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Foreword

This VAT Digital Toolkit for Asia-Pacific (APAC) provides detailed guidance to assist APAC tax authorities
in the design and implementation of robust policies for the application of Value Added Taxes (VAT) to
digital trade. This Toolkit covers the core components of a comprehensive VAT strategy directed at the
main types of digital trade and e-commerce, particularly online sales of services, intangibles, and goods to
private consumers by foreign businesses and digital platforms that often have no physical presence in their
consumers’ respective jurisdictions. It provides policy advice to support tax authorities’ decision-making as
well as detailed practical guidance and manuals for the legislative design, the administrative
implementation, and the enforcement of VAT digital policies in light of jurisdictions’ specific needs and
circumstances.

This Toolkit builds on the internationally agreed standards and guidance delivered by the Organisation for
Economic Co-operation and Development (OECD), resulting from intense inclusive global policy dialogue
with OECD member countries and non-member economies worldwide, and with international organisations
and other relevant stakeholders, including the global business community and academia. It incorporates
the experience and best practices from tax authorities in jurisdictions that have already successfully
implemented these standards. This Toolkit was developed through an inclusive and collaborative process
with the active involvement of APAC tax authorities and regional organisations, to ensure that it takes due
account of the specific circumstances, needs and capacities of tax authorities in the APAC region and to
ensure that the identified solutions are properly tailored and capable of being implemented.

The development of this VAT Digital Toolkit for Asia-Pacific was led by the OECD in close strategic
partnership with the World Bank Group (WBG). This co-operation is part of a comprehensive partnership
between both organisations in the area of VAT, which also includes the development of VAT Digital Toolkits
for Latin America and the Caribbean and for Africa. The OECD and WBG have a long history of working
together in delivering capacity building programmes in the area of taxation and decided to expand this
partnership to VAT design and administration, in particular to assist developing economies in addressing
the VAT challenges of the digital economy. The Asian Development Bank (ADB) has contributed
considerably as the key regional partner in the development of this VAT Digital Toolkit for Asia-Pacific. The
partnership with ADB has been crucial in ensuring the active involvement of tax authorities in the APAC
region in the development of this work and in ensuring that proper account is taken of the specific regional
needs and circumstances.

The purpose of this Toolkit is to provide practical guidance for addressing the VAT challenges of digital
trade that can be implemented efficiently and effectively at national level by tax authorities within the APAC
region. It is not prescriptive, but rather provides advice and guidance on the possible approaches, based
on the internationally agreed standards and best practices. The Toolkit will be updated as appropriate to
reflect the continuously changing digital trade landscape and the evolution of available VAT policy and
administration tools and strategies. The opinions expressed and arguments employed in this Toolkit do
not necessarily reflect the official views of the ADB, OECD, WBG and their respective membership. This
Toolkit utilises the denominations for jurisdictions and economies as used by the OECD. These
denominations do not necessarily reflect the official views of the WBG and the ADB, or of the Project
Partners’ membership.
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This Toolkit is aimed at assisting tax authorities and at supporting capacity building on VAT design and
administration, supplementing other initiatives in this field. It is not an end in itself. The OECD, WBG, and
ADB secretariats are available to complement the guidance presented in this Toolkit with tailored technical
assistance to interested jurisdictions.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



Acknowledgements

The development of this VAT Digital Toolkit for Asia-Pacific (APAC) was led by the Organisation for
Economic Co-operation and Development (OECD) Centre for Tax Policy and Administration, in close
strategic partnership with the World Bank Group (WBG). This close co-operation is part of a comprehensive
partnership between the OECD and WBG in the area of VAT, which also includes the delivery of VAT
Digital Toolkits for Latin America and the Caribbean and for Africa. The WBG’s significant contributions to
this work include in particular the recruitment of subject-matter experts to provide high-quality expertise
across the core aspects of these Toolkits as well as sharing its unique expertise from its long-term
experience in delivering capacity-building programmes in the area of taxation. The Asian Development
Bank (ADB) has contributed considerably as a key regional partner in the development of this VAT Digital
Toolkit for Asia-Pacific, in particular in ensuring the active involvement of tax authorities in the APAC region
and in ensuring that proper account is taken of the specific regional needs and circumstances.

The staff from these partner organisations with responsibility for producing the publication were:
Thomas Ecker, Eduardo Jiménez, Hanna Lee and Hanif Alam of the OECD Centre for Tax Policy and
Administration, under the supervision of the Director, Pascal Saint-Amans, the Deputy Director, Grace
Perez-Navarro, the Head of the Tax Policy and Tax Statistics Division, David Bradbury, and the Head of
the Consumption Taxes Unit, Piet Battiau; Daniel Alvarez Estrada, Sr. Public Sector Specialist, Sidong
Kim, Sr. Public Sector Specialist, and Junya Toya, Sr. Governance Specialist, Tax Specialist, all belonging
to the Fiscal Policy and Sustainable Growth Unit of the WBG; as well as Go Nagata and Daisuke Miura,
both Public Management Specialists, and Richard Highfield, Consultant Advisor of the ADB.

The development of this Toolkit would not have been possible without the invaluable contributions of
knowledge, ideas and energy by Gary Artuso of the Australian Taxation Office (ATO), a leading expert in
the field of international VAT policy and administration. The partner organisations would like to extend their
deepest gratitude to the ATO for making Gary’s involvement in this work possible and for its continuous
support for this project. The OECD and its partners finally wish to pay tribute to the invaluable contributions
by the experts that were previously involved in the development of the VAT Digital Toolkit for Latin America
and the Caribbean, Marcos Alvarez and José Borja of the Spanish Tax Agency (AEAT), lan Ayrton of the
Australian Taxation Office (ATO), Arthur Kerrigan (independent consultant), Shanae Sherriff of the New
Zealand Inland Revenue Department (NZ IRD) and Professor Walter Hellerstein. The partner organisations
also wish to thank William Perera of the United Kingdom’s Her Majesty's Revenue and Customs (HMRC)
for his work in reviewing several components of this Toolkit.

The OECD and its partners would like to thank the colleagues working in the APAC tax authorities for their
important contributions in providing advice and technical input and in reviewing and commenting on draft
versions throughout the development process for this Toolkit.

The authors would like to thank Carrie Tyler, Karena Garnier, Hazel Healy and Natalie Lagorce in the
Communications team of the OECD Centre for Tax Policy and Administration for their support in the
editorial, production, and dissemination process for the publication and Big Blue for designing the cover
and associated brochure.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



6]

The WBG'’s contribution to this work was funded through the Global Tax Program (GTP), which provides
an umbrella framework for tax support on strengthening tax institutions, mobilising revenues and designing
tax systems that engender sustainable, inclusive and equitable growth. The GTP Program is generously
supported by the Governments of Australia, Denmark, France, Japan, Luxembourg, the Netherlands,
Norway, Switzerland, and the United Kingdom. The WBG would also like to thank Marcello Estevao, Global
Director, Macro and Fiscal Policy; Chiara Bronchi, Practice Manager, Fiscal Policy and Sustainable Growth
Unit; and Ceren Ozer, Sr. Economist/Head of the Global Tax Program (GTP), Fiscal Policy and Sustainable
Growth Unit for their support.

The ADB’s contribution to this work was supported by the ADB Domestic Resource Mobilization Trust Fund
with a contribution from the Government of Japan.

The OECD and its partners wish to extend their gratitude to the CTPA’s Global Relations and Development
Division, in particular the Global Relations Programme, for its efforts in promoting this project. They would
like to particularly thank the donors from Ireland, Japan, Luxembourg, the Netherlands, Norway, Sweden,
Switzerland and the United Kingdom for the financial support for this project.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



Table of contents

Foreword
Acknowledgements
Abbreviations and acronyms
Executive Summary

1 Collection of VAT on international digital trade — Challenges, OECD guidance, and
the Toolkit to assist reform
1.1. Introduction
1.2. Growth in digital trade and its drivers
1.3. VAT challenges connected to global digital trade
1.4. OECD guidance and recommendations — Addressing the VAT challenges of digital trade
1.5. The Toolkit to assist reform

2 The recommended policy framework for international supplies of services and
intangibles — in particular from online sales
In Brief
2.1. Asserting taxing rights — Implementing the destination principle
2.2. Establishing effective VAT collection mechanisms where the supplier is not established in
the jurisdiction of taxation
2.3. Establishing a central role for digital platforms in the collection of VAT on international
supplies of services and intangibles

3 The recommended policy framework for international supplies of low-value goods —
in particular from online sales
In Brief
3.1. Asserting taxing rights — Implementing the destination principle
3.2. Establishing effective VAT collection mechanisms
3.3. Establishing a central role for digital platforms in the collection of VAT on supplies of low-
value imported goods

3.4. Common features of vendor collection regimes for the collection of VAT on low-value
imported goods that have already been implemented

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022

10
13

18

19
22
36
43
47

51

52
56

66

82

98
99

103
104
130

139

| 7



8|

4 Addressing the VAT implications of the sharing and gig economy — The potential

roles for digital platforms 141
4.1. Sharing and gig economy growth can create challenges for VAT policy and
administration...but also important opportunities 142
4.2. Developing a comprehensive strategy to address the VAT implications of the sharing and

gig economy: Possible steps for needs assessment and policy action 143
4.3. Digital platforms can play a significant role in facilitating VAT compliance in the sharing and

gig economy 146

5 Administrative and operational implementation of the simplified registration and

collection regime 150
In Brief 151
5.1. Roadmap for successful administrative and operational implementation 155
5.2. Designing and implementing the administration for a simplified VAT registration and
collection regime 169
5.3. Operational and information technology infrastructure for a simplified VAT registration and
collection regime 207
6 Enhancing compliance and enforcement 234
In Brief 235
6.1. Introduction: Making it easy to comply and difficult not to 237
6.2. Compliance risk management under a vendor collection regime 240
6.3. Identifying and addressing the main risks of a vendor collection regime 246
6.4. Communication strategies for engaging non-resident suppliers and digital platforms 252
6.5. Potential data sources and other types of information to assist compliance and enforcement
actions 256
6.6. The potential role of programmes of co-operative compliance 266
6.7. Enforcement and related measures to address non-compliance 270
6.8. The role of international administrative co-operation in enhancing enforcement 285

7 Checklists to support the implementation of the recommended policy framework for

the collection of VAT on digital trade 301
Introduction 302
Checklist 1: Designing a policy framework, legislation and administration for international B2C

supplies of services and intangibles 304

Checklist 2: Designing a policy framework, legislation and administration for imports of low-
value goods — Extending the vendor collection regime to supplies of low-value imported goods

by non-resident businesses 314
Checklist 3: Implementing a simplified registration and collection regime and the supporting IT

infrastructure 320
Checklist 4: Enhancing compliance and enforcement 330

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



References

Annex A. The international VAT/GST Guidelines — An overview of the main
components

Annex B. The OECD Model Reporting rules for Digital Platforms: Possible role in
supporting VAT compliance and enforcement

Annex C. Australian Government Productivity Commission assessment of the costs
of different models for reforming GST collection on imports of low-value goods

Annex D. Examples of information reporting requirements under vendor collection
regimes for supplies of low-value imported goods

Annex E. Operation of a full VAT liability regime for digital platforms facilitating
supplies of low-value imported goods

Annex F. Tools and techniques to combine data and analytics

Definitions/Glossary of terms

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022

337

344

351

354

356

361
364
370



10 |

Abbreviations and acronyms

Al
ADB
APAC
API
BASIC
B2B
B2C
BEPS
BIAC

caC
CFA
CIAT
CoE
COTS
EAD

EOl
ERP
GST
HTML
HTTP
IcC
ICT

IMF
I0SS

ISO

Artificial intelligence

Asian Development Bank

Asia-Pacific

Application programming interface

Behaviours, Analysis, Strategies, Interventions and Change
Business-to-business

Business-to-consumer

Base erosion and profit shifting

Business and Industry Advisory Committee to the OECD

N.B. BIAC renamed itself as “Business at OECD” and the Toolkit will primarily use
the organisation’s current name except where quoting or citing historical material.

Consumer-to-consumer

The OECD’s Committee on Fiscal Affairs
Inter-American Center of Tax Administrations
Council of Europe

Commercial off-the-shelf

Electronic advance data [Many jurisdictions and transporter businesses utilise
EAD in customs reporting processes]

Exchange of information

Enterprise resource planning

Goods and Services Tax

Hypertext Markup Language

Hypertext Transfer Protocol

International Chamber of Commerce
Information and communications technology

N.B. The Toolkit will use this term interchangeably with “IT” (Information
Technology) for short

International Monetary Fund
EU Import One-Stop-Shop
Internet Protocol, e.g. an IP address for a computer or mobile device

International Organization for Standardization
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N.D. or n.d.
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Iltem-level attributes [in the context of data exchange about consignments under
EAD systems]

Latin America and the Caribbean

Multilateral Convention on Mutual Administrative Assistance in Tax Matters
Multilateral agreement procedure

Multiple location entity

Not dated. The Toolkit will primarily use this abbreviation when citing a publication,
which has no identifiable date of publication.

Norwegian Agency for Development Co-operation
Organisation for Economic Co-operation and Development
Open-source software

Permanent establishment

Payment service provider

Quick response code

Revised Kyoto Convention

Subscriber identity module

Single location entity

Small- and medium-sized enterprises

Secure sockets layer/Transport layer security

Society for Worldwide Interbank Financial Telecommunication
Technical Advisory Group (specifically the TAG to the OECD CFA’s WP9)
Tax Information Exchange Agreements

United Nations Conference on Trade and Development
Universal Postal Union

Uniform Resource Locator

Value Added Tax

VAT Information Exchange System

VAT on E-Commerce — Norwegian simplified registration and collection regime
The World Bank Group

World Customs Organization

OECD CFA’s Working Party No. 9 on Consumption Taxes
World Trade Organization

Extensible Markup Language
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Currencies

Abbreviations for the currencies used in this Toolkit are based on the international standard for currency
codes ISO 4217:2015 issued by the International Organization for Standardization.

The exchange rates used to convert national currencies into US Dollars (USD) in this publication are
average market rates for 2021 taken from the OECD monetary and financial statistics
(https://data.oecd.org/conversion/exchange-rates.htm), except for the Costa Rican Colén (CRC) where the
2020 data were used (latest available). Bangladeshi Taka (BDT), Malaysian Ringgit (MYR), Maldivian
Rufiyaa (MVR), Philippine Peso (PHP), Thai Baht (THB) and Viethamese Dong (VND) have been
converted using the average market rate for 2021, and Fijian Dollar (FID), Papua New Guinean Kina
(PGK) using the average market rate for 2020 (latest available), taken from the IMF’s Macroeconomic &
Financial Data (https://data.imf.org).

OECD Publications

The Toolkit will use short-form names for the main OECD publications that provide standards and
guidance for the collection of VAT on international trade. This is primarily to aid brevity of expression
when referring to these publications throughout the text. Therefore, reference to:

e “BEPS Action 1 Report” means OECD/G20 Base Erosion and Profit Shifting Project:
Addressing the Tax Challenges of the Digital Economy, Action 1 - 2015 Final Report (OECD,
2015py).

e “The Guidelines” means the OECD’s International VAT/GST Guidelines (OECD, 20172).

e “The Collection Mechanisms Report” means the report on Mechanisms for the Effective
Collection of VAT/GST Where the Supplier Is Not Located in the Jurisdiction of Taxation
(OECD, 2017j3)).

e “BEPS Interim Report” means OECD/G20 Base Erosion and Profit Shifting Project: Tax
Challenges Arising from Digitalisation — Interim Report 2018 (OECD, 20184)).

e “The Platforms Report” means the report on The Role of Digital Platforms in the Collection
of VAT/GST on Online Sales (OECD, 2019s)).

e “The Sharing and Gig Economy Report” means the report on The Impact of the Growth of
the Sharing and Gig Economy on VAT/GST Policy and Administration (OECD, 2021g).
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Executive Summary

Value added tax (VAT) is a major revenue source for most jurisdictions in the Asia-Pacific (APAC)
region, representing over one fifth of the region’s total tax revenues on average, ahead of notably
corporate income taxes and personal income taxes. In 2019, VAT revenues as a share of total taxes in the
APAC region ranged from 16.2% on average in East Asia to 31.3% on average in Central and West Asia.

Safeguarding these crucially important VAT revenues in economies that are being transformed by
digitalisation and globalisation is a priority for many governments in the APAC region. Action is
required not only to generate the revenues necessary to finance sustainable development and to
strengthen domestic resource mobilisation after the COVID-19 crisis, but also to minimise competitive
distortion between foreign online sellers and local physical stores.

The APAC region represents the largest share of global e-commerce by far and e-commerce sales
continue to increase considerably across the region. The APAC region has been estimated to
represent more than 60% of the global e-commerce market in 2020 with e-commerce sales in the region
exceeding USD 2.4 trillion. China accounts for the majority of these sales.

The outbreak of the COVID-19 pandemic has been a key driver of stronger than expected e-
commerce growth in the APAC region. Research has estimated that the pandemic has accelerated the
digitalisation of products and services (either partially or fully digitised) by more than 10 years in the APAC
region. Online purchases are reported to have significantly increased since the outbreak of the pandemic.
COVID-19 “stay-at-home” restrictions, increased mobile phone ownership and mobile Internet access, as
well as greater use of digital payment solutions, have been among the main factors fuelling this e-
commerce growth.

The strong growth of digital trade has created significant challenges for VAT systems globally and
in the APAC region. These main VAT challenges are:

e The strong growth in online sales of services and digital products (applications and “in-app”
purchases, streaming of music and on-demand television, gaming, ride-hailing, accommodation
rental, etc.) particularly by non-resident suppliers to private consumers. Traditional VAT rules often
lack effective provisions to impose VAT on supplies that do not require the supplier to be physical
present in jurisdiction of its customers, leading to no or inappropriately low amounts of VAT being
levied.

e The strong growth of the volume of imports of low-value goods from online sales, on which VAT is
not collected effectively under the existing rules and procedures and which therefore often enter
jurisdictions untaxed.

Where no effective VAT reform to address these challenges is implemented, the continuous digital
trade growth causes increasingly important VAT revenue losses and unfair competitive pressure
on domestic businesses that cannot compete against the continuously rising volumes of online sales by
non-resident suppliers on which no or an inappropriately low amount of VAT is levied.
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Governments worldwide have recognised that the VAT challenges created by the digitalisation of
the global economy require a globally co-ordinated response. Only such a response can maximise
compliance levels by non-resident online suppliers at minimal cost, support the effective international co-
operation in tax administration and enforcement, and minimise the risks of trade distortion.

