accounting for tax.  The following table sets out some of the consequences of the Joint and Several 
Liability option:  

Consequences 
 
•  Provides an extra degree of leverage and security for the revenue authority.  However, this is not the 

case where a tax administration has no jurisdictional power over a non-resident intermediary -
financial security/ approval may be required 

•  Significantly increases costs to intermediaries 
•  Deeply unpopular requirement with non-resident suppliers; intermediaries impose high fees to cover 

risks 
•  Restricts the ability of intermediaries to play an effective role in tax collection 
•  Inhibits the development of technological approaches to tax collection and market driven models 
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33. An intermediary may perform a range of functions on behalf of the B2C e-commerce supplier, 
often depending on the payment and tax collection models in use.  In some models the supplier is not 
involved, at any stage, with the actual collection of the tax, or indeed payment, from the consumer.  In 
other models, the functions of an intermediary may be largely administrative.  Taking on the full liability 
of a client’s tax debts, probably including penalties and interest, would be a disincentive and will almost 
certainly prevent intermediaries from providing services.  As a result, any potential within an automated 
collection system for improved certainty and reduced costs might be lost.  Thus, imposing joint and several 
liability on intermediaries acting on behalf of non-resident B2C e-commerce suppliers would be a 
significant obstacle. 

34. Five further options were identified and evaluated.  They are commercial options (or business 
models) rather than potential government-imposed requirements: 

A. Non-resident supplier held solely liable. 

B. Intermediary, where used in any circumstances, held solely liable. 

C. Intermediary held solely liable for those supplies where tax is collected by the intermediary. 

D. Election by intermediary  to be held solely liable for both the supplier and himself for tax on 
supplies where tax is collected by the intermediary. 

E. A “best-practices” framework where neither the non-resident merchant nor the intermediary is 
held liable. 

 
35. The options were explored in the light of the following considerations: 

•  the context of cross-border B2C e-commerce; 

•  the role that intermediaries have in cross-border consumption tax collection; 

•  the need to safeguard the revenue without imposing such restrictions that act as  disincentives to 
compliance; 

•  there is unlikely to be a one-size-fits-all solution. 
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A. Non-resident supplier held solely liable 

36. The non-resident supplier would be held solely liable for tax even where an intermediary 
calculates, charges and collects payment and tax from the consumer.  Commercial arrangements between 
the intermediary and supplier would determine the extent of their responsibilities to each other but nothing 
in these arrangements would detract from the supplier’s obligation to the tax authority. 

Consequences 

•  The intermediary has no responsibility in the event of non-payment to the revenue authority. 
•  Establishes clear legal relationships and lines of responsibility. 
•  Reduces costs of using an intermediary. 
•  Intermediaries likely to be more willing to play a role and may well encourage market-driven models. 
•  Unlimited and sole liability may deter business from using intermediaries especially if tax calculation 

and collection is undertaken and collected solely by intermediary. 
•  May be unpopular with suppliers, especially SMEs using intermediary payment collection models 

who may prefer the intermediary to assume the risk. 
•  Many SMEs will not be fully aware of their obligations and so will need to negotiate the terms of risk 

sharing with an intermediary. 
•  Does expose a tax risk where the intermediary collects the tax at any stage; the supplier has no 

control over the revenue flow. 
 
37. This approach provides clarity.  A common complaint of suppliers and intermediaries keen to 
enter the market is that revenue authority requirements regarding liability are not easy to determine 
especially when countries demand joint and several liability but where the extent of the supplier or 
intermediary’s liability varies.  However, it does not overcome the issue of jurisdictional power for the tax 
administration.  

B. Intermediary, where used in any circumstances, held solely liable 

38. This approach is the converse of the previous approach.  An intermediary would be held fully and 
solely liable for tax by the revenue authority.  

Consequences 

•  The supplier has no responsibility in the event of non-payment to the revenue authority. 
•  Generally establishes clear legal relationships and lines of responsibility but may embrace associated 

parties not strictly or directly acting as intermediaries e.g. resident subsidiaries of the intermediary. 
•  Likely to be unpopular with intermediaries. 
•  Will increase the cost of employing an intermediary. 
•  The need for detailed and extensive negotiations between the supplier and the intermediary could be a 

deterrent, although this is a commercial matter. 
•  The tax administration has no jurisdictional power over a non-resident intermediary - financial 

security/approval may be required. 
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C. Intermediary held solely liable but only for the tax on supplies where tax is collected by the 
intermediary (on behalf of the supplier) 

39. This could be achieved either by making the intermediary the person solely liable for payment or 
by deeming the intermediary to be making the supply. 