In response, the OECD has delivered a comprehensive internationally agreed policy framework for
addressing the VAT challenges of the digital economy, reflecting a broad consensus on effective
and efficient solutions among tax authorities worldwide. It results from an intense and inclusive policy
dialogue among tax authorities from OECD member countries and non-member economies and key
international and regional organisations over the course of several years. The core standards and
principles that lay the foundation for this policy framework are included in the International VAT/GST
Guidelines and in Addressing the Tax Challenges of the Digital Economy: Action 1 - 2015 Final Report.
These standards have been complemented with detailed technical guidance on the design and
implementation of mechanisms for the collection of VAT from non-resident online suppliers; on the role of
online marketplaces and other digital platforms in the collection of VAT on online sales; and the VAT
treatment of the sharing and gig economy.

These OECD standards and recommendations have already been implemented in over 70
jurisdictions worldwide, including Australia, Georgia, Japan, the Republic of Korea, New Zealand,
Singapore, and an increasing number of other jurisdictions in the APAC region. Overall, very positive
results have been reported in respect of VAT revenue collected, compliance levels and reduction of
competitive distortions between brick-and-mortar stores and online vendors.

The OECD policy framework for addressing the VAT challenges of digital trade is based on four
main pillars:

I. Creating the legal basis for jurisdictions to assert the right to impose VAT on international digital
trade. In respect of online sales of services and digital products, this is achieved by implementing
the internationally agreed standard for determining the “place of taxation” by reference to the
location of the customer.

ii. Ensuring the efficient collection of VAT on online sales of goods, services and digital products from
non-resident suppliers through simplified VAT registration and collection mechanisms.

iil. Boosting the efficiency of VAT collection by requiring digital platform operators, which dominate
global digital trade, to collect and remit the VAT on sales carried out through their platforms.

iv. Enhancing VAT compliance by non-resident online suppliers and digital platforms through effective
communication and by implementing a modern risk-based compliance management and
enforcement strategy, supported by robust administrative co-operation.

This Toolkit provides comprehensive and detailed guidance for the policy design, implementation
and operation of a comprehensive VAT strategy targeted at digital trade in the APAC region. It is
based on the internationally agreed OECD policy framework and draws on the expertise and best practices
from jurisdictions that have already successfully implemented these standards:

e Sections 2, 3 and 4 of the Toolkit provide a detailed analysis of the various components of the
recommended policy framework for the application of VAT to digital trade and practical guidance
for their implementation in light of the specific circumstances in the APAC region. They focus
respectively on internationally traded services and digital products; on low-value imported goods
from online sales; and on the sharing and gig economy.

e Section 5 of the Toolkit presents detailed guidance on the administrative and operational
implementation of the recommended policy framework for the collection of VAT on international
digital trade. This includes the design of a simplified compliance regime for non-resident online
suppliers and digital platforms, the development of an online portal for registration and payment of
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the VAT by these businesses and the integration of this regime into a tax authority’s existing
administrative and IT framework.

Section 6 of the Toolkit advises policymakers and administrators on the implementation of an
effective communication strategy and of robust compliance risk management strategies to ensure
compliance by non-resident online suppliers and digital platforms with their obligations under the
recommended policy framework for the application of VAT to digital trade.

The core recommendations of the policy framework for the application of VAT to digital trade
presented in Sections 2, 3 and 4 of this Toolkit include in particular:

Create the appropriate legal basis for asserting the right to levy VAT on services and digital
products that non-resident businesses provide to private consumers (B2C) in a jurisdiction’s
territory, by implementing a rule for determining the place of taxation of such supplies by reference
to the customer’s usual residence. This allows a jurisdiction to impose VAT on these supplies,
including sales of digital services and digital products, irrespective of whether or not the supplier is
located in that jurisdiction.

Identify clear criteria and indicia for determining and evidencing a customer’s usual residence, by
reference to data that are normally available to online suppliers in the normal course of their
business (including bank card or other payment data, billing address, and IP address).

Impose VAT collection obligations on non-resident suppliers making such B2C supplies (“vendor
collection regime”).

Implement a requirement for digital platform operators to collect and remit the VAT on the online
sales made through their platform by non-resident online suppliers (“full VAT liability regime”). This
can be complemented with reporting requirements, including requirements addressed to sharing
and gig economy activities, thus notably creating considerable opportunities for greater visibility of
informal economy activity.

Realise high levels of compliance by implementing a simplified VAT registration and collection
regime for non-resident suppliers and digital platforms to fulfil their VAT-collection obligations,
supported by online processes and limiting obligations to what is strictly necessary for the effective
collection of the VAT.

Extend the vendor collection regime with full VAT liability for digital platforms to online supplies of
low-value imported goods, by imposing an obligation upon non-resident suppliers and digital
platforms to collect the VAT on these supplies at the point of sale and to remit this VAT to the tax
authority in the jurisdiction of importation. Provide access for these non-resident suppliers and
digital platforms to the simplified registration and collection regime to facilitate compliance. This
allows jurisdictions to ensure that these goods can no longer be imported and/or sold free of VAT
(e.g. due to a VAT low-value consignment relief) by non-resident suppliers, while significantly
enhancing the efficiency of VAT collection by relieving customs authorities of the burden of
collecting VAT at the border and considerably reducing opportunities for fraud from undervaluation
of goods at importation.

Strive for international consistency in designing and administering the above measures to impose
and collect VAT on online sales by non-resident suppliers. Greater consistency will facilitate and
hence optimise compliance for non-resident businesses and digital platforms with multi-
jurisdictional obligations, thus ultimately safeguarding and enhancing revenues for governments.

Section 5 of this Toolkit presents detailed guidance for the administrative and operational
implementation of the recommended VAT policy framework targeted at digital trade. The core
recommendations include the following in particular:
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Sequence the implementation of the VAT reform targeted at digital trade, focusing first on the
collection of VAT on services and digital products from non-resident online suppliers and digital
platforms and subsequently extending these obligations to the collection of VAT on low-value
imported goods. Reform for the collection of VAT on imports of goods from online sales is more
complex, particularly due to the connection with customs processes.

Adopt a project-based approach for the development of the operational and IT infrastructure that
is necessary to support the implementation of the reform, with an appropriate governance structure
to ensure effective project management and project delivery. Section 5 includes a detailed
roadmap for project organisation, design and implementation.

Implement a simplified VAT registration and collection regime for non-resident online suppliers and
digital platforms that limits obligations to what is strictly necessary for the effective collection of the
VAT. Core design features of such a regime include:

o An online portal through which non-resident suppliers and digital platforms carry out their key
VAT compliance obligations, particularly registration, return filing and payment of the VAT due.
Section 5 provides detailed technical guidance on the design and operation of the key
components of such an online portal and its integration in a tax authority’s existing
infrastructure.

o Thelimited focus on the collection of the VAT only, without making input VAT recovery available
to non-resident suppliers and digital platforms under this regime (“pay-only”).

o The use of electronic payment methods as a means to facilitate the payment process without
requiring a domestic bank account.

o The elimination of invoicing requirements for B2C supplies where this is compatible with the
jurisdiction’s overall VAT design, as customers in a B2C supply will normally have no right to
input VAT deduction.

o The possible application of a revenue-based registration threshold for non-resident suppliers
and digital platforms, where this is compatible with the jurisdiction’s VAT regime.

o The availability of the option for non-resident suppliers and digital platforms to appoint a third-
party service provider to act on their behalf in carrying out certain procedures, such as
submitting returns. It is not recommended, however, to require the appointment of a local fiscal
representative under a simplified compliance regime.

Ensure the efficient interaction between the VAT vendor collection regime for low-value imported
goods and customs processes. This includes measures for the efficient exchange of data and for
ascertaining the “VAT-paid” status of low-value imported goods at the time of importation, so as to
minimise risks of double taxation and unintended non-taxation and to facilitate customs processes
at the border. Early involvement of customs authorities in the design and implementation of such
a regime is of particular importance, as well as the timely consultation with key stakeholders such
as e-commerce marketplaces and transport intermediaries (incl. postal operators and express
carriers).

Consult throughout the reform process with the business community, including with the non-
resident suppliers and digital platforms that are likely to be in the scope of the reform, with
international or regional organisations, and with jurisdictions that already have experience in the
implementation of the recommended policy framework for the application of VAT to digital trade.

Provide appropriate lead-time to tax authorities and non-resident businesses to prepare for the
entry into force of the reform. A lead-time of 6 to 12 months between the adoption of the reform
and its entry into force is considered appropriate for VAT reform directed at online sales of services
and digital products. A lead-time of 12 to18 months is generally considered appropriate for VAT
reform targeted at low-value imported goods. Close alignment with the recommended OECD
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framework can considerably shorten these lead-times, as this allows online businesses and tax
authorities to leverage solutions and technology that have already been implemented in
jurisdictions that have adopted a similar approach.

Section 6 of this Toolkit presents strategies to enhance compliance by non-resident suppliers and
digital platforms and to strengthen tax authorities’ enforcement capacity. The recommendations
include the following in particular:

Implement a well-designed, simple and easy-to-use registration and compliance regime for non-
resident suppliers and digital platforms, based on internationally agreed principles as discussed in
the previous sections of the Toolkit.

Apply an effective and proactive multi-channel communication strategy targeted at the non-resident
suppliers and digital platforms that are likely to be affected by the VAT reform targeted at digital
trade, to ensure early awareness of their obligations under the new regime.

Provide clear guidance on the scope of the VAT regime for non-resident suppliers and digital
platforms, including on the types of services and digital products and/or low-value imported goods
in scope; on the treatment of B2B and B2C supplies and on the determination of the customer’s
status where this is relevant for the operation of the regime; on indicia and criteria for determining
and evidencing the customer’s location; and on applicable VAT rate(s) and exemptions.

Further maximise compliance levels by providing clear instructions to non-resident suppliers and
digital platforms on all aspects of the operation of the simplified compliance regime, in English and
in the language(s) of the jurisdiction’s main trading partners, in addition to the jurisdiction’s local
language(s). Online trade is dominated by a relatively limited number of large online vendors and
digital platforms that have been found to be generally compliant with obligations under VAT
regimes for non-resident suppliers and digital platforms based on OECD guidance. Close
alignment with OECD guidance facilitates compliance for online vendors and e-commerce
marketplaces that typically face obligations in multiple jurisdictions, and thus maximises
compliance levels and VAT revenues.

Develop effective strategies to manage compliance risks by non-resident suppliers and digital
platforms. Section 6 of the Toolkit gives detailed guidance on the different components of such
strategies, including the identification, assessment and prioritisation of risks, the development of
targeted treatment strategies and how they can be optimised through the adjustment to the different
stages of implementation of the regime (preparation, implementation and maturity phase).

Make extensive use of third-party data to support a risk-based compliance management strategy,
including for identifying the taxpayer population in scope of the regime for non-resident suppliers
and digital platforms, for detecting non-registration and for monitoring overall compliance. This
third-party information can include data from banks and financial intermediaries; from stakeholders
in goods trade (including postal operators and express carriers); from commercial data providers;
from “web harvesting” and “web data extraction”; and from tax authorities in other jurisdictions
through the exchange of information.

Enhance tax authorities’ enforcement capacity in respect of VAT compliance by non-resident
suppliers and digital platforms by making effective use of the available opportunities for
international administrative co-operation. In particular, the Multilateral Convention on Mutual
Administrative Assistance in Tax Matters is the most comprehensive multilateral instrument
available for all forms of administrative co-operation between jurisdictions in the assessment and
collection of taxes, including VAT. Such co-operation can encompass the exchange of information,
including automatic information exchanges, and assistance in the recovery of foreign tax claims.
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1 Collection of VAT on international
digital trade — Challenges, OECD
guidance, and the Toolkit to assist
reform

Section 1 of the VAT Digital Toolkit for Asia-Pacific highlights the challenges
created by the digital economy for the imposition and collection of VAT on
international trade in services and intangibles and in low-value goods. It
summarises the OECD’s existing guidance addressed to these questions
and demonstrates how the Toolkit can assist reform.
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1.1. Introduction

Value added taxes (VAT)! are a major revenue source for most jurisdictions in the Asia-Pacific (APAC)
region, representing over one fifth of total tax revenues on average, ahead of notably Corporate Income
Taxes and Personal Income taxes (see Figure 1.1, which provides an illustration of tax structures in the
APAC region in comparison to other regions worldwide and to the OECD average). In 2019, VAT revenues
as a share of total taxes in the APAC region ranged from 16.2% on average in East Asia to 31.3% on
average in Central and West Asia (see Figure 1.2; Figure 1.3 provides specific data for a number of
individual jurisdictions).

Safeguarding these crucially important VAT revenues in an economy that is being transformed by
digitalisation and globalisation is a priority for many governments in the APAC region. Simultaneously,
governments strive to minimise risks of competitive distortion between online sellers and local physical
stores. To achieve these goals in the most efficient and effective way, this Toolkit provides comprehensive
and detailed guidance for the policy design, implementation, operation and enforcement of a
comprehensive VAT strategy targeted at digital trade in the APAC region.

Section 1 of this Toolkit first discusses the growth of digital trade globally and in APAC, thus evidencing
the increasing importance for jurisdictions to adapt their VAT systems to in light of this phenomenon. It
then elaborates on the specific VAT challenges connected to global digital trade and presents the
internationally agreed OECD guidance developed in response to these challenges. This guidance reflects
broad consensus on effective and efficient solutions among tax authorities worldwide and serves as a
basis for the recommended policy framework presented in this Toolkit, the main elements of which are
also outlined in this Section. Finally, Section 1 provides an overview of the scope, structure and content of
the Toolkit and illustrates how it can assist reform.

L VAT in this Toolkit refers to any national tax that embodies the basic features of a value added tax as described in
Chapter 1 of the International VAT/GST Guidelines, by whatever abbreviation it is known (e.g. GST), i.e. a broad-
based tax on final consumption collected from, but in principle not borne by, businesses through a staged collection
process, whatever method is used for determining the tax liability (e.g. invoice-credit method or subtraction method).
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Figure 1.1. Tax structures in 2019 in Africa (30), Asia-Pacific (APAC; 24), LAC and OECD
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Note: 2018 data are used for the Africa (30) average and the OECD average.

Africa (30) in the context of this graph refers to Botswana, Burkina Faso, Cabo Verde, Cameroon, Chad, the
Republic of the Congo, the Democratic Republic of the Congo, Cote d'Ivoire, Equatorial Guinea, Egypt, Eswatini, Ghana, Kenya, Lesotho,
Madagascar, Malawi, Mali, Mauritania, Mauritius, Morocco, Namibia, Niger, Nigeria, Rwanda, Senegal, the Seychelles, South Africa, Togo,
Tunisia and Uganda.

Asia-Pacific (24) in the context of this graph refers to Australia, Bhutan, People’s Republic of China, the Cook Islands, Fiji, Indonesia, Japan,
Kazakhstan, the Republic of Korea, Lao People’s Democratic Republic, Malaysia, the Maldives, Mongolia, Nauru, New Zealand, Papua New
Guinea, the Philippines, Samoa, Singapore, the Solomon Islands, Thailand, Tokelau, Vanuatu and Viet Nam.

LAC in the context of this graph refers to Antigua and Barbuda, Argentina, the Bahamas, Barbados, Belize, Bolivia, Brazil, Chile, Colombia,
Costa Rica, Cuba, the Dominican Republic, Ecuador, El Salvador, Guatemala, Guyana, Honduras, Jamaica, Mexico, Nicaragua, Panama,
Paraguay, Peru, Saint Lucia, Trinidad and Tobago and Uruguay. There was not sufficient data available for Venezuela.

Source: OECD (2021), Revenue statistics in Asia and the Pacific 2021: Emerging challenges for the Asia-Pacific region in the COVID-19 era
(OECD, 20217)).
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Figure 1.2. VAT revenues in APAC regions in 2019 (as a percentage of total taxation and of GDP)
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Note: The averages for the APAC regions and for Asia-Pacific (38) in this Figure are unweighted. Asia-Pacific (38) in the context of this Figure
refers to jurisdictions and economies in Central and West Asia (9), East Asia (6), Pacific (7), South Asia (6), Southeast Asia (10) as grouped in
ADB'’s research products.

Source: ADB analysis.

Figure 1.3. Tax structures in APAC jurisdictions in 2019 (as a percentage of total taxation)
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Notes: The averages for Africa (30 countries), for Asia-Pacific (24 economies), for LAC (26 Latin American and Caribbean countries) and the
OECD (37 countries) are unweighted.

Australia, Japan, the Republic of Korea and New Zealand are part of the OECD (37) group. Data for Australia, Japan, the Republic of Korea,
New Zealand and the OECD average are taken from Revenue Statistics 2020. 2018 data are used for the Africa (30) average, Australia, Japan
and the OECD average.

Source: OECD (2021), Revenue statistics in Asia and the Pacific 2021: Emerging challenges for the Asia-Pacific region in the COVID-19 era
(OECD, 2021p7).
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1.2. Growth in digital trade and its drivers

Digitalisation has changed, and continues to change, the commercial dynamics of international trade.
Spurred by continuous technological innovation, international digital trade has grown rapidly in recent years
and growth is expected at an even greater pace as COVID-19 has further accelerated digital acceptance
in societies worldwide. The Asia-Pacific (APAC) region is at the forefront of this shift online.

The continuous and rapid growth in international digital trade increasingly puts pressure on VAT systems
to adjust to this new environment. It presents challenges for VAT policy and administration but also
opportunities for enhanced revenue mobilisation. This subsection provides a high-level overview of the
growth and different dynamics of international digital trade with a particular focus on the APAC region,
which represents the largest share of global e-commerce with further strong growth observed across the
region.

For the purposes of this subsection, the term “digital trade” is used to encompass a broad range of digitally
enabled supplies of services, intangibles and physical goods that can be either digitally or physically
delivered, involving both private individuals and businesses.

1.2.1. The economic geography of digital trade growth, worldwide and in the APAC region

1.2.1.1. Ever-growing importance of digital trade at global level

Digital trade includes a wide range of activities, products and services. It is therefore difficult to delineate
its scope to measure its exact size. Despite inherent limitations and challenges, the available data from
public as well as private sector sources provide useful estimates showing the growing importance of digital
trade. Research suggests that the value of global business-to-consumer (B2C) e-commerce sales has
more than tripled between 2014 and 2020, with an almost five-fold increase expected by 2024 compared
to 2014 (see Figure 1.4).? Similarly, the e-commerce share of total global retail sales has been increasing
steadily and has been reported to account for 18% of total sales in 2020 compared to 7.4% only five years
earlier (see Figure 1.5).

2 please note that estimates on the size of e-commerce sales may differ depending on the methodology, data and
scope used by different studies.
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Figure 1.4. Growth of global B2C e-commerce sales (2014-2024)
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Note: *forecast. For this graph, e-commerce sales include services and products ordered using the Internet via any device, regardless of the
method of payment or fulfilment. Travel and event tickets are excluded.
Source: Statista (2020), Retail e-commerce sales worldwide from 2014 to 2024 (in billion U.S. dollars) (Statista, 2020g)).

Figure 1.5. E-commerce share of total global retail sales (2015-2024)
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Note: *forecast.
Source: Statista (2021), E-commerce share of total global retail sales from 2015 to 2024 (Statista, 2021y9)).

On a broader scale that also includes business-to-business (B2B) sales, global e-commerce sales have
recently been estimated at USD 26.7 trillion in 2019, up 4% from 2018 and equivalent to 30% of that year’s
global domestic product (GDP) (UNCTAD, 2021p0). The value of global B2B e-commerce in 2019 has
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been estimated at USD 21.8 trillion, representing 82% of all e-commerce, while B2C e-commerce sales
were estimated at USD 4.9 trillion in 2019 representing approximately one-fifth of all e-commerce, up 11%
compared to 2018 (UNCTAD, 202110}). Of these B2C e-commerce sales, international cross-border sales
amounted to some USD 440 billion in 2019, an increase of 9% over 2018 (UNCTAD, 202110)). The share
of online shoppers making international cross-border purchases is estimated to have risen from 20% in
2017 to 25% in 2019 (UNCTAD, 2021p10)). In 2019, 1.48 billion people, or a little over one quarter of the
world’s population aged 15 and older, made purchases online (UNCTAD, 2021105). This is 7% higher than
in 2018. This has been estimated to grow to 2.14 billion online consumers by 2021 (Statista, 2020j11)).

The volume of digital trade is likely to continue to grow rapidly in the near and long term. Increasing Internet
penetration worldwide through the rising use of personal digital devices (smartphones and tablets) is an
important driver for the strong future growth of digital trade. By 2025, the number of mobile Internet users
is expected to reach 5 billion globally and smartphone adoption will account for approximately 80% of total
connections (GSMA Intelligence, 2021}12)).

In the context of online trade in physical goods, both online and traditional “brick-and-mortar” retailers are
increasingly offering hybrid online/offline services such as in-store pickup and returns for online purchases,
further blurring the distinction between the online and traditional economies. Both online and offline
retailers invest heavily in their supply and delivery chain infrastructure to reduce delivery times and improve
customer services, making it easier and more convenient for customers to shop online. Customers have
become more accustomed to and comfortable with purchasing items online, including large items that they
traditionally preferred to purchase in-store, particularly as a consequence of the COVID-19 pandemic.
COVID-19 generated an increase in demand for online ordering of physical goods due to movement
restrictions imposed in many countries (see subsection 1.2.2.3 for more discussion on COVID-19 impact)
(UNCTAD, 2021p10)).

Combined with improved logistics and changing social trends, the wider availability of technology-enabled
payment solutions (including mobile payments) is further driving the growth of global digital trade.
Innovations in financial technologies and the emergence of a wide range of online payment solutions
provide an important stimulus for the financial inclusion of shares of the population who may not previously
have had access to the traditional financial system, opening up more opportunities for them to engage in
digital trade (see also subsection 1.2.2.4 for more discussion on digital payment solutions).

1.2.1.2. Strong digital trade growth in APAC and great potential ahead

The APAC region represents the largest share of global e-commerce with further strong growth observed
across the region. Reports estimate that the APAC region in 2020 represented over 60% of global e-
commerce sales with a total value of over USD 2.4 trillion of sales (see Figure 1.6). The volume of e-
commerce sales in APAC is expected to nearly double by 2025 compared to 2020 (Euromonitor
International, 202113]). Already 53.4% of the population in APAC have purchased physical goods online in
2021 (Statista, 2021 14)).

On a regional level, China is the largest single market, representing over 50% of total worldwide e-
commerce sales in 2021 (eMarketer, 202115)). Japan, the Republic of Korea and India are also ranked in
the top ten global e-commerce markets, India being the fastest-growing market in 2021 globally with a
forecasted growth rate of 27% (eMarketer, 202115)). Other jurisdictions in the region, notably in Southeast
Asia, are also growing fast with a more than three-fold forecasted increase in consumers’ digital spending
expected in the next five years (see Figure 1.7) with Internet users in several APAC jurisdictions showing
a higher tendency to engage in online purchases compared to the rest of the world (see Figure 1.8).
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Figure 1.6. E-commerce sales worldwide by region, 2020 (USD billions)
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Note: For this graph, e-commerce includes products or services ordered using the Internet via any device, regardless of the method of payment

or fulfilment. It excludes, for instance, travel and event tickets; payments such as taxes or money transfers; food or drink services; and gambling.
Source: eMarketer (2020), Global Ecommerce 2020 (eMarketer, 202016)).

Figure 1.7. Value of digital spending among consumers in selected Southeast Asia jurisdictions in
2018 with a forecast for 2025 (pre-COVID-19 forecast)
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Source: Statista (2020), Value of digital spending among consumers in Southeast Asia in 2018 with a forecast for 2025 (Statista, 2020(17)).
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Figure 1.8. Percentage of Internet users purchasing online in selected APAC jurisdictions is higher
than the global average (Q3 2020)

Percentage of Internet users aged 16 to 64 who made a purchase online via any device in the past month (Q3 2020)
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Note: The original source for this graph provides data on selected APAC jurisdictions, which are reproduced as above. Figures represent the
findings of a broad global survey of Internet users aged 16 to 64.
Source: Kepios (2021), Digital 2021: Global overview report (Kepios, 2021(1g)).

The shift towards the usage of mobile devices for online shopping appears to be generally more
pronounced in the APAC region than in other regions of the world. Data for a range of APAC jurisdictions,?
for instance, show that consumers there made more online purchases via mobile devices (46%) than via
desktop or laptop (41%) in 2019 (Rakuten Advertising, 20199). Driven by growing Internet penetration
through faster mobile networks and greater smartphone adoption — research forecasts that more than 80%
of Internet connections in the region will be via smartphones by 2025 — the mobile commerce market in
APAC is expected to grow significantly further in the next five years (GSMA Intelligence, 202120)).

Together with mobile commerce, social commerce is also growing fast in the APAC region, notably in
Southeast Asia. Social commerce refers to the buying and selling of goods or services via social networks
such as social media platforms. It is estimated that this type of commerce already makes up approximately
half of the e-commerce Gross Market Value (GMV) in 2020 in Thailand, 38% in the Philippines and 30%
for Malaysia (Statista, 2021217). As social media platforms have increasingly expanded their services into
e-commerce to better meet consumer demands for essential goods and grocery through online channels,
particularly during the COVID-19 pandemic, research expects a further increase in the global social
commerce market by 28% year-on-year until 2028, then reaching USD 3.3 trillion (Grandview Research,
2021p22)). This trend is also likely to drive the growth of the social commerce market in the APAC region
which according to research accounted for over two thirds of the global social commerce market share in
2020, as the number of social media users there continues to increase (Grandview Research, 2021 22).

3 The APAC jurisdictions covered in the Rakuten Advertising report were: Australia; China; Hong Kong, China; India;
the Republic of Korea; Malaysia; New Zealand and Singapore.
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1.2.2. Key drivers fuelling the growth of digital trade in APAC

Economic developments and digital maturity levels vary across the APAC region. However, common key
drivers of the growth of digital trade in APAC are:

e The region’s relatively high rate of Internet penetration, increasingly through mobile Internet
connectivity using smartphones.

e Therise and growth of digital platforms, including regional platforms that cater to the specific needs
of APAC consumers.

e The availability of alternative payment methods, notably digital payment solutions.

e A young and digitally savvy population are among the key drivers of the growth of digital trade in
APAC.

e The impact of COVID-19, which has further accelerated digital transformation in the region.

The subsections below describe these key drivers in more detail.

1.2.2.1. Increasing Internet penetration, particularly through mobile connections

Over the past three decades, the increasingly widespread availability of Internet access has fuelled the
digital transformation of the economy and society. Today, more than half of the world’s population is
connected to the Internet, compared to only 6.7% in 2000 (The World Bank, n.d.j23). In 2019, across OECD
member countries, the proportion of adults using the Internet ranged from 70% to 95%, while 93% of
enterprises had a broadband connection (OECD, 2020;24)).

In terms of trends in connection paths, mobile connections are growing fast as smartphones become the
favoured device for Internet access, with the share of mobile broadband connections increasing from 31%
to almost 85% over 2009-2018 in OECD member countries (see Figure 1.9). The growth of mobile
broadband penetration is also high in OECD partner economies* as mobile broadband fills a connectivity
gap where there is a relatively low level of fixed broadband infrastructure (OECD, 202024)).

Figure 1.9. Trends in communications access paths in OECD member countries, 1996-2018
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Source: OECD (2020), Digital Economy Outlook 2020 (OECD, 2020124)).

4 These include the OECD’s partner economies at the time that responded to the 2019 OECD Digital Economy Policy
questionnaire on national digital strategies and policies, i.e. Brazil, Costa Rica, the Russian Federation, Singapore and
Thailand. Costa Rica has become an OECD member country as of May 2021.
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Internet connectivity continues to increase also in APAC®, reaching over 55% in 2020, which was more
than double the Internet penetration rate in the region in 2010 (see Figure 1.10). In terms of fixed
broadband connections, a relatively significant coverage gap still exists across the region (see
Figure 1.11). Consistent with developments in OECD and partner economies, however, mobile broadband
is playing an important role in bridging this coverage gap, facilitating digital inclusion in the APAC region
with 1.2 billion people being connected to the mobile Internet at the end of 2020, equivalent to a 42%
penetration rate (GSMA Intelligence, 2021 20) (see Figure 1.12). By 2025, more than half of the population
in the region is expected to have access to mobile Internet, adding over 300 million new mobile Internet
users (GSMA Intelligence, 202120)). This growth of mobile connectivity is expected to further promote
digital trade and in particular to increase the already significant importance of mobile commerce in the
APAC region (see Figure 1.13).

Figure 1.10. Internet penetration rate in Asia (2009-2020)
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Source: Statista (2020), Internet penetration rate in Asia compared to the global penetration rate from 2009 to 2020 (Statista, 2020s)).

5 APAC in this context refers to a large and diverse geographical region with a more than 4 billion population as of
2019. The jurisdictions of the APAC region include the 49 regional members of the ADB.
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Figure 1.11. Fixed broadband penetration in selected jurisdictions in APAC (2019)
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Note: Due to limited data availability, 2017 data were used for the Marshall Islands and Papua New Guinea and 2018 data were used for New
Zealand and Fiji.

Source: International Telecommunication Union (2021), Digital trends in Asia and the Pacific 2021 (International Telecommunication Union,
202112¢)).

Figure 1.12. Number of mobile Internet users in APAC (2017-2025%) (in billions)
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Source: Statista (2020), Number of mobile Internet users in the Asia-Pacific region from 2017 to 2019 with a forecast for 2025 (Statista, 2020127).
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Figure 1.13. Mobile commerce penetration in selected APAC jurisdictions as of 2020
Share of Internet users who made a purchase online via a mobile device in the past month
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Source: Statista (2021), Active m-commerce penetration in the Asia-Pacific region as of 2020, by country or region (Statista, 2021pg)).

1.2.2.2. The central role of digital platforms

Digital platforms® have been the driving force of the growth of international digital trade in recent years
both globally and in the APAC region. In 2019, across six major sectors,’ B2C digital platform revenues
globally reached USD 3.8 trillion, equivalent to 4.4% of global GDP, of which more than half was generated
from e-commerce (approximately USD 1.9 trillion) (see Table 1.1). APAC accounted for more than 58% of
these digital platform revenues from e-commerce, representing USD 1.1 trillion of revenue in 2019 (ADB,
20211201). More generally, revenues generated by digital platforms in APAC were greater in 2019 than in
any other region worldwide across all sectors, except in advertising technology® where the U.S. market
accounts for the largest share (ADB, 202129)). E-commerce and online travel were the two largest sources
of digital platform revenues in APAC in 2019, accounting for over 61% and 21% of the digital platform
revenues respectively (see Figure 1.14).

6 The term “digital platform” used throughout this Toolkit generally refers to multi-sided platforms as defined in
subsection 2.3.1. Only for the purpose of this particular subsection 1.2.2.2., the term is used to include a broader set
of platforms that is within the scope of the ADB report that is the main source of information for this subsection 1.2.2.2.
This ADB report focusses primarily on digital platforms operating across six major sectors of the digital economy that
generally involve users on supply and demand sides (i.e. multi-sided platforms). However, it does not exclude two-
sided platforms, such as an online video streaming service platform within the digital media sector, which have a single
group of users interacting with the platform.

" These sectors include the following categories: e-commerce, online travel, AdTech, Transportation, digital media, e-
services.

8 Advertising technology (AdTech) includes services offered by search engine and social media platforms.
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Table 1.1. Digital platform revenue by region, 2019 (USD million)

Developing
Sector economies in Asia ANZ + Japan
Digital media 177.5 67.6 13.8 35.0 18.9
E-commerce 1924.9 1119.2 143.3 862.6 113.3
E-services 161.8 1.7 16.3 47.0 8.4
Online travel 1003.8 379.5 127.8 179.8 719
AdTech 3317 110.4 15.4 714 23.6
Transportation 190.3 754 19.8 48.8 6.8
Total 3790.0 1823.7 336.3 1244.6 242.8
% of GDP 4.4% 6.1% 3.7% 8.8% 3.6%

Note: PRC = People’s Republic of China; ANZ + Japan = Australia, New Zealand, and Japan; Developing economies in APAC include Armenia;
Azerbaijan; Bangladesh; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia; Hong Kong, China; India; Indonesia; Kazakhstan; the Kyrgyz
Republic; the Lao People’s Democratic Republic; Malaysia; Mongolia; Myanmar; Nepal; Pakistan; Papua New Guinea; the People’s Republic of
China; the Philippines; the Republic of Korea; Singapore; Sri Lanka; Tajikistan; Thailand; Timor-Leste; Turkmenistan; Uzbekistan; and Viet Nam.
APAC includes Developing economies in APAC and ANZ+Japan.

Source: based on ADB (2021) Asian economic integration report 2021 — Making digital platforms work for Asia and the Pacific, using data from
Statista and the World Bank (ADB, 2021p)).

Figure 1.14. Digital platform revenue breakdown in APAC, 2019 (% by Sector)
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Note: PRC = People’s Republic of China; ANZ + Japan = Australia, New Zealand, and Japan; Developing economies in APAC include Armenia;
Azerbaijan; Bangladesh; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia; Hong Kong, China; India; Indonesia; Kazakhstan; the Kyrgyz
Republic; the Lao People’s Democratic Republic; Malaysia; Mongolia; Myanmar; Nepal; Pakistan; Papua New Guinea; the People’s Republic of
China; the Philippines; the Republic of Korea; Singapore; Sri Lanka; Tajikistan; Thailand; Timor-Leste; Turkmenistan; Uzbekistan; and Viet Nam.
APAC includes Developing economies in APAC and ANZ+Japan.

Source: based on ADB (2021) Asian economic integration report 2021 — Making digital platforms work for Asia and the Pacific, using data from
Statista (ADB, 202129)).
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Within the APAC region, China is the biggest market for digital platforms, accounting for about 68.2% of
the region’s total digital platform revenues in 2019 (ADB, 202129)). Digital platforms also recorded important
activities in other economies in East Asia where revenues (excluding those generated in China and Japan)
surpassed USD 290 billion in 2019 or about 4% of these jurisdictions’ combined GDP. In South Asia, digital
platform revenues represented about USD 130.4 billion in 2019, equivalent to 3.6% of this subregion’s
GDP (see Table 1.2).

Table 1.2. Digital platform revenue by APAC subregion, 2019 (USD billion)

East Asia
APAC (excluding PRC | Southeast Asia Central Asia Pacific
and Japan

Digital media 67.6 224 0.02
E-commerce 1119.2 153.9 37.8 1.9 37.7 0.11
E-services 7.7 8.7 33 0.1 9.1 0.004
Online travel 3795 76.4 325 26 67.8 0.06
AdTech 110.4 219 44 1.0 3.3 0.07
Transportation 754 74 6.5 0.3 91 0.01
Total 1823.7 290.6 88.8 6.4 130.4 0.28
% of GDP 6.1% 4.1% 2.9% 1.7% 3.6% 0.9%

Note: PRC = People’s Republic of China; APAC includes Armenia; Australia; Azerbaijan; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia;
Hong Kong, China; India; Indonesia; Kazakhstan; the Kyrgyz Republic; the Lao People’s Democratic Republic; Malaysia; Mongolia; Myanmar;
Nepal; New Zealand; Pakistan; Papua New Guinea; the People’s Republic of China; the Philippines; the Republic of Korea; Singapore; Sri
Lanka; Tajikistan; Thailand; Timor-Leste; Turkmenistan; Uzbekistan; and Viet Nam.

Source: based on ADB (2021) Asian economic integration report 2021 — Making digital platforms work for Asia and the Pacific, using data from
Statista and the World Bank (ADB, 2021p)).

The growth of digital platform revenues in the APAC region in 2019 was considerably higher, on average,
than the global average. Digital platform revenues increased by 16.1% overall in APAC in 2019, recording
a particularly strong 28.3% growth in revenues from e-commerce in the region’s developing economies
(see Table 1.3). The number of digital platform users has been steadily increasing globally across
segments, and most of these users are in the APAC region (see Table 1.4). The number of digital platform
users in the e-commerce segment worldwide has increased to almost 3.2 billion in 2019, of which about
60% are in APAC (ADB, 202129). The number of users of digital platforms to access digital media, e-
services, online travel and transportation services has risen to more than 3.8 billion globally, about 2.1
billion of which are in APAC. The growth of the number of digital platform users in APAC between 2018
and 2019 exceeded global averages in all sectors (see Table 1.4).