Consequences 

•  Likely to discourage some intermediaries from providing a service. 
•  Could increase costs of an intermediary (commercial issue). 
•  Gives assurance to supplier. 
•  Clear lines of responsibility between intermediary and supplier. 
•  Lack of clarity in  identifying the legal responsibility for collecting and remitting tax. 
•  May be welcomed by intermediaries who both charge and collect the tax on behalf of the supplier. 

 

D. Intermediary can elect to be held liable 

40. The intermediary can choose to be held solely liable in specific instances.  Some intermediaries 
are able to perform all of the supplier’s obligations and are willing to take on the risk.  Such a model has 
clear benefits for those suppliers who are reluctant to deal with foreign tax administrations and need 
assistance in understanding and meeting their obligations.  In some cases, the risk to the intermediary 
would appear minimal.  For example, e-business models exist currently whereby, on behalf of a supplier, 
only an intermediary is able to collect payment and tax in full from the consumer.  The intermediary remits 
the tax direct to the revenue authority and sends a net remittance to the supplier. 

Consequences 

•  Some intermediaries are able to perform all of the supplier’s obligations and are willing to take on the 
risk. 

•  Will enable intermediaries to play a greater role in effective tax collection. 
•  Likely to increase availability of expert services to remote suppliers. 
•  Requires a knowledge by or declaration to the revenue authority of the tax collection arrangements. 
•  May result in unclear legal relationships and lines of responsibility. 

 
41. Existing and emerging business models suggest that a single intermediary can act as a “platform” 
in providing a range of services, including a variety of accounting functions, for a large number of small 
businesses.  Such a model can provide effective tax collection and can encourage tax compliance where 
otherwise it would be difficult for businesses operating on an individual basis.  

42. The flexibility afforded by this approach is supported by business.  It allows both suppliers and 
intermediaries to make arrangements that best suit their business practice as well as meeting their 
obligations to revenue authorities.  The certainty in holding one party responsible reduces the need for 
business to explore the cost and impact of a potentially limitless liability for both parties as well as 
removing the cost of insuring against such risk.  Furthermore, this approach enables intermediaries to play 
a greater role in effective tax collection.  They can provide an expert resource in terms of their knowledge 
of consumption tax systems and the technology.  However, there would need to be clear lines of legal 
responsibility to the tax administration, without which the tax administration could be exposed to potential 
revenue losses. 
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E. Best Practice Framework 

43. Business representatives suggested that a flexible “best-practice” framework should be 
encouraged.  Under this, there would be no one person identified as having legal responsibility, but there 
would be a general understanding that requires good practices in the collection of tax.  This could be 
implemented by establishing a framework maintained by a small representative group of countries, the 
membership of which would be periodically changed.  Both supplier and intermediary would be required 
to demonstrate reasonable effort to adhere to the best practices framework.   

Consequences 

•  This would deviate from the fundamental principle of a clear legal responsibility for the tax for each 
transaction  

 

44. The inability of tax authorities to identify clearly either party’s responsibility and the need to 
establish a body to operate the system make the proposal unworkable.  The absence of any legally 
identified person responsible for the collection and remittance of the tax breaches a fundamental tenet of 
taxation (see paragraph 5).  Therefore, it is not an acceptable approach. 

Conclusions 

45. It is unlikely that any one specific option  is “right” for everyone.  Facilitating and encouraging 
market-driven solutions will be more effective that prescribing a single solution.  Governments should 
consider these options with the maximum amount of flexibility, recognising the nature of B2C e-commerce 
and the need to facilitate and encourage market-driven solutions that reduce costs on business and improve 
the effectiveness of tax collection, minimise fraud potential, and ensure a commercial environment that 
will encourage economic growth. 

46. On the basis of an evaluation of the range of liability models, the following principles and 
options for the use of intermediaries in cross-border B2C electronic commerce have emerged.2 In order to 
provide flexibility and clarity, balanced against the need to ensure protection against fraud, member 
countries are therefore encouraged to consider adopting  and applying the following principles and options: 

•  For each taxable transaction there must always be an identifiable person legally responsible 
for the tax on that transaction. 

•  The main rule is that the supplier should be that legally responsible person. 