Table 1.3. Growth of digital platform revenue 2019 (% by sector)

Developing
Sector eco::rzlgs o ANZ + Japan
(excluding PRC)
Digital media 6.3 71 11.0 8.8 1.6
E-commerce 16.4 19.6 28.3 19.7 9.7
E-services 16.0 18.8 22.8 18.7 12.3
Online travel 7.2 9.1 10.2 10.7 3.3
AdTech 14.4 14.3 15.4 16.2 8.5
Transportation 8.0 12.4 12.4 13.6 47
Total 12.7 16.1 18.3 17.5 6.9
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Note: PRC = People’s Republic of China; ANZ + Japan = Australia, New Zealand, and Japan; Developing economies in APAC include Armenia;
Azerbaijan; Bangladesh; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia; Hong Kong, China; India; Indonesia; Kazakhstan; the Kyrgyz
Republic; the Lao People’s Democratic Republic; Malaysia; Mongolia; Myanmar; Nepal; Pakistan; Papua New Guinea; the People’s Republic of
China; the Philippines; the Republic of Korea; Singapore; Sri Lanka; Tajikistan; Thailand; Timor-Leste; Turkmenistan; Uzbekistan; and Viet Nam.
APAC includes Developing economies in APAC and ANZ+Japan.

Source: based on ADB (2021) Asian economic integration report 2021 — Making digital platforms work for Asia and the Pacific, using data from
Statista (ADB, 2021p9)).

Table 1.4. Users of digital platforms in 2019 and growth rate in 2018-2019

Digital media 1438.3 6.1% 774.8 6.5%
E-commerce 3170.8 15.4% 1876.4 17.9%
E-services 8154 12.1% 463.6 13.6%
Online travel 987.6 2.5% 540.4 2.8%
Transportation 632.6 2.8% 403.9 3.2%
AdTech-exposed 41195 9.2% 2338 11.9%

Internet users

Note: APAC includes Armenia; Australia; Azerbaijan; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia; Hong Kong, China; India; Indonesia;
Japan; Kazakhstan; the Kyrgyz Republic; the Lao People’s Democratic Republic; Malaysia; Mongolia; Myanmar; Nepal; New Zealand; Pakistan;
Papua New Guinea; the People’s Republic of China; the Philippines; the Republic of Korea; Singapore; Sri Lanka; Tajikistan; Thailand; Timor-
Leste; Turkmenistan; Uzbekistan; and Viet Nam.

Source: based on ADB (2021) Asian economic integration report 2021 — Making digital platforms work for Asia and the Pacific, using data from
Statista (ADB, 2021129)).

1.2.2.3. COVID-19 impact

The COVID-19 outbreak has accelerated the adoption of digital technologies, leading to a significant
increase in digital consumption globally (see Figure 1.15). A survey by the ADB suggests that online
purchasing increased significantly as a consequence of COVID-19 in the APAC region. In several
jurisdictions, more than half of the customer population reported an increase in their online shopping, such
as in Viet Nam, Thailand and the Republic of Korea (data May 2020) (ADB, 202129). Recent research also
suggests greater use of digital services, e.g. in Southeast Asia where an estimated one third of all
consumers started using such a service for the first time as a consequence of the pandemic (Google;
TEMASEK; Bain & Company, 2020;0).° In response to lockdown measures and movement restrictions
introduced to contain the pandemic, many businesses (particularly SMEs) and consumers in Asia have
moved their activities online. In turn, this has increased the need for secure online payment methods
(subsection 1.2.2.4 discusses digital payment solutions in more detail). This accelerated migration to digital
interaction is likely to persist post-pandemic, as evidenced by a recent survey showing that 94% of new
digital consumers in Southeast Asia intend to continue their online consumption (Google; TEMASEK; Bain
& Company, 202030j).

% These jurisdictions include Indonesia, Malaysia, Philippines, Singapore, Thailand and Viet Nam.
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Figure 1.15. Acceleration of digitalisation triggered by COVID-19
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Source: McKinsey & Company (2020), How COVID-19 has pushed companies over the technology tipping point — and transformed business
forever (McKinsey & Company, 202031)).

The shift in consumer buying behaviour has been particularly evident in the areas where human-to-human
contact normally plays an important role such as shopping, entertainment, social interaction, healthcare,
dining and work (video-conferencing and instant messaging) (ADB, 2020;32)(see also Figure 1.16). By way
of illustration, the weekly consumption of online video streaming in four Southeast Asian jurisdictions has
been reported as having increased by almost 60% between the first and the second quarter of 2020 (Media
Partners Asia, 2021j33). A global business providing online video streaming services reported a 38.6%
increase in paid subscribers in Asia from the end of 2019 (ADB, 20202). In addition to the explosive
growth in video/livestreaming services, emerging economies in the region including Indonesia and the
Philippines have experienced a surge in consumers’ use of social commerce through various social media
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platforms (see also subsection 1.2.1.2 on the growth of social commerce) (Euromonitor International,
202134)).

Figure 1.16. Increased digital acceptance across different sectors since the emergence of COVID-
19
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Source: McKinsey & Company (2020), The future of payments in Asia (McKinsey & Company, 2020s)).

1.2.2.4. Emerging digital payment solutions

The rapidly expanding number of digitally active consumers and booming e-commerce markets have
further reinforced the need for digital payment solutions. While the role of cash as a payment instrument
remain relatively strong in certain parts of the APAC region (habit, security concerns and perceived
complexity are among the main barriers to move away from cash), its use is expected to decline as
acceptance of digital means of payment by merchants is forecasted to approach 90 to 95% within five
years post-COVID-19 (McKinsey & Company, 20203s)). COVID-19 has triggered a decline in the average
number of cash transactions by consumers from 48% to 37% in Southeast Asia, for instance, and this
trend is likely to expand across the region as more consumers and businesses, notably SMEs, are seeking
solutions beyond cash in response to a greater share of commerce moving online (Google; TEMASEK;
Bain & Company, 20203q).1°

10 As an alternative to cash, pre-paid cards are also a popular mechanism for online shopping. A wide range of pre-
paid card products are available across the APAC region with features to enable re-loading the value on the account
from linked bank accounts or by cash top-ups or purchases of top-up cards in retail stores. The pre-paid card market
in APAC is expected to grow by 12.9% to exceed USD 1 trillion by 2023.

See Business Wire (2019), Asia-Pacific prepaid cards market to exceed $1 trillion by 2023 at
https://www.businesswire.com/news/home/20190227005374/en/Asia-Pacific-Prepaid-Cards-Market-to-Exceed-1-
Trillion-by-2023---Analysis-on-Consumer-Attitude-Behaviour-Retail-Spend-and-Market-Risk---
ResearchAndMarkets.com.
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Across emerging economies in APAC, the use of contactless payments has increased by 60% during the
crisis, while paperless B2B payment flows increased eightfold during this period (McKinsey & Company,
202035)). This has been accompanied by a significant growth in the use of digital wallets'!* and QR code-
based solutions. With increasing mobile connections (see subsection 1.2.2.1), the number of mobile-
payment users is expected to more than double by 2025, exceeding two billion users across large parts of
Asia (McKinsey & Company, 2020s)). Digital wallets are expected to become the preferred payment
method by 2025, followed by credit cards (McKinsey & Company, 2020;35)). Across the region, emerging
markets are likely to adopt QR code-based solutions, perceived as easier and more cost-effective to
implement and better suited to mass-market consumers, while developed markets are likely to see “tap
and go” and card-linked mobile solutions to be popular in the coming years. For instance, the use of digital
wallets increased from 18% to 25% on average in Southeast Asia during COVID-19 (Google; TEMASEK;
Bain & Company, 2020i307). In the Philippines, a leading mobile wallet company has reported a 700% year-
on-year increase in transaction volume in May 2020 compared to the same month in the previous year and
its registered users doubled in number during the first half of 2020 (ADB, 202129)). More broadly across
the region, in 2020 over 60% of APAC e-commerce payments were made using digital wallets, up slightly
from 58.4% in 2019 (FIS, 20213¢)).

All these changes have induced greater digital and financial inclusion in the region. Consumer online habits
developed during the pandemic are likely to continue post-pandemic, further accelerating the growth of
digital trade in various sectors across the APAC economy.

1.3. VAT challenges connected to global digital trade

The international tax challenges of the digital economy are widely recognised. Indeed, these challenges
dominate the contemporary global dialogue over sound tax policy and its implementation. The growth of
the digital economy, which increasingly informs (if not defines) the broader economy, raises fundamental
challenges for tax design and administration.

At the core of many of these challenges is the ability of businesses to conduct economic activity within a
jurisdiction without conducting a physical activity or having a physical presence in that jurisdiction. This is
perhaps the single most significant feature of the growth of the global digital economy from a VAT
perspective. Itis virtually definitional: if the digital economy is defined by the ability of businesses to provide
value to their customers through ICT, they may not need a physical presence in the jurisdiction of the
customer. This applies to digitally supplied services and intangibles as well as to the continuously growing
volume of low-value goods purchased online by private consumers from non-resident suppliers. Some of
the VAT challenges faced in each of these areas of online trade are common to both.

The following subsections elaborate on these challenges in more detail, focusing on the two most relevant
scenarios involving non-resident suppliers from a VAT revenue and neutrality perspective:

e International B2C supplies of services and intangibles;
e Imports of low-value goods purchased online by private consumers.

1.3.1. VAT on B2C services and intangibles supplied by non-resident suppliers

Jurisdictions may have to adapt their VAT laws to assert the right to tax supplies of services and
intangibles by non-resident suppliers. Although jurisdictions embrace the widely accepted destination

1 Digital wallets, also called e-wallets, generally refer to electronic payment systems that allow the user to deposit
money or link an individual’s bank account to pay for online transactions.
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principle that allocates taxing rights to the jurisdiction of consumption for VAT purposes, they may lack
effective provisions to impose VAT on such supplies under traditional VAT rules.

International trade in B2C supplies of services and intangibles (e.g. applications and “in-app” purchases,
streaming of music and on-demand television, gaming, ride-hailing, accommodation rental, etc.) potentially
gives rise to all of the key challenges that the digital economy creates for VAT design and administration.
A first challenge is to determine the jurisdiction that has the right to levy VAT on internationally traded
services and intangibles in accordance with the generally accepted destination principle.

It is generally accepted that the jurisdiction of consumption has the right to impose VAT. For international
supplies of goods, the destination of the goods generally indicates the jurisdiction of consumption. For
supplies of services and intangibles by non-resident suppliers, the determination of the jurisdiction of
consumption, and with it, the design of appropriate place-of-taxation rules is less straightforward.

Before the advent of the global digital economy, the place of consumption for B2C supplies of services and
intangibles was often determined, explicitly or implicitly, by reference to the place where these services
were performed or the place where the supplier was located. This was appropriate as B2C services were
indeed generally consumed where they were performed before technology made the remote delivery of
services to private consumers possible via broadcasting, telecommunications, and an ever-growing range
of electronic and Internet-based services.

Place-of-taxation rules for supplies of services and intangibles that exclusively use place of performance
or supplier location are ill-suited, however, to a world in which, for example, the service warranty on an
individual's personal computer may be fulfilled by a technician who takes digital control of the laptop and
resolves the problem through keystrokes performed in another country. Consequently, rules allocating
taxing rights associated with B2C supplies of services and intangibles may need to be adapted to better
reflect the place of consumption in the digital economy. Such rules should also be designed to assure
consistency across jurisdictions and across sales and delivery methods (digital and traditional methods)
and to facilitate compliance. Without co-ordination, there is an increased risk of double taxation or
unintended non-taxation.?

Even if a jurisdiction’s VAT law is able to assert the right to tax in line with the destination principle,
there is the challenge of collecting the VAT in an effective way, especially on supplies made by non-
resident suppliers to private consumers.

In a B2C context, the challenges for tax authorities in the jurisdiction of taxation include establishing that
the non-resident supplier has made supplies that are subject to VAT in their jurisdiction; enforcing collection
and remittance of VAT by non-resident suppliers and follow-up enforcement actions such as accessing
books and records; and creating auditing and collection procedures for outstanding taxes. Because the
transaction involves services and intangibles rather than goods, physical border controls are not available
as an alternative means for enforcing VAT collection, as they are, at least to some extent, with respect to
imported goods. Tax authorities also cannot realistically look to private consumers to remit VAT on their
purchases from non-resident suppliers, even though the private consumer is located in the jurisdiction of
taxation.™® As international trade in services and intangibles continues to grow, tax authorities need to deal

12 1f two jurisdictions apply different place-of-taxation rules, some supplies may be subject to tax in both and others in
none of the jurisdictions. To reduce this risk, the OECD through its broadly accepted guidance tries to co-ordinate
place-of-taxation rules (see subsection 2.1).

13 By contrast, tax authorities can generally rely on customer collection and remittance in the B2B context, where the
purchaser is a business (see subsection 2.2.1).
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with increasingly large numbers of foreign businesses that have no physical presence in their jurisdiction
supplying services and intangibles to private consumers in that jurisdiction.

For non-resident business, uncertainty concerning their VAT obligations and/or complex rules and
requirements can create undue compliance burden and trade obstacles. This applies particularly when
such requirements arise in multiple jurisdictions, for large online operators and even more so to small- and
medium-sized enterprises (SMES).

1.3.2. VAT on imports of low-value goods purchased online by private consumers from
non-resident suppliers

In theory, the key challenges that the digital economy creates for international trade in B2C supplies of
services should be less relevant to the international trade in B2C supplies of goods. For one thing, the
determination of the jurisdiction of consumption should be relatively straightforward as the physical
destination of the goods clearly identifies that jurisdiction. Additionally, in contrast to international trade in
services and intangibles, physical border controls are in principle available as an alternative means for
enforcing collection obligations with regard to imported goods.

The continuous strong growth of e-commerce however creates increasingly significant practical challenges
for jurisdictions to effectively collect the VAT on the increasingly enormous volumes of goods that
consumers purchase from suppliers abroad and that often have only a relatively low individual value. The
main challenges are:

e High administrative costs of the traditional, customs-based mechanisms for collecting the VAT on
these goods;

e Challenges created by VAT low-value consignment reliefs;

e Compliance challenges — Widespread fraud and abuse.

1.3.2.1. High administrative costs of traditional collection frameworks

VAT collection and control by customs authorities on a parcel-by-parcel basis at importation risk causing
disproportionate administrative costs for administrations as well as for businesses, especially in relation
to low-value imported goods.

The significant growth in purchases of low-value goods by private consumers from non-resident suppliers
results in equally enormous quantities of small parcels crossing borders on a daily basis, creating
considerable pressure on VAT collection by customs authorities under normal customs processes.

Box 1.1. Studies on administrative costs of traditional collection frameworks in the European
Union and Australia

An EU Commission study analysed the high level of administrative costs for customs authorities and
businesses alike in handling imports of low-value goods for VAT and customs duty compliance
purposes (European Commission and Deloitte, 201637)) (European Commission and EY, 2015;zsg)).!
Extensive research involving stakeholder consultations, external expert studies, and in-house research
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confirmed the view that the traditional VAT regime for international B2C sales of goods is
disproportionately burdensome for tax administrations to ensure compliance and is costly for many
businesses in fulfilling compliance obligations.

The Australian government’s Productivity Commission and its Low Value Parcel Processing Taskforce
noted similar challenges regarding collection costs associated with border collection of VAT (see Annex
C).2 The situation for jurisdictions in the APAC region is likely to be very similar.

1. Administrative costs reflect those associated with intra-EU B2C distance sales of goods as well as sales originating outside the European
Union.
2. The main reports that cover this subject include:

e Productivity Commission (2011), Economic structure and performance of the Australian retail industry, Report No.56. See in
particular “Chapter 7: Appropriateness of current indirect tax arrangements”, pages 169-214, and “Appendix H: Impacts of
reducing the LVT” at https://www.pc.gov.au/inquiries/completed/retail-industry/report/retail-industry.pdf.

e  Australian Department of the Treasury (2012), Low value parcel processing taskforce: Final report — July 2012 at
https://treasury.gov.au/publication/low-value-parcel-processing-taskforce-final-report.

e  Productivity Commission (2017), Collection models for GST on low value imported goods, Report No.86 at
https://www.pc.gov.au/inquiries/completed/collection-models/report/collection-models.pdf.

Source: OECD analysis.

In addition to the collection of taxes, customs procedures are also concerned, inter alia, with facilitating
trade and ensuring border security.'* There is hence a need to maintain a customs infrastructure, for
reasons independent of exercising tax collection and compliance control. However, it is likely that the VAT
revenues resulting from customs authority assessments are often insufficient to amortise even the marginal
costs of collection on an ever-increasing volume of low-value parcels (see Box 1.1 above for studies on
administrative costs of VAT collection under the traditional collection framework).

1.3.2.2. Challenges of VAT low-value consignment reliefs

To mitigate the administrative costs connected with the collection of import VAT on “low-value”
consignments, most jurisdictions, including many in the APAC region, provide a VAT exemption on such
low-value imports. Jurisdictions often refer to this as “low-value consignment relief” although some also
refer to “negligible value”. VAT low-value consignment reliefs originated as a simplification measure to
remove and reduce what jurisdictions saw as disproportionate administrative burdens for their tax and
customs administrations in the handling of imports of low-value goods. They did not historically see the
VAT forgone as significant because of the combination of relatively low import volumes and low values.
Indeed, the bigger risk was that the administrative costs of collecting VAT on imports of low-value goods
would outweigh the revenue collected.

However, with rising levels of e-commerce, jurisdictions have found that VAT reliefs for low-value
consignments have turned into a potentially significant obstacle to VAT neutrality, offering unfair
competitive advantages to non-resident suppliers.

The OECD and G20 identified the operation of VAT low-value consignment relief regimes as one of the
main VAT challenges of the digital economy.*® The relative lack of administrative burdens for non-resident
suppliers of low-value goods exacerbates the financial advantage that they enjoy from VAT low-value
consignment relief. By contrast, VAT-registered domestic businesses (including domestic platforms) will

4 For a short account of customs procedures on importation of low-value goods, see the 2015 BEPS Action 1 Report,
“Annex C: The collection of VAT/GST on imports of low value goods”, in particular pages 185 to193.

15 |pid. at 181 to 220.
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often face extensive domestic compliance obligations when selling to domestic consumers. One of the
consequences of these neutrality challenges is the possible triggering of relocations of some domestic
businesses offshore. The incentive to relocate results from the fact that domestic retailers that are required
to register for VAT in the jurisdiction where they are located must generally charge and remit VAT on all
domestic sales. These businesses may decide to relocate abroad to benefit from the low-value
consignment relief to sell VAT-free online.

In addition to creating competitive distortion, the continuously rising volumes of low-value goods that
are imported free of VAT under VAT low-value consignment relief regimes can lead to increasingly
important revenue losses for jurisdictions. Fraud such as undervaluation committed by non-resident
suppliers can further exacerbate these revenue losses (see subsection 1.3.2.3 below). Further revenue
losses can result from domestic suppliers relocating abroad.

VAT low-value consignment reliefs also may have negative consequences for domestic employment and
direct tax revenues if domestic suppliers relocate abroad or lose business due to competitive disadvantage.
Box 1.2 summarises a study undertaken in the European Union that illustrates the negative VAT revenue
effects where supplies of low-value imported goods are not subject to VAT.

Box 1.2. European Union study on effects of VAT low-value consignment relief

A comprehensive study undertaken by the European Union identified more than 144 million
consignments as benefitting from the VAT exemption for low-value consignments in 2015.'6 This was
an increase of more than 300% since 2000." The VAT forgone from the exemption for the importation
of low-value consignments was estimated as amounting to around EUR 1 billion (nearly USD 1.18
billion) annually,'® a figure likely much higher today. An earlier EU study starkly illustrated the long-term
growth trend in the level of VAT revenues that EU Member States were not collecting because of low-
value consignment reliefs. The study estimated that VAT forgone in the European Union under the relief
provisions grew from EUR 118 million (nearly USD 140 million) in 1999 to EUR 535 million (nearly USD
633 million) in 2013, an increase of 355% in 14 years (European Commission and EY, 2015;3g)). This
increase in the volume of trade and of VAT revenues forgone was in line with the increase in individuals
shopping online in the European Union. For example, the study noted that the volumes of goods that
postal operators handle annually grew from approximately 30 million consignments in 1999 to
approximately 115 million in 2013, a total increase of 286% (European Commission and EY, 2015g)).
However, this took place in the context of an increase of EU GDP of just 50% over the same period.
Since online trade in consumer goods is a growing and global phenomenon, the opportunity costs of
the general status quo continue to increase.

1.3.2.3. Compliance challenges — Widespread fraud and abuse

In addition to the high administrative costs of the traditional customs-based approach for collecting the
VAT on the high volumes of low-value imported goods from online sales and the growing revenue losses

16 See European Commission (2016), Impact assessment — Modernising VAT on cross-border e-Commerce, page 15
at https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016SC0379&from=ES.

17 bid.
18 |pid. at 13.
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and competitive distortion caused by low-value consignment reliefs, significant risks of fraud have been
identified, notably involving the following practices:

e Under-declaration of higher-value goods to benefit illegitimately from the VAT low-value
consignment relief threshold.

e Under-declaration of goods at an amount above the VAT exemption threshold but below the
customs duty threshold, to reduce VAT liability and to evade customs duty.

e Mis-declaration of commercial goods as falling under VAT-exempt categories such as gifts,
consumer-to-consumer (C2C) transactions, or samples.

e Use of third parties to store imported low-value goods in domestically located warehouses or
fulfilment centres, without declaring and remitting VAT on the subsequent sale of such goods*®2°

Policing compliance under traditional VAT collection frameworks upon importation means that customs
authorities must attempt to assess many thousands of parcels every day at a country’s busiest ports,
airports, and parcel depots in order to verify that businesses have valued and appropriately classified them
in their declarations. The practices outlined above, and their magnitude (see e.g. Box 1.3 for related studies
in the European Union) are known to have stretched customs authorities’ capacities to their limit, if not
beyond, in many jurisdictions.

Box 1.3. Studies on non-compliance under the traditional VAT collection regime for imports of
low-value goods in the European Union

A Copenhagen Economics study, based on a sample of 400 actual purchases, found that 65% of
consignments arriving in Europe from non-EU suppliers through public postal channels were VAT non-
compliant (Basalisco, Wahl and Okholm, 2016(39).2! This is significant as the same study estimated that
businesses send about 70% of consumer goods orders through public postal channels.?2 The pattern
is likely to be similar in many APAC jurisdictions.

Similarly, a report from the French Senate shows that the traditional customs-led VAT collection process
is often ineffective in practice (Sénat - Commission des finances, 20150). The report mentions figures
from the Roissy Airport (“Paris-Charles de Gaulle”, the main airport for Paris) over the course of a year-
long period during which 3.5 million express packages and 37 million postal packages arriving from

19 “Fylfilment houses” enable non-resident suppliers to optimise delivery times to domestic consumers and improve
the overall customer experience for online orders by providing warehouses for non-resident online suppliers to store
goods they sell both within the jurisdiction of their customers and in neighbouring territories. However, non-resident
suppliers that utilise the services of fulfilment houses have often been found not to comply with the domestic VAT
obligations that arise for supplies they make through such fulfilment houses, whether through ignorance or deliberate
attempts to evade these obligations. This abuse has received widespread media attention. See: The Guardian (2017),
Online retailers failed to pay up to GBP 15bn in VAT last year, says watchdog at
https://www.theguardian.com/politics/2017/apr/19/online-retailers-1bn-lost-vat-last-year-watchdog-nao-hmrc.

20 see also UK Parliament (2016), VAT evasion: Internet Retailers at
https://publications.parliament.uk/pa/cm201516/cmhansrd/cm160114/halltext/160114h0001.htm.

2! This study was undertaken on behalf of United Parcel Service (UPS) and involved extensive test purchases from e-
commerce platforms located in the United States, Canada, Japan, India and China with delivery to a range of EU
destinations. Express operators handled 50% of the purchases and public postal operators the other 50%. VAT was
due on all the consignments; customs duties were due on 45% of the consignments.

22 |pid.
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non-EU Member States yielded a total VAT collection of only EUR 1.4 million (nearly USD 1.7 million)
(Sénat - Commission des finances, 201540j).

Work undertaken for the European Union has estimated EU Member States' annual VAT losses due to
fraud and non-compliance in the declaration of imports are in the range of EUR 2.6 billion (nearly USD
3 hillion) to EUR 3.8 billion (nearly USD 4.5 billion) (European Commission and Deloitte, 2016(37). The
same report goes on to observe that this estimate might “be quite conservative” referencing the French
Senate report above as well as UK figures that estimated losses in the United Kingdom alone at up to
GBP 1.5 billion (nearly USD 2 billion) annually.?

Customs authorities have the power in theory to check whether suppliers have correctly valued goods and,
in cases of under-declaration, to demand payment of any VAT and duties outstanding. Failure to pay
should result in either a return to the consignor or the abandonment of the consignment. However, if an
administration polices fraud on an individual consignment level, fraud is often detected only on the
individual consignment. Consequently, even if an administration detects fraud, payment of any VAT and
duties outstanding, penalties, or enforcement measures are often restricted to the individual consignment.

Policing compliance at an individual consignment level is therefore likely to be inefficient and to have
only little revenue and preventive effects.

In practice, most customs authorities do not have the capacity to exercise this level of control on a
comprehensive and consistent basis. The volumes of such parcels would overwhelm most customs
authorities’ processing capacity and the administrative costs associated with collecting tax on each
consignment (including the costs of risk screening and other ancillary costs) would probably exceed the
value of the VAT and duties actually due.

It is also often qualitatively difficult for customs authorities to accurately value a consignment when they
do select it for inspection. Assessments of items frequently consume considerable time and resources.
One study for the EU Commission found significant variation in the frequency of verification activity that
different jurisdictions undertake for VAT and customs duty on imports. It found that the level of verification
was generally very low (European Commission and EY, 2015zg)).

In addition to the existing resource constraints confronting most tax and customs authorities, the COVID-
19 pandemic is likely to further constrain these scarce public resources while driving increases in e-
commerce. Non-compliance resulting from fraudulent under-declaration and mis-categorisation of imports
is not always easy to measure but the evidence shows it is widespread and significant.

Jurisdictions should accordingly attempt to take account of the direct and indirect impacts of fraud when
assessing the opportunity costs of not reforming the traditional system for VAT collection on imports of
low-value goods in light of the continuously rising volume of such imports as a consequence of e-
commerce growth.

2 see figures from HM Revenue & Customs (2016), Fulfilment House Due Diligence Scheme, page 4 at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/507610/Fulfilment
House Due_ Diligence _Scheme - HMRC consultation.pdf.
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1.3.3. Sharing and gig economy

The rise of the sharing and gig economy has fundamentally transformed a number of industries within just
a few short years. The sharing and gig economy enables, through digital platforms, millions of economic
operators, often private individuals, to monetise their underutilised goods and services for temporary
(“shared”) use. Sharing and gig economy platforms have already disrupted a number of economic sectors,
particularly in transportation (ride-sharing), tourism and hospitality (short-term accommodation),
professional services and finance. The strong growth of the sharing and gig economy creates a number of
specific challenges, and opportunities, for VAT policy and administration. These challenges notably relate
to the involvement of large number of new economic operators, many of whom are not considered as
taxpayers under current VAT systems and may not be capable or willing to comply with their obligations if
they were to be treated as taxable persons for VAT. The frequent use of assets both for sharing or gig
economy activities (e.g. vehicles, real estate) and for private purposes, may add to the complexity. The
fact that sharing and gig economy suppliers generally have a physical presence in the taxing jurisdiction
is another relevant aspect that distinguishes it from the online trade in services, intangibles and low-value
goods, as discussed above, where the main VAT challenges arise from the fact that the online suppliers
often have no physical presence in the taxing jurisdiction. Given its specific characteristics, the impact of
the sharing and gig economy on VAT policy and administration is separately discussed under Section 4.

1.4. OECD guidance and recommendations — Addressing the VAT challenges of
digital trade

Governments worldwide have recognised that the VAT challenges created by the digitalisation of the
global economy require a globally co-ordinated response. Only such a response maximises compliance
levels at minimal cost, supports the effective international co-operation in tax administration and
enforcement, and minimises risks of trade distortion.

In response, the OECD has delivered a comprehensive internationally agreed policy framework for
addressing the VAT challenges of the digital economy, reflecting broad consensus on effective and
efficient solutions among tax authorities worldwide.

The OECD has been engaged in addressing the VAT challenges of the digital economy for more than two
decades. The first tangible output of the OECD’s work in this area originated in the 1998 Ottawa
Conference on electronic commerce with the endorsement of the Ottawa Taxation Framework Conditions,
which set out broad policy principles for the application of VAT to electronic commerce. In this connection,
the OECD’s Committee on Fiscal Affairs (“CFA”) embraced in its post-Ottawa agenda specific goals with
respect to consumption taxes, including agreement on international standards for the consistent
determination of the place of taxation for VAT purposes and the development of options for ensuring the
effective administration and collection of VAT as electronic commerce continued to evolve.

In the years following the Ottawa Conference, the CFA, working through its subsidiary bodies, notably
Working Party No. 9 on Consumption Taxes (WP9), in close consultation with the business community
through the Technical Advisory Group to WP9 (TAG), has developed a substantial body of guidance
directed at the VAT challenges of the digital economy. In addition, in connection with the OECD’s 2013
Action Plan on Base Erosion and Profit Shifting (BEPS), the OECD/G20 inclusive framework on BEPS has
produced substantial guidance in recent years with respect to Action 1, “Addressing the Tax Challenges
of the Digital Economy”. This includes the question of “how to ensure the effective collection of VAT/GST
with respect to the cross-border supply of digital goods and services”.
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The OECD policy framework thus results from an intense and inclusive policy dialogue over the course of
several years among tax authorities from OECD member countries and non-member economies and key
international and regional organisations. The core standards and principles are included in the International
VAT/GST Guidelines and in the 2015 Final Report on BEPS Action 1 “Addressing the Tax Challenges of
the Digital Economy”. These standards have been complemented with detailed technical guidance on the
design and implementation of mechanisms for the collection of VAT from non-resident online vendors; the
VAT treatment of online marketplaces and other digital platforms in the collection of VAT on online sales;
and the VAT treatment of the sharing and gig economy.

These OECD standards and recommendations for online sales of services and intangibles have already
been implemented in over 70 jurisdictions worldwide, including in Australia, Japan, the Republic of Korea,
New Zealand and Singapore, amongst others. An additional number of jurisdictions have implemented
reform to make non-resident vendors responsible for collecting VAT on supplies of services and intangibles
to consumers in their jurisdictions (e.g. Azerbaijan, Bangladesh, Indonesia, Tajikistan, Thailand and Viet
Nam). Several other jurisdictions are considering similar reforms. Very positive results have been reported
in respect of VAT revenue collection, compliance levels and reduction of competitive distortion between
traditional physical stores and online vendors (see subsection 1.5.1 and in particular Figure 1.18).

This subsection briefly summarises the standards and guidance reflected in the principal OECD
publications addressed in whole or in part to the VAT challenges of the digital economy. Sections 2, 3 and
4 explore this guidance through more comprehensive summaries and analysis. These publications are:

e OECD (2015), Addressing the Tax Challenges of the Digital Economy, Action 1 — 2015 Final
Report, OECD/G20 Base Erosion and Profit Shifting Project (“The BEPS Action 1 Report”) (OECD,
20151)

e OECD (2017), International VAT/GST Guidelines (“The Guidelines”) (OECD, 20172

e OECD (2017), Mechanisms for the Effective Collection of VAT/GST Where the Supplier Is
Not Located in the Jurisdiction of Taxation (“The Collection Mechanisms Report”) (OECD,
201713)

e OECD (2018), OECD/G20 Base Erosion and Profit Shifting Project: Tax Challenges Arising
from Digitalisation — Interim Report 2018: Inclusive Framework on BEPS (“The BEPS Interim
Report”) (OECD, 20184))

e OECD (2019), The Role of Digital Platforms in the Collection of VAT/GST on Online Sales
(“The Platforms Report”) (OECD, 2019s)

e OECD (2020), The Impact of the Growth of the Sharing and Gig Economy on VAT/GST Policy
and Administration (“The Sharing and Gig Economy Report”) (OECD, 2021s])

These publications address common or related issues but also reflect the evolution in the thinking with
regard to the specific issues addressed. They should be viewed holistically as addressing a common
“moving target,” although often with a focus on a particular issue (e.g. services and intangibles, low-value
imported goods, simplified tax compliance mechanisms, digital platforms, the sharing and gig economy,
etc.). The ensuing summary attempts to avoid unnecessary repetition by omitting descriptions of issues
that are addressed in the publication under consideration but that have already been described or that will
be described in connection with the discussion of another publication that considers the same issues.

1.4.1. The International VAT/GST Guidelines

The International VAT/GST Guidelines (Guidelines) provide specific recommendations for legislation to
ensure the consistent determination of the place of taxation of internationally traded services and
intangibles and to effectuate the effective collection of VAT on these supplies. The Toolkit summarises the
key features of the Guidelines in greater detail at subsection 2.1 and Annex A. The recommendations are
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designed to implement the destination principle by assigning taxing rights to the jurisdiction of consumption
and reflecting principles of VAT neutrality.

e For B2C supplies, the Guidelines recommend a place-of-performance rule for determining the
place of taxation for “on the spot” supplies and a rule based on the customer’s usual residence as
the place of taxation for other B2C supplies of services and intangibles.

e For B2B supplies, the Guidelines recommend a customer location rule for determining the place of
taxation, and they provide detailed guidance on the application of this rule in circumstances in
which the customer has establishments in more than one jurisdiction.

The Guidelines also provide a specific rule for international supplies of services and intangibles directly
connected with immovable property, namely, the jurisdiction in which the property is located, as well as an
evaluation framework to assess where further specific rules may be appropriate.

In addition, the Guidelines provide guidance with respect to the collection of VAT in the international B2C
context (explained in more detail in the Collection Mechanisms Report described below) and in the
international B2B context, where the “reverse charge” or self-assessment mechanism is recommended
when it is consistent with the design of the national consumption tax system. The Guidelines offer additional
guidance on the adoption of mechanisms to support the Guidelines in practice, including utilisation of
existing mechanisms for mutual co-operation and assistance, and information exchange between
jurisdictions.

1.4.2. Collection Mechanisms Report

The Collection Mechanisms Report provides guidance for jurisdictions in addressing the effective collection
of VAT on supplies of services and intangibles when the supplier is not located in the jurisdiction of taxation,
i.e. foreign suppliers upon whom the jurisdiction of taxation may have limited authority to enforce a
collection obligation. The Toolkit summarises the key features of the Collection Mechanisms Report in
greater detail at subsection 2.2. While the Guidelines generally recommend the “reverse charge”
mechanism, which imposes the VAT collection and remittance obligation upon the customer in the B2B
context, it is recognised that this is not usually a viable option in the B2C context. Accordingly, the
Collection Mechanisms Report and the Guidelines generally recommend the implementation of a
requirement for non-resident suppliers to register in the taxing jurisdiction and remit the VAT on supplies
of services and intangibles to private consumers there. It recommends the adoption of a simplified
registration and collection regime (“simplified compliance” regime in short) to facilitate compliance with
VAT obligations for non-resident suppliers in the B2C context.

While acknowledging that there is no one-size-fits-all approach to simplified compliance regimes for
collecting VAT from non-resident suppliers, the Collection Mechanisms Report reiterates and elaborates
upon the guidance in the Guidelines, providing a detailed examination of the policy considerations
informing the design of such a simplified compliance regime and a description of its main features. The
policy considerations include the scope of the simplified compliance regime (broad or targeted) as well as
questions bearing on all registration-based collection regimes (such as thresholds and the role of third-
party service providers). The Guidelines and Collection Mechanisms Report identify (and explore in detail)
the following features of a simplified compliance regime: registration procedures; input tax recovery
procedures; return procedures; payments; record-keeping; communications strategy; regularisation of
suppliers; and adequate lead-time. A key objective of a simplified compliance regime is to encourage
compliance by non-resident suppliers, by reducing the level of compliance burden compared to the burden
of full registration under a traditional VAT regime.
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1.4.3. BEPS Action 1 and Interim Reports in relation to imports of low-value goods

Although the Guidelines and the Collection Mechanisms Report focused on the VAT challenges of the
digital economy associated with international supplies of services and intangibles, OECD guidance has
also recognised the VAT challenges of the digital economy associated with the international supply of low-
value goods. The Toolkit outlines the OECD recommended policy framework for imposing and collecting
VAT on these supplies in Section 3. In particular, the BEPS Action 1 Report considers these challenges
and jurisdictions’ potential responses to such challenges. As noted below, the Platforms Report provides
detailed guidance on measures to enlist digital platforms in the effective collection of VAT on imported low-
value goods that are supplied by foreign businesses to private consumers in the jurisdiction of importation.

1.4.4. Platforms Report

The Platforms Report provides guidance for the implementation of robust measures to enlist digital
platforms in the collection of VAT on online sales of both services/intangibles and goods. The Toolkit
summarises the key features of the Platforms Report in greater detail at subsection 2.3.