However, for the purposes of cross-border business-to-consumer electronic commerce the following 
options may be available: 

•  Intermediaries elect to assume sole liability, subject to approval by the tax authorities. 

•  In accordance with any fiscal measure or any terms of approval with the tax administration 
an intermediary would be liable for tax only to the extent that he has elected to bear the 
responsibility. 

                                                      
2 These principles may also have application in other cross-border circumstances, especially in respect of the delivery 

of low value B2C services and intangibles. 
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•  Approval of an intermediary might be required by the country of taxation, which might 
include some form of  international mutual recognition. 

•  Requirement for a fiscal guarantee, especially if the intermediary is not resident in the 
country of taxation. 



 

 17 

 

SECTION 3 - APPROVAL3 OF TAX ACCOUNTING SOFTWARE 

Introduction 

47. The use of computer software in the collection of cross-border B2C electronic commerce was 
considered in the 2003 report.  The report noted, as reproduced below, that certification of software might 
be an option but that this required further analysis. 

•  Certification of software: The work done under this heading was limited and further analysis 
is needed.  The number of practical applications is limited and in a multi-jurisdictional 
environment a high degree of harmonisation would be needed.  Software that is certified by 
one national tax administration for use within its own tax system brings limited added value 
to resolving multi jurisdictional compliance problems. 

48. Computerised accounting systems are required to do far more than simply “account for tax”.  
Modern systems that support web sites are complex and perform a range of tasks from supporting price and 
product information through to billing information and completing commercial accounting requirements.  
Tax accounting is but one of a much larger number of functions and it is against this background that 
approval has been considered. 

49. If software systems are to be developed and used as a means of automating tax collection 
processes the question arises as to whether or not governments should certify or “approve” the use of such 
software.  This section describes what “approval” might mean and analyses and evaluates the benefits of 
approval in the international e-commerce environment. 

What is approval? 

50. “Approval” may refer to a variety of actions.  At one extreme, it might simply be a way of 
formally identifying software that meets certain criteria of acceptability.  These criteria might include such 
factors as conformity to recognized electronic protocols, compatibility with other software systems, and 
ability to process transactions in more than one currency.  At the other extreme, it may impose 
requirements that must be met before a certain system can be used. 

51. Approval that simply requires meeting certain criteria is referred to here as accreditation.  The 
purpose of accreditation, which might be undertaken by governmental, non-governmental, or 
quasi-governmental organisations, would be to encourage tax administrations, intermediaries, and software 
developers to use the criteria in the e-commerce environment. 

52. At the other extreme, “approval” might serve to designate software that meets certain criteria as 
an officially authorised mechanism to perform specified functions in the tax calculation, reporting, and 

                                                      
3 This report uses the term “approval” because of the term’s wide meaning.  “Approval” may operate at various 

levels, whilst other, somewhat analogous terms such as “certification” may be rather more specific. 
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remittance processes.  This type of approval has prescribed legal consequences and could be described as 
“pre-approval to operate in a competent and satisfactory manner in a specified field”.  The Swiss 
Accreditation Service (http://www.sas.ch/) describes it as: “the formal recognition of authority to execute a 
specific service as described in the scope of accreditation”.  This concept of approval is referred to here as 
certification.  Certification would allow the software provider or operator to assume or share legal 
responsibility (to the extent specified) for the supplier’s tax compliance obligations.  Alternatively, it might 
relieve the user of the certified software from liability (to the extent specified) for errors in the calculation, 
reporting, or remittance functions performed by the software. 

Why consider approval? 

53. Recognition of tax accounting software in an international e-commerce environment could 
provide valuable support to software developers and businesses faced with multi-jurisdictional obligations.  
Setting approval standards could further facilitate the role of technology in tax collection, for example, by 
providing a wider awareness of the requirements of revenue authorities.  However, given the nature of the 
technology that supports e-commerce, approval of tax accounting software may have to cover a more 
comprehensive range of accounting functions.  

54. Approval would bring benefits for revenue authorities, such as: 

•  Improved compliance by reducing the scope for error in the operation of tax functions in 
accounting software. 

•  Use of approved software could be part of wider risk-profiling processes. 

•  Reduced audit costs. 

55. For business, approval adds value through increased trust in systems, which in turn, can provide 
reduced compliance costs.  The risk of incurring penalties and interest charges due to system errors is 
reduced significantly. 

56. However, there are also some disadvantages: 

•  The resource costs involved in administering approval. 