In particular, the Platforms Report focuses on the designation of the digital platform as the legal supplier
for VAT liability purposes (“full VAT liability regime”) and the implications of such a regime for other
participants in the supply and for the VAT collection process. The report considers the functional criteria
and other factors relevant to determining whether digital platforms can be made subject to a full liability
regime; relevant information needs for platforms operating under such a regime; and VAT collection and
payment processes under such a regime. In connection with online sales involving the importation of low-
value goods, the report addresses the additional design considerations raised by the operation of the full
VAT liability regime for such sales. The report also considers other roles for digital platforms to support the
collection of VAT on online sales (information sharing, education of suppliers, etc.) and supporting
measures for efficient and effective collection of VAT on online sales.

1.4.5. Sharing and Gig Economy Report

The Sharing and Gig Economy Report provides comprehensive analysis and guidance to assist tax
authorities in designing and implementing an effective VAT policy response to the growth of the sharing
and gig economy (also known as “collaborative economy”). It analyses the key features of the sharing and
gig economy, its main business models; identifies the associated VAT challenges and opportunities; and
presents a range of possible measures and approaches to support an effective policy response in this
area. The report is complemented with an in-depth analysis of the business models in the currently
dominant sharing and gig economy sectors of accommodation and transportation.

Building on the analysis and guidance provided by the report, Section 4 of the Toolkit provides an overview
of the core components of a comprehensive VAT policy strategy for tax authorities in the APAC region to
consider in response to the growth of the sharing and gig economy, taking into account their own national
circumstances and policy priorities. It notably highlights the considerable role that digital platforms can play
in facilitating and enhancing VAT compliance in the sharing and gig economy, including in formalising
informal economy activity, through data-sharing and/or VAT collection in respect of the sharing and gig
economy activities that they facilitate.
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1.5. The Toolkit to assist reform

1.5.1. The recommended policy framework

In response to the identified VAT challenges associated with the digital economy and the potential need
for reform to address these challenges, the VAT Digital Toolkit for Asia-Pacific (APAC) provides detailed
guidance to assist APAC policymakers and tax authorities in the design and implementation of robust
policies for the application of VAT to digital trade. This policy framework builds on the internationally
recognised OECD guidance and the experience of jurisdictions that have already implemented it. The
Toolkit is not prescriptive, but rather provides advice on the possible approaches based on internationally
agreed standards and best practices. This Toolkit does not attempt to present VAT model legislation for
adoption by national jurisdictions. It instead presents internationally agreed central policy principles that
result from intensive dialogue and consultation among tax authorities worldwide and with the business
community. The OECD guidance is aimed at informing national legislation and providing recommendations
for the legal and administrative implementation of these principles.

For the application of VAT on digital trade, the Toolkit gives guidance on:
e The creation of the recommended policy framework;
e The administrative and operational implementation of this framework;
e Strategies to enhance and enforce compliance by non-resident online suppliers through a
modern risk-based compliance strategy and robust administrative co-operation.
The recommended policy framework presented in this Toolkit itself builds on three main pillars:

i.  Creating the legal basis for jurisdictions to assert the right to impose VAT on international digital
trade. This includes implementing internationally agreed standards for determining the “place of
taxation” for online sales of services and digital products by reference to the location of the
customer.

il. Ensuring the efficient collection of VAT on online sales services, digital products and goods from
non-resident suppliers through simplified VAT registration and collection mechanisms.

ili. Boosting the efficiency of VAT collection by requiring digital platform operators, which dominate
global digital trade, to collect and remit the VAT on sales carried out through their platforms.

Figure 1.17 below visualises these main areas of guidance given in the Toolkit, which form the
fundament for an efficient and effective application of VAT to digital trade. They are further reflected in the
structure of the Toolkit (as outlined in subsection 1.5.2).
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Figure 1.17. Applying VAT on digital trade — The Toolkit to assist reform
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Source: OECD analysis.

1.5.1.1. APAC jurisdictions that already align with OECD guidance

For tax policy officials from jurisdictions that have already incorporated, in whole or in part, these
recommended approaches into their national tax legislation, the principal remaining task is to assess the
scope and effectiveness of their existing national legislation. In undertaking this task, jurisdictions may
wish to evaluate the overall consistency of their VAT framework with these approaches, notably in
facilitating compliance and administration and in limiting opportunities for avoidance and evasion. When
tax policy officials identify deficiencies in their jurisdiction’s existing legislation, this Toolkit may be helpful
in identifying effective solutions, notably to minimise tax revenue losses, administrative burden on tax
authorities and disruption to businesses.

1.5.1.2. APAC jurisdictions considering reforms to align with OECD guidance

This Toolkit anticipates that many readers will be tax policy officials from jurisdictions that have not yet
incorporated (or are beginning to incorporate) components of OECD guidance into their national tax
legislation. Translating the guidance into effective national VAT legislation requires careful consideration
and a strong understanding of how a jurisdiction’s VAT framework currently operates. Sections 2, 3, and
4 of this Toolkit are of particular relevance to those jurisdictions that are in the early stages of the process
of developing a policy framework and corresponding legislation reflecting the OECD guidance. These
sections seek to provide advice as to how tax officials may approach this task as effectively and efficiently
as possible.

Jurisdictions that have not yet embraced OECD guidance may also benefit from reviewing the experience
of other jurisdictions that have been successful in adopting legislation that implements this guidance,
including the experience of other APAC jurisdictions. The Toolkit therefore provides a number of potentially
instructive examples. A strong note of caution is given, however, in order to acknowledge that it is very
unlikely that a jurisdiction can directly transpose legislation or operational procedures from another
jurisdiction into its own laws or operational framework without modification.
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Consistent approaches, including simple to use registration, returns and payment mechanisms, have
been shown to be very effective. At the time of writing of this Toolkit, over 70 jurisdictions worldwide
had already implemented the OECD standards and guidance for VAT on international B2C supplies of
services and intangibles. The implementation of these standards is yielding impressive results, as
illustrated by Figure 1.18. Figure 3.3 in subsection 3.2.2.1 shows equally impressive results for the
regimes that have implemented the OECD guidance for the collection of VAT on supplies of low-value
imported goods from online sales.

In their efforts to incorporate the guidance presented in this Toolkit into their legislative framework,
jurisdictions are strongly encouraged to develop an internal process of robust oversight and review of new
legislation by senior policymakers and government lawyers. They should also combine this with an open
and frank process of consultation with the business community.

Figure 1.18. Overview of revenue results for international B2C supplies of services and intangibles
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since implementation since implementation in the first two years since implementation
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1. South Africa expanded its regime for VAT collection by non-resident suppliers on international supplies of services and intangibles in 2019 to
include B2B transactions. This number thus includes certain B2B transactions on which the customer would have been able to reclaim the VAT
as input tax.

Source: OECD research.

1.5.2. Structure

Figure 1.17 illustrates the Toolkit’s structure that covers the recommended policy framework (Sections 2,
3, and 4), its administrative and operational implementation (Section 5), and the connected compliance
and enforcement strategies (Section 6). Checklists in Section 7 summarise and complement the guidance.

Section 2 of the Toolkit is devoted to the various components of the recommended policy framework for
the collection of VAT on international digital trade in services and intangibles. It concentrates on its three
main pillars, i.e. asserting taxing rights, effective collection of VAT, and the central role of digital platforms.
It further elaborates and assesses the specific aspects of implementing these recommendations into a
jurisdiction’s VAT system in the APAC context.

Section 3 examines the various components of the recommended policy framework for the collection of
VAT on imports of low-value goods from online sales by non-resident suppliers. The focus lies again on
the three main pillars mentioned above and the policy decisions to be taken by APAC jurisdictions.

Section 4 looks at the particular aspects of the sharing and gig economy and the recommended policy
framework in this specific context.
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Section 5 presents detailed guidance on the administrative implementation of the recommended policy
framework and on the creation of the necessary operational infrastructure. This includes the
implementation of a simplified compliance regime for non-resident online suppliers and digital platforms,
the development of an online portal for registration and payment of the VAT, and their integration into a
tax authority’s existing administrative and IT framework. Guidance is developed respectively on
internationally traded services and intangibles (including digital services and products), on imports of low-
value goods from online sales, and on the sharing and gig economy.

Section 6 advises on the implementation of an effective communication strategy and of robust tax
compliance risk management and enforcement strategies to ensure high compliance levels by non-
resident suppliers and digital platforms with their obligations under the recommended framework for the
application of VAT to digital trade.

Section 7 finally contains checklists that complement the analysis and guidance. They outline the main
aspects for tax policy officials and administrators to consider in making the necessary policy decisions and
in integrating these policies into their existing VAT and broader legal and administrative frameworks.
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2 The recommended policy
framework for international
supplies of services and
intangibles - in particular from
online sales

Section 2 of the VAT Digital Toolkit for Asia-Pacific provides a
comprehensive analysis of the recommended policy framework for the
collection of VAT on international digital trade in services and intangibles. It
provides concrete guidance for the implementation of the policy framework,
based on internationally agreed standards and best practices.
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In Brief

Key messages

Section 2 sets out the recommended policy framework for the collection of VAT on international digital
trade in services and intangibles. Together with Section 3, which focuses on the recommended policy
framework for low-value imported goods, Section 2 is primarily for the benefit of policymakers that are
tasked with developing a jurisdiction’s policy for the collection of VAT on international digital trade and
with designing the legislative framework for its implementation.

Asserting taxing rights for international supplies of services and intangibles

e The International VAT/GST Guidelines as the starting point. The Guidelines provide
internationally agreed standards and principles allowing jurisdictions to allocate and assert
taxing rights for VAT on international supplies of services and intangibles in accordance with the
“destination principle”. According to this principle, internationally traded services and intangibles
are subject to the VAT rules of the jurisdiction where their consumption takes place. This
provides the foundation for jurisdictions to establish an appropriately strong and internationally
consistent legal basis for imposing VAT on these supplies.

e Establishing taxing rights over international business-to-consumer (B2C) supplies of
services and intangibles by reference to the customer’s usual residence. Jurisdictions that
wish to impose VAT on internationally supplied services and intangibles to customers within their
jurisdiction must ensure that their VAT regime provides the appropriate rules for determining the
place of taxation of these supplies. In the context of international digital trade of services and
intangibles, tax authorities must ensure in particular that such a place-of-taxation rule allows
them to assert the right to levy VAT on services and intangibles purchased online by private
consumers from suppliers abroad. This is achieved by implementing the internationally agreed
principle for determining the place of taxation for these supplies by reference to the customer’s
usual residence. This notably covers all supplies that policymakers would typically define as
“online supplies” of services and intangibles or as supplies of “digital services” and “digital
products”. Exceptions to this principle may be appropriate in certain circumstances, but these
do not generally apply to digitally traded services and intangibles.

e Determining the customer’s usual residence. A customer’s usual residence can generally be
presumed to be where the customer regularly lives or has established a home. Jurisdictions that
adopt a place-of-taxation rule by reference to the usual residence of the customer are
encouraged to provide clear and consistent guidance on effective information elements (“indicia”
such as billing address, bank and credit card information, etc.) to support the determination of
the jurisdiction where the customer has its usual residence.

e Determining the place of taxation for business-to-business (B2B) supplies. For B2B
supplies of services and intangibles, standard guidance is to determine the location of the
customer by reference to the place where the customer has located its permanent business
presence. It is recognised that a jurisdiction’s VAT regime may not normally make a distinction
between B2B and B2C supplies. This will normally not prevent these jurisdictions from adopting
a rule for determining the place of taxation of services and intangibles by reference to the
customer’s location as recommended. Such a rule can specify, in legislation or in accompanying
guidance, that the location of a private customer is determined by reference to the customer’s
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usual residence, as set out above, and that the location of a business customer is determined
by reference to its permanent business presence.

Establishing an effective VAT collection mechanism

e Avendor collection regime supported by simplified registration and collection processes
is the recommended solution for the effective collection of VAT on B2C supplies of
services and intangibles supplied by a non-resident supplier. Under this regime, non-
resident suppliers are required by law to register for VAT in the jurisdiction where their customer
(private consumer) has its usual residence and to remit the VAT in that jurisdiction at the VAT
rate and in accordance with the rules of that jurisdiction. When implementing such a vendor
collection mechanism for non-resident suppliers, it is recommended that jurisdictions establish
a simple or simplified registration and collection regime (“simplified compliance” regime in short)
to facilitate compliance for non-resident suppliers and to maximise VAT collection.

o Atits most basic, an effective vendor collection mechanism for non-resident suppliers should
be simple to administer and to comply with for a non-resident business and provide the
appropriate safeguards to protect VAT revenues for tax authorities.

o Such a simplified compliance regime is ideally based on relatively basic electronic
processes, which have become increasingly accessible for most tax authorities including
those with limited administrative capacity, and limits compliance obligations to what is strictly
necessary for the effective collection of the VAT.

e Avreverse charge mechanism is recommended for the effective collection of VAT on B2B
supplies of services and intangibles by non-resident suppliers, where it is consistent with
the jurisdiction’s overall VAT design. Under the reverse charge mechanism, the liability to
pay the VAT is shifted from the non-resident supplier to the business customer in the jurisdiction
where this customer is located. The non-resident supplier is then relieved of the requirement to
VAT register for these supplies in the business customer’s jurisdiction. It is recognised that a
jurisdiction’s VAT regime may not normally distinguish between B2C and B2B supplies. This
Toolkit discusses the possible application of a vendor collection regime supported by simplified
compliance processes to both B2C and B2B supplies in such a context.

e Option to access and use standard VAT registration and collection processes.
Jurisdictions may often choose to operate a simplified compliance regime separately from the
standard registration and collection regime, without the same rights (such as input VAT recovery)
and obligations (such as full reporting). Some non-resident suppliers may however have a
legitimate need to register under the standard VAT registration regime, e.g. to recover VAT
incurred in the jurisdiction of registration. Jurisdictions may wish to allow such standard VAT
registration for non-resident suppliers but are advised to conduct enhanced due diligence and
validation checks upon these non-resident suppliers before providing authorisation.

o Potential for extending a simplified compliance regime to supplies of goods. Jurisdictions
that have implemented a simplified compliance regime for the collection of VAT on supplies of
services and intangibles by non-resident suppliers can consider extending its scope to supplies
of low-value imported goods by non-resident businesses. Section 3 analyses the extension of a
simplified compliance regime for non-resident suppliers to include supplies of low-value imported
goods in further detail.

Establishing a central role for digital platforms

e Enlisting digital platforms in the collection of VAT on online supplies. Given the central
role of digital platforms in digital trade, jurisdictions can significantly enhance VAT collection and
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administrative efficiency by enlisting these platforms in the collection of VAT on digital
transactions.

e Full VAT liability regime. Making digital platform operators liable for the VAT on supplies of
services and intangibles that non-resident online suppliers make through their platforms is the
most efficient and effective approach to collecting VAT on these supplies. Jurisdictions may
consider the advantages of extending such a regime to supplies of low-value imported goods by
non-resident suppliers and/or to domestic online supplies, or a subset of them, under certain
circumstances.

e Reporting requirements and other supporting measures. Jurisdictions may further consider
options for imposing information reporting requirements upon digital platforms, as well as related
educational responsibilities, to encourage and promote compliance by suppliers selling through
their platforms.
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The design of VAT as a broad-based tax on final household consumption requires in principle that the tax
applies equally to supplies made by resident and by non-resident businesses. A core objective of a
jurisdiction’s’ VAT rules seeking to tax international supplies of services and intangibles is therefore to
achieve an equal VAT treatment of supplies made by domestic and by non-resident suppliers to private
consumers in that jurisdiction.

Adopting and implementing an effective policy framework for the collection of VAT on supplies of services
and intangibles by non-resident suppliers increases VAT revenue and helps to ensure a level playing field
between domestic businesses and international competitors. In doing so, it can strengthen the integrity
and fairness of a jurisdiction’s tax system.

The Toolkit provides detailed guidance to assist policymakers and tax authorities in the design and
implementation of such a policy framework, building on the internationally agreed OECD guidance and the
experience of jurisdictions that have already implemented it, with impressive results as demonstrated in
subsection 1.5.1.

Jurisdictions in the APAC region such as Australia, Japan, the Republic of Korea and New Zealand were
among the first in the world to implement the OECD recommended policy framework for international
supplies of services and intangibles. Since then, many APAC jurisdictions have followed. Today, a
significant number of APAC jurisdictions have implemented VAT rules that are specific to the international
supplies of services and intangibles (see Table 2.1) with additional jurisdictions, like the Philippines®* and
Kazakhstan?®, proposing to introduce similar laws in the near future.

Through their reforms, these jurisdictions have responded to the VAT challenges caused by the growth of
international digital trade in services and intangibles (see subsection 1.3.1). The VAT Digital Toolkit for
Asia-Pacific (APAC) has been developed to support jurisdictions that consider similar reforms or seek to
further improve their current approach to the collection of VAT on internationally traded services and
intangibles, particularly in respect of supplies made by non-resident businesses.

Jurisdictions may find that the implementation of the recommended policy framework within an existing
VAT regime may not require a fundamental reform of their VAT system, but rather the introduction of a
mechanism to give effect to the destination principle for supplies of services and intangibles by non-
resident suppliers that allows them to levy the tax on such supplies made to customers within their territory.

24 Republic of Philippines, Department of Finance, Bureau of Internal Revenue, Revenue memorandum circular No.
60-2020 at
https://www.bir.gov.ph/images/bir_files/internal_communications 2/RMCs/2020%20RMCs/RMC%20N0.%2060-

2020.pdf.

25 The Law N0.382-VI, dated 10 December 2020, supplemented the Code of the Republic of Kazakhstan ‘On Taxes
and Other Obligatory Payments to the Budget’ (hereinafter - the “‘Tax Code’) with a new ‘Section 25. Features of
Taxation of Foreign Companies When Engaging in E-Commerce with Goods, Providing E-Services to Individuals’. See
more at  https://gratanet.com/publications/kazakh-approach-to-the-taxation-of-foreign-companies-engaged-in-e-
commerce-and-e-services.
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Table 2.1. VAT regimes for international supplies of services and intangibles in the APAC region

Rules specific to remote supplies by non-residents

B VAT regime o
. . Registration targeted at digital Registration
VAT introduction = Standard rate threshold for trade Rate threshqld for*
residents (Start date) non-residents
Australia 2000 10% >AUD 75 000 1/07/2017 10% >AUD 75 000
Azerbaijan 1992 18% >AZN 200 000 1/01/2020 18% none
Bangladesh 1991 15% >BDT 30 million 1/07/2019 15% or 5% >BDT 30 million
Goods:
Cambodia 1999 10% >KHR 125 million 454 oes 10% 1KHR
Services:
>KHR 30 million
Georgia 1993 18% >GEL 100 000 1/10/2021 18% none
India 2017 18% >INR 2 million 1/07/2017 18% none
Indonesia 1985 10% >IDR 4.8 billion 1/07/2020 10% >IDR 600 million
Japan 1989 10% >JPY 10 million 1/10/2015 10% >JPY 10 million
KEgtllse: 1977 10% hone 110712015 10% none
Malaysia*** 2018 6% & 10% >MYR 500 000 1/01/2020 6% >MYR 500 000
New Zealand 1986 15% >NZD 60 000 1/10/2016 15% >NZD 60 000
>SGD 1 million
(global turnover)
Singapore 1994 7% >SGD 1 million 1/01/2020 % and >SGD 100
000 (sales to
Singapore)
Chinese Taipei 1986 5% > NTD 40 000 110512017 5% >NTD 480 000
monthly
Tajikistan 1992 18% >TJS 1 million 21/01/2021 18% none
Thailand 1992 7% >THB 1.8 million 1/09/2021 7% >THB 1.8 million
Uzbekistan 1992 15% >UZS 1 billion 1/01/2020 15% none
Viet Nam 1999 10% none 1/01/2021 10% none

* “Registration threshold” refers to an annual turnover threshold unless otherwise indicated.

** Cambodia: Registration was already required as of 8 September 2021.

**Malaysia: On 1 September 2018, Malaysia reintroduced its Sales and Services Tax (SST) at a rate of 6% for services and 10% for the sale
of goods. The SST replaced the previous Goods and Services Tax (GST). Malaysia extended the tax system to cover foreign supplies of digital
services on 1 January 2020. Malaysia’s SST is administered by the Royal Malaysian Customs Department. See Guide on: Digital services by
Foreign Service provider (FSP) at https://mysst.customs.gov.my/IndustryGuides.

Source: OECD research.

2.1. Asserting taxing rights — Implementing the destination principle

Guide to subsection 2.1.
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2.1.1. Introduction: Place-of-taxation rules within the broader context of the International
VAT/GST Guidelines

This subsection of the Toolkit sets out the core recommendations for the design of effective VAT rules for
determining the place of taxation of internationally traded services and intangibles, in accordance with the
internationally agreed destination principle. These recommended rules and mechanisms are set out in the
Guidelines, which form the basis for this subsection. It further builds on the follow-up guidance developed
by the OECD to support the effective and consistent implementation of these standards and principles and
on the experience gained by the rapidly growing number of jurisdictions that have implemented these
standards and principles worldwide.

A comprehensive summary of the other main components of the Guidelines is set out in Annex A to the
Toolkit. The standards and recommendations for determining the place of taxation of internationally traded
services and intangibles, which are set out in Chapter 3 of the Guidelines, are closely connected with the
other core components of the Guidelines with which they form a coherent body. Tax policymakers and
administrators who are not yet familiar with the Guidelines may therefore wish to consult the summary of
the Guidelines in Annex A when considering the recommendations for the design of place-of-taxation rules
as set out in this subsection 2.1.

2.1.2. Determining the place of taxation in accordance with the destination principle

“For consumption tax purposes, internationally traded services and intangibles should be taxed
according to the rules of the jurisdiction of consumption”. This core principle lays the foundation for the
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standards presented in the Guidelines for determining the place of taxation for internationally traded
services and intangibles.

There is wide international consensus on the destination principle as the core principle for the application
of VAT to international trade. Under the destination principle, tax is ultimately levied only on the final
consumption that occurs within the taxing jurisdiction.

The application of the destination principle in VAT achieves neutrality in international trade. Under the
destination principle, exports are not subject to tax and exporting businesses are entitled to a refund of
input taxes (that is, exports are “free of VAT” or “zero-rated”). While international supplies are not taxed in
the jurisdiction of origin, the destination principle means that imports are subject to VAT (if any) in the
jurisdiction of destination on the same basis and at the same rate(s) as domestic supplies. Accordingly,
the total tax paid in relation to a supply is determined by the rules applicable in the jurisdiction of its
consumption, and all revenue accrues in principle to the jurisdiction where the supply to the final consumer
occurs.

In order to apply the destination principle to internationally traded services and intangibles, VAT regimes
must have mechanisms for identifying the jurisdiction of consumption by connecting such supplies to the
jurisdiction where the final consumption of the services or intangibles is expected to take place. VAT
regimes need place-of-taxation rules to implement the destination principle not only for B2C supplies,
which involve final consumption, but also for B2B supplies, even though such supplies do not involve final
consumption. B2B supplies are taxed under the VAT’s staged collection process, and, in this context, the
place-of-taxation rules should facilitate taxation of final consumption under the destination principle.

2.1.2.1. Distinguishing between B2C and B2B supplies of services and intangibles for
determining the place of taxation: An option but not a necessity?

The approaches used by VAT regimes to implement the destination principle for B2C supplies are often
different from those used for B2B supplies. This distinction is attributable to the different objectives of taxing
B2C supplies and B2B supplies: taxation of B2C supplies involves the imposition of a final tax burden,
while taxation of B2B supplies is merely a means of achieving the ultimate objective of the tax, which is to
tax final consumption.

Thus, the objective of place-of-taxation rules for B2B supplies is primarily to facilitate the imposition of a
tax burden on the final consumer in the appropriate jurisdiction while maintaining neutrality within the VAT
system. The place-of-taxation rules for B2B supplies should therefore focus not only on where the business
customer will use its purchases to create the services or intangibles that final consumers will acquire, but
also on facilitating the flow-through of the tax burden to the final consumer while maintaining neutrality
within the VAT regime. The overriding objective of place-of-taxation rules for B2C supplies, on the other
hand, is to predict, subject to practical constraints, the place where the final consumer is likely to consume
the services or intangibles in question.

In addition to the different objectives of the place-of-taxation rules for B2C and B2B supplies, VAT regimes
often employ different mechanisms to enforce and collect the tax for both categories of supplies. These
different collection mechanisms often influence the design of place-of-taxation rules and of the compliance
obligations for suppliers and customers involved in international supplies. In light of these considerations,
this Toolkit presents separate rules for determining the place of taxation for B2C supplies and for B2B
supplies. This should not be read, however, as an explicit recommendation for VAT regimes to distinguish
between B2B and B2C supplies in determining the place of taxation and in collecting VAT on international
supplies. The recommendation is to apply these different sets of rules when this is consistent with the
design of a jurisdiction’s VAT system, including where a regime distinguishes between B2B and B2C
supplies.
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2.1.2.2. The use of “proxies” for determining the place of taxation of internationally traded
services and intangibles is recommended

In theory, place-of-taxation rules should aim to identify the actual place of final consumption for B2C
supplies and the place of business use for B2B supplies on the assumption that this best facilitates
implementation of the destination principle. However, the Guidelines recognise that place-of-taxation rules
are in practice rarely aimed at identifying where final consumption or business use actually take place.
This is a consequence of the fact that VAT must in principle be charged at or before the time when the
object of the supply is made available for final consumption or business use. In most cases, at that time
the supplier will not know or be able to ascertain where such final consumption or business use will actually
occur. Accordingly, the primary objective for place-of-taxation rules is to predict with reasonable accuracy
the place where the services or intangibles are likely to be consumed or to be used for business purposes
while taking into account practical constraints. Ideally, such place-of-taxation rules should be simple and
practical for taxpayers to apply, for customers to understand, and for tax authorities to administer.

VAT systems therefore generally use “proxies” for the place of final consumption or business use to
determine the jurisdiction of taxation, based on features of the supply that are known or knowable at the
time that the tax treatment of the supply must be determined. The following subsections (2.1.3 and 2.1.4)
describe the internationally agreed general rules and corresponding proxies for identifying the place of
taxation of supplies of services and intangibles for both B2C and B2B supplies. Recognising that these
general rules may not always be considered appropriate for determining the place of taxation of
internationally traded services and intangibles in all circumstances, subsection 2.1.5 provides guidance on
the design of specific rules reflecting those specific circumstances, notably for services directly connected
to immovable property.

2.1.3. Determining the place of taxation for business-to-consumer (B2C) supplies

2.1.3.1. The jurisdiction of the customer’s usual residence: Place of taxation for services
and intangibles that can be supplied remotely

This Toolkit recommends the implementation of a rule for determining the place of taxation of
internationally traded B2C services and intangibles (including services and intangibles supplied online)
by reference to the customer’s usual residence.

The globalisation of the economy and the growing importance of digital trade have created challenges for
determining the place of taxation for B2C supplies of services and intangibles under traditional VAT rules,
as discussed in subsection 1.3.1 above. Traditional VAT rules have often determined the place of taxation
for B2C supplies of services and intangibles by reference to the supplier’s location or to the place of
performance. However, these traditional place-of-taxation rules are increasingly unlikely to accurately
predict the place of consumption now that services or intangibles can be supplied remotely by suppliers to
customers anywhere in the world without the need for these suppliers to have a physical presence in the
customer’s jurisdiction.?® This is particularly the case for digitally traded services and intangibles.

The place of the usual residence of the customer is generally considered to be a more appropriate proxy
for determining the jurisdiction of consumption for such B2C supplies of services and intangibles. It can
generally be assumed that services and intangibles that can be supplied remotely will ordinarily be
consumed in the jurisdiction where the customer has its usual residence. The OECD Guidelines therefore

26 The same generally also applies, for example, to supplies of services and intangibles that are likely to be consumed
at some time other than the time of performance, or for which the consumption or performance are likely to be ongoing.
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recommend that “the jurisdiction in which the customer has its usual residence” has the taxing rights for
B2C supplies of services and intangibles, as a general principle.

The “usual residence of the customer” is generally accepted as the most efficient and effective proxy for
predicting with reasonable accuracy the place where internationally traded services or intangibles are likely
to be consumed. Proxies based on “use”, “enjoyment” or “performance” are considered much less efficient
and leading to substantial practical implementation challenges as a basis for determining the place of

taxation of internationally traded and remotely supplied services and intangibles.

The Guidelines recognise, however, that the general rule by reference to the usual residence of the
customer may not be appropriate in all circumstances. In particular, it recommends the application of a
rule by reference to the place of performance for supplies that can in principle not be supplied remotely
(“on the spot” supplies; see subsection 2.1.3.2) and the application of a specific rule where a rule by
reference to the customer’s usual residence may not lead to a correct result (see subsection 2.1.5; e.g.
supplies connected with immovable property).

(i) Determining usual residence: Recommended criteria and indicia

A customer’s usual residence can generally be presumed to be where the customer regularly lives or
has established a home.

Customers generally cannot be considered to have their usual residence in a jurisdiction where they are
only temporary, transitory visitors (e.g. as a tourist or as a participant in a training course or a conference).?’

Jurisdictions that adopt the usual residence of the customer as a proxy are encouraged to provide clear
and consistent rules for determining that location. These rules should set out easily identifiable indicia
of usual residence. It is encouraged that non-resident suppliers be permitted to rely as much as possible
on information they routinely collect from their customers in the course of their normal business activity
and that can be processed in an automated way insofar as such information provides reasonably
reliable evidence of their customers’ place of usual residence.

In general, the information provided to the supplier by the customer may be considered as important
evidence for determining the jurisdiction of the customer’s usual residence. This could include information
collected within business processes (e.g. the ordering process), such as:

e The customer’s jurisdiction and (billing) address;
e The customer’s bank details, such as the location of the bank account used for payment;
e The customer’s credit card information, including the credit card Bank Identification Number (BIN).

If necessary, jurisdictions may require that the reliability of the information provided by the customer to the
supplier be further supported through appropriate indicia of residence. In some cases, such indicia might
be the only indication of the jurisdiction of the customer’s usual residence that the supplier has at its
disposal. Particularly in the context of digital trade where activities typically involve high-volume, low-value
supplies that rely on minimal interaction and communication between the supplier and its customer,
suppliers may often not be able to determine the customer’s place of usual residence on the basis of an

27 Jurisdictions that treat supplies to certain businesses (e.g. small enterprises or exempt businesses) as B2C supplies
should keep in mind that these businesses are not necessarily natural persons. Consequently, such jurisdictions may
have to adapt the concept of usual residence in these cases. The approach for determining the customer location for
B2B supplies as described in subsection 2.2.1 could be useful in this respect.
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agreement or on the basis of information provided by the customer. The available indicia are also likely to
vary depending on the type of business or product involved and to evolve over time as technology and
business practices develop. Useful indicia that are normally available to suppliers involved in online trade
include:

e The contact telephone number;
e Location of the customer telephone landline through which the service will be supplied;

e the Internet Protocol (IP) address?® of the device used to make the online purchase or to download
digital content;

e Mobile Country Code (MCC) of the International Mobile Subscriber Identity (IMSI) stored on the
Subscriber Identity Module (SIM) card used where a customer orders by mobile phone;

e The customer’s trading history, which could include information on the predominant place of
consumption, language of digital content supplied, or other commercially relevant information, such
as a loyalty card or subscription numbers.

Where the IP address is routinely used by a vendor to manage geographical restrictions on intellectual
property rights (e.g. when streaming movies or sports events), this may also serve as a useful basis for
identifying the customer’s location for VAT purposes. It should be noted, however, that where a purchaser
is using a virtual private network (VPN) to mask its IP address or to identify it as active in another
jurisdiction, this may lead to the incorrect conclusion about the place of the customer’s usual residence.
Therefore, jurisdictions should be aware of the risks of relying exclusively on an IP address in identifying
the customer’s usual residence.

Jurisdictions are encouraged to provide clear and realistic guidance for suppliers on what is required to
determine the place of usual residence of their customers for B2C supplies of services and intangibles.
Tax authorities may wish to consider the following specific approaches:

e Requiring that the supplier evidences its determination of the place of taxation on the basis of two
non-contradictory pieces of information/indicia as outlined above. Note, however, that emerging
international practice often considers one piece of information sufficient, especially for lower-value
transactions or small traders.

¢ Implementing a fall-back rule in cases where no or limited reliable information is available.

e Adopting safe harbour rules. Under such a provision, compliant businesses that generally comply
with the jurisdiction’s directives and have made reasonable efforts to do so, should expect
challenges only where there is misuse or abuse of the underlying evidence on which they rely.

e Moving from a transaction-based system for determining and validating the usual residence of the
customer to a systems-based validation approach.

Any guidance provided by the tax authorities will need to take account of the broader regulatory context,
particularly regarding data protection and the protection of personal privacy.

(ii) Specific observations for jurisdictions in the APAC region

A number of jurisdictions in the APAC region follow an approach by explicit reference to the customer’s
usual residence for remote supplies of services and intangibles, or for selected categories of these supplies
focusing especially on digital services and digital products, while others implicitly follow its logic in applying
VAT to internationally traded services and intangibles. Box 2.1 provides several examples.

28 An Internet Protocol address, also known as an IP address, is a numerical label assigned to each device (e.g.
computer, mobile phone) participating in a computer network that uses the Internet Protocol for communication.
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Box 2.1. Approaches for identifying customers’ usual residence in selected APAC jurisdictions

Thailand:* To determine whether an electronic service is used in Thailand, service providers or
electronic platforms can rely on the customer’s information that they routinely obtain in the normal
business activity to determine where the electronic service is used. Such information can be one of the
following:

e Payment information (e.g. credit card information, bank account details);
e Residence information (e.g. home or billing address);
e Access information (e.g. mobile country code of SIM card, IP address).

However, if such information is contradictory, the service providers or electronic platforms should obtain
at least two pieces of non-conflicting evidence of where the service is used.

Singapore:? “Overseas Vendors” are required to obtain and maintain at least two pieces of non-
conflicting evidence of their customers’ belonging status, based on the following three proxy categories:

e Payment proxy (e.g. credit card information based on BIN number, bank account details);
e Residence proxy (e.g. billing address, home address);

e Access proxy (e.g. mobile country code of SIM card, IP address, location of fixed land line
through which the service is supplied).

The two pieces of non-conflicting evidence should comprise one payment proxy, and either a residence
or access proxy. Where the payment proxy is not available, the overseas vendors are then required to
obtain two pieces of non-conflicting evidence consisting of a residence or access proxy.

Australia:® Two approaches are available to determine a consumer’s residence:

e Using information that businesses routinely collect as part of their normal business processes
(two pieces of evidence where fully automated systems are used);

e Personal information acquired from customers through interactions during the sales process (if
information from business systems does not produce a definitive conclusion).

Non-resident suppliers may also rely on conclusions they have reached about a customer’s residence
in another jurisdiction if that jurisdiction has rules similar to Australia’s for determining residence for
VAT purposes (e.g. New Zealand, Norway, and EU Member States).

1. Revenue Department of Thailand (2021), A Guide on VAT on Electronic Service Provided to Non-VAT Registrants in Thailand by Non-
resident Business Person at https://www.rd.go.th/fileadmin/download/eService.pdf.

2. Inland Revenue Authority of Singapore, e-Tax Guide GST Taxing Imported Services at https://www.iras.gov.sg/media/docs/default-
source/e-tax/etaxquide gst taxing-imported-services-by-way-of-an-overseas-vendor-registration-regime.pdf?sfvrsn=7b9b52a7_5.

3. Australian Taxation Office website at https://www.ato.gov.au/Business/GST/In-detail/Definitions/#Consumer.

Source: OECD research.

In the interest of legal certainty and transparency, it is recommended that jurisdictions include a clear proxy
for determining the place of taxation by reference to the customer’s usual residence in the “primary”
legislation whenever possible. Where legislation continues to include proxies based on “use”, “enjoyment”
or “performance”, these could be limited to apply to “on-the-spot” supplies or to circumstances where the
place for such “use”, enjoyment” or “performance” is readily identifiable. These specific rules can be
complemented with a place-of-taxation rule by reference to the customer’s usual residence for other
supplies of services and intangibles that can be delivered from a remote location and that, due to the nature

of their performance or delivery, are difficult or impossible to link to a specific physical location.
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A clear determination in the law for the place of taxation by reference to the customer’s usual residence
enhances international consistency. International consistency reduces risks of double taxation or
unintended non-taxation while at the same time leading to higher levels of compliance and reducing risks
of tax avoidance or tax minimisation caused by unclear or obsolete proxies. The adoption of a clear and
easy-to-apply proxy also enhances certainty for international businesses in making correct taxation
decisions, including for exporters to apply the zero-rating to outbound supplies.