•  The possibility of liability disputes with business if tax errors are found in systems using 
approved software. 

•  Adverse reaction from software sellers who are either unable or unwilling to join an approval 
scheme. 

•  The ability of users to either tailor internal controls or remove them entirely means an approval 
process is valid only for a particular version of a software product. 

57. There may be significant up-front costs for business in developing systems for approval.  It is 
also unlikely that revenue administrations would waive under-declared tax simply because the taxpayer, or 
intermediary, was using “approved” software. 

Implementation 

58. There are a number of implementation issues to be considered: 
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•  Widely recognised standards are likely to achieve greater uptake and consistency in 
implementation internationally. 

•  An international approach avoids the burden of numerous different national standards or 
approvals. 

•  Standards have to be applicable to both bespoke and packaged software and be scaleable, 
i.e. applicable to packages designed for organisations of varying sizes. 

•  Approval has to be suitable across the range of transaction-based taxes, with the potential to be 
applied to other duties. 

•  Clear guidance would be necessary to establish the extent and precise terms of approval, 
including whether use of approved software provides a “safe harbour” for tax purposes. 

•  Development in partnership with stakeholders is essential. 

•  In a changing environment such as e-commerce, standards should have a degree of flexibility and 
be capable of revision to meet new developments. 

59. It is important that revenue authorities and taxpayers achieve a return on investment in 
developing standards.  This return should include revenue compliance gains, a reduction in administrative 
costs, and a strengthening of the perception amongst business that revenue authorities want to help them 
comply. 

Methods of Approval 

60. Three broad options are currently identified:  

•  Option 1  A revenue authority (either directly or using contractors) might evaluate software 
against its own published standards, award certificates to compliant software, probably on a 
renewable cycle; maintain a register of compliant packages; re-test packages as their certification 
expires; and enforce the system by removing certification from software which ceases to be 
compliant4. 

•  Option 2  A revenue authority could draft and publish its own standards but without offering 
any certification or registration.  Developers would make their own judgement about how far 
they wish to comply with these standards. 

•  Option 3  The process could be managed in partnership with a recognised standards body that 
is able to develop or introduce an international basis or type of approval. 

                                                      
4 This option reflects the approach taken by the SSTP in the United States.  A “Certified Automated System” is “software certified 

… to calculate the tax imposed by each jurisdiction on a transaction, determine the amount of tax to remit to the appropriate 
state, and maintain a record of the transaction.”.  The governing board, comprised of representatives of each member state, 
“shall certify automated systems … to aid in the administration of sales and use tax collections”.  Under the legislation that 
authorises the states to enter into the Agreement, a person that provides a Certified Automated System is responsible for the 
proper functioning of that system and is liable to the state for underpayments of tax attributable to errors in the functioning of 
the Certified Automated System.  A seller that uses a Certified Automated System remains responsible and is liable to the state 
for reporting and remitting tax.  Further details regarding the certification of software under the SSTP must await actual 
implementation of the Agreement, whose launch date is now expected to be 1 October 2005. 
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Evaluation of options 

Option 1 

61. The direct nature of this approach provides a valuable and effective tool.  However, it is 
perceived as being resource intensive for revenue authorities and may involve a level of exposure to risk 
with which many jurisdictions would be uncomfortable.  It is unlikely to serve as a model for an 
international approach. 

Option 2 

62. This removes the majority of the risk and administrative burden involved in an in-house scheme 
such as in Option 1.  It is an option that may be used successfully in some countries, but in others no more 
than simply  a “wish list” of desirable software features that is unlikely to influence the commercial 
imperatives that drive software development. 

Option 3 

63. This offers a compromise solution.  National certification schemes or standards have limited 
value in terms of mutual recognition by other jurisdictions.  However, and while not without cost, it has 
several advantages: 

•  Standards are developed with the wider involvement of experts in the field. 

•  Standards are promoted to raise awareness amongst software developers and their customers.  

•  A standards body is able to bring its experience to bear on issues that may arise in similar areas, 
such as levels of materiality before changes to software require re-approval; use of logos; 
approval levels; lapsed and inappropriate membership. 

•  Standards sanctioned by certain national bodies are scaleable and can lead to international 
certification through the International Standards Organisation.  International recognition is 
particularly significant to the larger software houses that sell their products on a global scale. 

Example of current business practice 

Software approval is an established practice in the information and technology business world.  Developers 
of IT products are often asked by potential customers for approval by a credible third party that their 
products are either compatible with an operating system or have specific features, or both.  Third party 
approval creates trust and certainty that the product is suitable for specific needs. 
 
Products that pass third party test programmes are awarded a logo, sometimes with a specific statement 
about the tests applied.  This logo can be used by the seller on its products and in advertising. 
 
Third party testers can create ongoing programmes whereby products are tested periodically. 
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OECD Guidance on Tax Accounting 

The CFA’s Forum on Tax Administration (FTA) is currently producing guidance, with input from 
business, on tax compliance for business and accounting software.  The aims of the Guidance are to 
encourage the use of accounting systems that support tax compliance through, for example, the production 
of satisfactory audit trails to prove revenue values from source documents to returns and vice versa, and 
audit automation in the form of built-in exception reports that allow users to check the accuracy of 
processing. 

64. The FTA is also working towards publishing Guidance for a Standard Audit File - Tax 
(SAF - Tax) in early 2005.  SAF is a file containing reliable accounting data for a specified time, easily 
readable by virtue of its standardisation of layout and format, and is extensible according to need.  A SAF 
will facilitate the exchange of data held in accounting ledgers from one software programme to another and 
allow auditors easy access as part of a substantive test programme using proprietary audit software.  These 
developments aim to reduce audit costs for both business and revenue administrations. 

Conclusions 

65. As with models for intermediaries, the role of governments is to provide the environment in 
which effective and efficient systems can be developed.  Approval of such systems by government could 
add value to the product.  But the extent to which that approval would provide real safeguards to taxpayers 
is questionable, particularly given the differing standards and accounting requirements that exist.  At 
present the developments within the Forum on Tax Administration probably hold out the best way forward 
in that they should help to develop international standards that systems developers can incorporate in their 
products.  For the future, the OECD should continue to monitor developments and encourage member 
governments to support the development of standards. 
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SECTION 4 – OTHER ISSUES 

Remote Access to Accounting Data Held by Business 

66. Audit of business records is a normal practice undertaken by revenue authorities around the 
world.  Practices and sophistication may vary but revenue administrations generally expect to be able to 
have access to taxpayers’ records.  The 2003 Report drew attention to the access and audit issues that arise 
under electronic commerce in situations where the taxpayer is in one country and the revenue 
administration in another.  Some first considerations were given to the implications of this and the report 
noted that: 

“On-line remote auditing requires further evaluation in terms of system interface, accessibility and 
standards.” 
 
67. Given that data relating to an e-commerce transaction is often created and stored in wholly 
electronic form, the role of remote access and remote audit in reducing burdens on business has been 
examined.  Technically, remote auditing is possible and is already carried out in some member countries.  
For audit purposes, businesses can allow revenue authorities to access relevant data on-line, or, 
alternatively they allow data to be downloaded to revenue authorities.  The use of a separate private 
network or Web browser technologies commonly enables access to a segment of a corporate website.  
Many businesses see advantages in tax administrations having such access as it reduces the costs 
associated with conventional audit, although it is likely that remote access is merely one aspect of the 
overall assurance function.  On the other hand, some countries report reluctance among businesses to allow 
access in this way. 

68. Carrying out remote access audit across international borders is more problematic.  There are 
legal, political and economic issues that require further consideration.  Whilst some businesses may be 
prepared to allow remote access there are questions over the rights of one country’s revenue auditors to 
access the records of a taxpayer located in another country.  Within the European Union, for example, it 
has been necessary to create appropriate legal instruments to enable cross-border audit.  As remote access 
experience develops within national jurisdictions it could be that both business and revenue administrations 
see advantages in extending such access across borders.  This may support removal of the barriers that 
exist currently, but for the time being developments in remote auditing will need to recognise the 
limitations. 

69. In addition to the political and legal issues there will also be technical issues given the differences 
in compliance and audit methodologies used by tax administrations.  The current work of the CFA’s Forum 
on Tax Administration (FTA) on the Standard Audit File (see para. 64 above) offers revenue authorities the 
opportunity to obtain accounting data in a standardised form or use in testing as part of a process to gain 
audit assurance of their taxpayers. 
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Responsibility for Implementation Costs 

70. The 2003 report noted that “[streamlining] of consumption tax processes will allow 
cost-effective, market-driven technological tools to develop, facilitating compliance across jurisdictions.” 
It also recognised that “[whilst] technology is a very useful tool in automating complex processes, it is 
equally true that the greater the complexity the greater the cost.” It went on to note that “[the] costs of the 
technology that will be used in the Streamlined Sales Tax Project in the United States will, in certain 
circumstances, be compensated by the states.  This is not an established practice for many national 
governments and the question was not pursued in preparing the 2003 report.  Therefore the participation of 
tax administrations in development and operational costs needs to be examined further.” This section of the 
report presents the findings of this further examination. 

71. In general OECD countries provide taxpayers with little or no direct financial assistance with tax 
compliance costs.  However, the issue of revenue authorities providing economic incentives to businesses 
to facilitate or encourage their role in tax collection is not new.  In the context of cross-border B2C 
electronic commerce, where revenue administrations are more reliant on voluntary compliance than 
normal, a case might be made that some form of compensation should be provided, especially where 
compliance is likely to involve increased expenditure on new, or updated, accounting software systems. 

72. Compensation raises questions about how much should be paid and to whom.  Governments 
could find themselves in the difficult position of appearing to favour certain types of taxpayers or systems 
over others.  The market should develop the solutions and it does not appear appropriate for governments 
to sponsor or finance any one business or system over another.  Such actions would likely create 
commercial disputes. 

73. It is difficult to see how governments, internationally, could co-ordinate compensation in such a 
way that ensured that taxpayers were neither “over-compensated” nor “under-compensated” for their costs.  
Further, payment of compensation may also be perceived as a “reward” to taxpayers for taking actions 
which they are already legally obligated to perform.  Businesses not involved in cross-border transactions 
might feel at a disadvantage if they had no means of recompense.  There is little doubt that offering 
compensation in these circumstances would open the door to wider claims. 

74. Therefore, the Working Party sees no profound reason for e-commerce suppliers to be treated 
differently and notes that this would be a departure from the neutrality principle contained in the Ottawa 
Taxation Framework Conditions. 

75. However, one way in which governments can, and should, encourage compliance by cross-border 
B2C suppliers is through simplification.  This can have the effect of minimising costs and seems to be 
acceptable to local (as well as remote) businesses.  Although the Streamlined Sales Tax Project (SSTP) in 
the United States, as currently contemplated, does envisage monetary compensation by the sub national 
states for vendors and intermediaries that participate in the streamlined system, the unique features of the 
SSTP, and the context in which it arises, may limit its relevance for the broader international cross-border 
tax context. 

76. Revenue authorities are encouraged to set up systems that allow businesses to register, submit 
returns and make payment electronically.  It is reasonable that revenue authorities incur the costs of this 
activity.  There are savings to business in being able to declare and pay taxes electronically without the 
need to interact with administrations manually.  Similarly, revenue authorities should consider making 
available on-line the sort of relevant, timely and accurate information that non–resident businesses are 
likely to need in their taxing decisions.  In particular, member countries are encouraged to ensure that their 
tax rate information on the OECD’s web-site is up-to-date and accurate 
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(http://www.oecd.org/dataoecd/46/18/2506453.xls).  This provides business with a quick reference point 
for most of the major economies. 
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OVERALL OBSERVATIONS  

77. From discussions with business it is clear that there is no “one size fits all” solution to the 
question of how to better facilitate cross-border B2C e-commerce tax collection.  Non-resident suppliers 
will take into account the options available, assess the impact, and consider how best to arrange their 
affairs to achieve compliance. 

78. For those wishing to comply, and assuming options are available, business will consider its own 
position in relation to a number of factors, including: 

•  The ease of compliance. 

•  The ability to physically establish in the country where tax is due. 

•  The ability to recover input tax. 

79. The size of a business is not a clear indicator as to how it might respond.  Smaller businesses are 
less likely to have the resources necessary to establish physically elsewhere but neither is it always the 
natural choice for many larger companies.  Each business’s approach reflects its own, unique business 
circumstances. 

80. Many businesses, of all sizes, outsource their billing and accounting processes and the 
application of VAT/GST is a function that might be included.  Increasingly the market is also providing for 
outsourcing of the tax compliance function and this may be a factor in a supplier’s decision on how best to 
comply with a requirement to collect.  Reducing burdens on intermediaries and supporting developments in 
standardising aspects of tax accounting software will help to ensure the compliance tax administrations 
require.  The risk of heavy burdens remaining in place is that suppliers will either not comply or will 
decline to supply customers in countries that impose such burdens. 