2.1.3.2. The jurisdiction where the supply is physically performed: Place of taxation for “on
the spot” supplies

The “place of performance” is an appropriate basis for determining the place of taxation with respect to
B2C services or intangibles that are physically supplied and consumed at the same location (“on the
spot” supplies).

This recommendation is expressed in the OECD Guidelines, which provide that “the jurisdiction in which
the supply is physically performed has the taxing rights over B2C supplies of services and intangibles”
when these supplies:

e Are physically performed at a readily identifiable place, and

e Are ordinarily consumed at the same time as and at the same place where they are physically
performed, and

e Ordinarily require the physical presence of the person performing the supply and the person
consuming the service or intangible at the same time and place where the supply of such a service
or intangible is physically performed.

This recommendation essentially relates to the group of services that can normally not be supplied
remotely. Therefore, it generally does not apply to services or intangibles that can be supplied online.
Typical “on the spot” supplies are supplies of services that are physically performed on the person (e.g.
hairdressing, massage, beauty therapy, physiotherapy); restaurant and catering services; entry to cinema,
theatre performances, trade fairs, museums, exhibitions, and parks; and attendance at sports
competitions.

The place of physical performance of the supply is an appropriate proxy to determine the place of
consumption for such supplies. It provides a reasonably accurate indication of their place of consumption
and it is simple for suppliers to apply and for tax authorities to administer.

It is recognised that jurisdictions’ existing VAT regimes may often, explicitly by law or implicitly in practice,
determine the place of taxation for these types of “on the spot” supplies by reference to the location of the
supplier. The application of such a rule based on the supplier’s location for determining the place of taxation
of “on the spot” supplies will generally lead to the same result as a rule based on the place of performance.
These jurisdictions may decide to maintain their approach based on the supplier’s location for determining
the place of taxation of “on the spot” supplies. They could then focus their reform on supplies of services
and intangibles that can be made remotely, including online supplies of services and intangibles that can
typically be made by online suppliers to customers anywhere in the world without requiring a physical
presence in the customer’s jurisdiction. The place of performance or the supplier’'s location does not
provide an appropriate basis for determining the place of taxation of such remote supplies, as discussed
in the previous subsections.

In certain exceptional circumstances, the use of a specific place-of-taxation rule other than by reference to
the customer’s usual residence or to the place of performance may be justified for determining the place
of taxation of a B2C supply of services and intangibles. This is discussed in further detail in subsection
2.1.5.
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2.1.4. Place of taxation for business-to-business (B2B) supplies: The jurisdiction where
the business customer is located

It is recommended that the right to levy VAT on international B2B supplies of services and intangibles
be assigned to the “jurisdiction in which the business customer is located”.

Under the destination principle, taxing rights associated with internationally traded services and intangibles
are assigned to the “jurisdiction of consumption”. In the B2B context, however, there is no final consumption
at which the VAT is ultimately directed. B2B transactions are generally subject to VAT to allow the staged
collection process that should ultimately lead to a tax on final consumption by individuals in the jurisdiction
of consumption (see subsection 2.1.2.1). Accordingly, in the context of internationally traded B2B supplies
of services and intangibles, the place-of-taxation rules should facilitate the ultimate objective of the tax, by
adopting rules that facilitate the imposition of a tax burden on the final consumer by the jurisdiction of
consumption while maintaining neutrality within the VAT system. This can be achieved by assigning the
right to levy VAT on these supplies to the jurisdiction in which the business customer is located.

The underlying assumption to use the business customer’s location for determining the place of taxation
for international B2B supplies of services and intangibles is that it constitutes the appropriate proxy for the
place where the business customer can be expected to use its purchases for business purposes. As such,
it facilitates the flow-through of the tax burden to final consumers in accordance with the destination
principle.

The customer’s location is where the customer has located its permanent business presence (for a “single
location entity” or “SLE”). If a customer has establishments?® in more than one jurisdiction (“multiple
location entity” or “MLE”), the OECD’s Guideline 3.4 assigns the taxing rights “to the jurisdiction(s) where
the establishment(s) using the service or intangible is (are) located”. The Guidelines identify three
approaches for determining the establishment of an MLE that is regarded as using a service or intangible
and where this establishment is located:

e The “direct use” approach, which focuses directly on the establishment that uses the service or
intangible;

e The “direct delivery” approach, which focuses on the establishment to which the service or
intangible is delivered;

e The “recharge method”, which focuses on the establishment that uses the service or intangible as
determined on the basis of internal recharge arrangements within the MLE, made in accordance
with corporate tax, accounting or other regulatory requirements.

Each of the approaches may have its merits in particular circumstances and the Guidelines elaborate upon
each one of these in detailed Commentary.

Under certain exceptional circumstances, the use of a specific place-of-taxation rule other than by
reference to the customer’s location may be justified for determining the place of taxation of B2B supplies
of services and intangibles. This is discussed in further detail in the next subsection.

29 Registration for VAT purposes by itself does not constitute an establishment for the purposes of the Guidelines.
Jurisdictions are encouraged to publicise what constitutes an “establishment” under their domestic VAT legislation.
The Commentary of the OECD Model Convention and the BEPS Action 1 Report further underline that registration for
VAT purposes is independent from the determination of whether there is a permanent establishment (PE) for income
tax purposes. See further OECD (2017), “Commentary on Article 57, in Model Tax Convention on Income and on
Capital: Condensed Version 2017 at https://doi.org/10.1787/mtc_cond-2017-en.
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2.1.5. Specific rules for determining the place of taxation for B2B and B2C supplies

The general place-of-taxation rules for international B2B and B2C supplies of services and intangibles
set out above may not lead to the appropriate determination of the place of taxation in all circumstances.
In these particular cases, a specific rule that takes account of these circumstances may be better suited
to identify the appropriate place of taxation.

2.1.5.1. Evaluation framework for assessing the desirability of a specific rule

To further assist jurisdictions with the overall design of their place-of-taxation rules, the OECD Guidelines
provide an agreed framework for evaluating the desirability of any specific rules for determining the place
of taxation of international supplies of services and intangibles other than the general rules presented in
subsections 2.1.3 and 2.1.4. In particular, the Guidelines recommend a specific rule for supplies of services
and intangibles connected with immovable property (see subsection 2.1.5.2).

The general rules presented in subsections 2.1.3 and 2.1.4 determine the place of taxation for B2B and
B2C supplies of services and intangibles by reference to the customer’s location. A place of taxation rule
by reference to the place of performance is recommended as a general rule for B2C supplies of services
that cannot normally be supplied remotely (“on the spot supplies”). The evaluation framework presented in
the Guidelines, in Guideline 3.7, provides that jurisdictions may consider adopting a specific rule for
determining the place of taxation other than these general rules, when two conditions are met:

e The allocation of taxing rights by reference to those general rules does not lead to an appropriate
result under the criteria of (i) neutrality, (ii) efficiency of compliance and administration, (iii) certainty
and simplicity, (iv) effectiveness, and (v) fairness.

e A proxy other than the one identified by those general rules would lead to a significantly better
result when considered under the same criteria.

It may notably be appropriate to apply a place-of-taxation rule by reference to the place of physical
performance rather than by reference to the business customer’s location for B2B supplies of services and
intangibles that are typically made “on the spot” (e.g. restaurant services or access to events), just as for
B2C supplies. This relieves suppliers of such services of the compliance burden of having to distinguish
between final consumers and businesses when making their taxing decisions under the general rules, as
both B2B and B2C supplies of these services are then taxed by reference to the place of physical
performance. Such a specific rule might thereby lead to a significantly better result by comparison to the
application of the general rule for B2B supplies of services and intangibles under the criteria of the evolution
framework presented in the Guidelines.

It is recommended, however, that the use of specific rules be limited to the greatest extent possible.
Specific rules for determining the place of taxation of internationally traded services and intangibles
increase the risk of diverging approaches across jurisdictions, thereby increasing risks of double taxation
and unintended non-taxation.

2.1.5.2. Supplies directly connected with immovable property

Guideline 3.8 provides that for internationally traded supplies of services and intangibles directly connected
with immovable property, “the taxing rights may be allocated to the jurisdiction where the immovable
property is located”. This reflects and recognises the reality that many VAT regimes have directly or
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indirectly embraced place-of-taxation rules for services and intangibles by reference to the location of the
immovable property.3°

The Guidelines identify two categories of services or intangibles directly connected with immovable
property for which it is reasonable to assume that a specific rule by reference to the location of the
immovable property leads to a significantly better result than the general rules by reference to customer
location or place of performance:

e The transfer, sale, lease or the right to use, occupy, enjoy or exploit inmovable property; and

e Supplies of services that are physically provided to the immovable property itself, such as
constructing, altering and maintaining the immovable property.

The place-of-taxation rule by reference to the immovable property could be further extended to other
supplies of services and intangibles directly connected with immovable property, which have very close,
clear and obvious link or association with immovable property. The Guidelines suggest that jurisdictions
may use the evaluation framework presented in Guideline 3.7 to further assess the possible application of
a place-of-taxation rule by reference to the immovable property to these other supplies. These other
services and intangibles could, for instance, include services such as architectural services, which are not
physically performed on immovable property but that relate to clearly identifiable, specific immovable
property.

2.2. Establishing effective VAT collection mechanisms where the supplier is not
established in the jurisdiction of taxation

Guide to subsection 2.2.

Section Theme Page
2241 B2B supplies: The “reverse charge” mechanism 67
222 B2C supplies: Simplified VAT registration and collection regime 73

2991 The case for a simplified VAT registration and collection regime for non-resident 73
e suppliers

2.2.2.2. Recommended design features of a simplified VAT registration and collection regime 74

2.2.2.3. Scope of the simplified compliance regime: Types of supplies 76

2.2.2.4. Registration threshold for non-resident suppliers? 80

30 The qualifying phrase “directly or indirectly” is intended to recognise the distinction between VAT regimes that have
adopted specific place-of-taxation rules for particular types of supplies of services and intangibles, including those
relating to immovable property (e.g. in the European Union where the place of supply for services “connected with
immovable property” is “the place where the immovable property is located”) and VAT regimes (like Australia’s and
New Zealand’s) that often reach a similar conclusion based on an “iterative” approach to determining the appropriate
place of taxation.
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Section Theme Page
2.2.2.5. Role for intermediaries and agents? 81
2.2.2.6. Building an effective administration and operational infrastructure 82

2.2.1. B2B supplies: The “reverse charge” mechanism

For business-to-business (B2B) supplies of services and intangibles by non-resident suppliers, the
“reverse charge” mechanism is the recommended VAT collection mechanism when this is consistent
with the design of the jurisdiction’s VAT regime.

This particular guidance is aimed at tax authorities in jurisdictions whose VAT framework allows for a
distinction in the VAT treatment between B2C and B2B supplies, or which might consider VAT reform to
implement such a distinction.

Under the reverse charge mechanism, the customer accounts for any VAT due in its jurisdiction on the
services and intangibles it has purchased from a non-resident supplier, thereby relieving the non-resident
supplier of the obligation to be identified for VAT purposes and to account for the tax in the customer’s
jurisdiction in respect of this transaction. The customer typically achieves this by declaring the VAT due on
the supply received from the non-resident supplier as output tax in its own VAT return (see Figure 2.1).
The customer is entitled to input VAT deduction on this supply, typically in the same VAT return, to the
extent allowed under the rules of its jurisdiction. If the customer is entitled to full input VAT deduction on
the relevant supply, it may be that local VAT legislation does not require declaration of the output tax under
the reverse charge mechanism.

Figure 2.1. lllustration of operation of the reverse charge mechanism for international B2B supplies

Supply of service

|
|
|
|
VAT ch
Non-resident (no charged) | . .
supplier / " Resident business
customer

platform |
I Reports VAT on the
1 received supply as output
| VAT but no VAT payable if
| full right to deduct as input
| VAT*
| Tax
| Authority

Border

*The net effect between the business customer’s VAT liability and deductible input VAT on the received supply is neutral.

Source: OECD analysis.
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The adoption of the reverse charge mechanism helps to overcome challenges associated with the effective
collection of VAT on B2B supplies of services and intangibles “where the supplier is not located in the
jurisdiction of taxation”®! (see subsection 1.3.1 for more details on these challenges):

e The compliance burden is largely shifted from the non-resident supplier to the customer and is
minimised since the customer has full access to the details of the supply.

e The tax authority in the jurisdiction of the business customer can verify and ensure compliance
since that authority has enforcement jurisdiction over that customer.

e The compliance burden and administrative costs for non-resident suppliers are reduced as it is not
required to comply with tax obligations in the customer’s jurisdiction (e.g. VAT identification,
registration, audits, which would otherwise have to be administered, and translation and language
barriers) and not required to know the VAT rules necessary to assess the tax due (e.g. tax rate,
exemptions, etc.) in that jurisdiction.

e Revenue risks that can be associated with the collection of VAT from non-resident suppliers are
minimised for the customer’s jurisdiction.

e Cash-flow relief is provided to the customer.

In summary, the application of the reverse charge mechanism for B2B supplies of services and intangibles
ensures that non-resident suppliers are not unnecessarily drawn into a jurisdiction’s tax system, when the
business recipients of their supplies can instead report the transaction in their VAT return along with the
VAT that is due and deductible on this transaction. Because the net tax result of these transactions will
often be zero (i.e. where the customer has a full right to input VAT deduction), it reduces revenue risks for
the tax authority in the customer’s jurisdiction while allowing it to focus any audit activities on the resident
business customers of these transactions rather than on the non-resident suppliers.

Many, if not most, APAC jurisdictions that apply VAT to international services and intangibles operate a
reverse charge mechanism for B2B supplies. The following Table 2.2 summarises the treatment of B2B
supplies of services and intangibles by non-resident suppliers in the APAC jurisdictions that have
implemented rules to levy VAT on supplies of services and intangibles by non-resident suppliers.

Table 2.2. Treatment of B2B supplies by VAT regimes in the APAC region that apply VAT to
international supplies of services and intangibles

Implementation date of
VAT regime targeted at
digital trade

Rate for remote supplies
of services to consumers

Treatment of B2B supplies

Excluded (reverse charge available for non-

Australia 1/07/2017 10% creditable acquisitions, e.g. financial
supplies)*
Azerbaijan 1/01/2020 18% Reverse charge
Bangladesh 1/07/2019 15% or 5% Taxable
Cambodia 1/01/2022 10% Reverse charge
Georgia 1/10/2021 18% Reverse charge

31 The references to circumstances “where the supplier is not located in the jurisdiction of taxation” is embodied in the
official title of the Collection Mechanisms Report and is used in the Guidelines and other OECD guidance to refer to
cases “where the jurisdiction of taxation may have limited or no authority effectively to enforce a collection obligation
upon the supplier”. See Collection Mechanisms Report “Glossary of terms”.
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Implementation date of

Rate for remote supplies

VAT regime targeted at of services to consumers Treatment of B2B supplies
digital trade
India 1/07/2017 18% Reverse charge
Indonesia 1/07/2020 10% Vendor collection regime applies to both B2B
’ and B2C**
Japan 1/10/2015 10% Reverse charge on specific items

Excluded (reverse charge only for supplies

Republic of Korea 1/07/2015 10% received by VAT-exempt business)*
Malaysia*** 1/01/2020 6% Recipient is SST liable
E o e s
Singepare 10112020 ke hoaro nt et ol nput o e
Chinese Taipei 1/05/2017 5% Reverse charge

Tajikistan 21/01/2021 18% Withholding

Thailand 1/09/2021 % Reverse charge
Uzbekistan 1/01/2020 15% Reverse charge

Viet Nam 1/01/2021 10% Reverse charge

* For more detail, please see Box 2.3 below.

** Domestic business customer may claim an input tax credit if it informs the supplier of its name and tax identification number and this information
is stated in the VAT receipt. See Directorate General of Taxation (DGT) Regulation Number PER-12/PJ/2020, Chapter 3, Article 12.
**Malaysia: Malaysia Sales and Service Tax 1998.

Source: OECD research.

Jurisdictions that implement a reverse charge mechanism for B2B supplies of services and intangibles by
non-resident suppliers are advised to consider the following:

e Early communication and guidance. Jurisdictions that plan to introduce a reverse charge
mechanism should communicate this reform early in the process to all key stakeholders and
provide appropriate lead-time for them to implement corresponding systems changes.
Stakeholders include non-resident suppliers, domestic businesses, and accounting software
providers, among others.

e Clearly identify the categories of domestic business that are subject to the reverse charge
obligation.

o Jurisdictions may limit the application of the reverse charge to supplies made to VAT-registered
domestic businesses. They should then instruct non-resident suppliers to treat non-VAT-
registered businesses as private consumers (and to account for such sales under a simplified
compliance regime for international B2C sales if they have implemented such a regime).

o Tax authorities should clearly communicate to domestic businesses any other circumstances
in which the reverse charge does not apply. For example, the jurisdiction may prohibit the
application of the reverse charge mechanism in cases where other parties that are involved in
making the supply, such as a resident agent of the non-resident supplier, have a presence in
the taxing jurisdiction.

e Determining the customer status of a domestic purchaser. Non-resident suppliers will need
clear rules and guidance on the information and indicia that they should use for determining
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whether their customer is a business, which is subject to a reverse charge obligation, or a private
consumer, which does not have such an obligation. This could include general information in the
contractual arrangements between a supplier and its customer, notably for high-volume supplies
of services where it is impractical or even impossible to make the determination of a customer’s
status on a transaction-by-transaction basis. Box 2.2 below presents internationally agreed indicia
that can serve as an appropriate basis for determining the customer status of a purchaser of
services and intangibles from a non-resident supplier.

o Some jurisdictions provide assistance to non-resident suppliers in verifying their customers’
VAT status, for instance via an online tool that automatically validates customers’ VAT
registration or tax identification numbers in real-time. This can notably be provided through an
application programming interface (API) allowing suppliers to link their internal systems to an
electronic register of VAT registration numbers maintained by the tax authority in the taxing
jurisdiction. The Republic of Korea, for instance, provides the possibility for non-resident
suppliers of electronic services to verify their Korean customers’ business registration numbers
via a dedicated webpage.

What if a domestic business that is subject to a reverse charge obligation is charged VAT
by anon-resident supplier?

o Jurisdictions sometimes insist that the domestic business customer apply a reverse charge
regardless of whether the non-resident supplier charges VAT. The customer’s redress would
then be to seek a refund from the non-resident supplier.

o Jurisdictions could consider a concession to enable domestic business customers to recover
the input VAT that was inadvertently charged by non-resident suppliers in such cases in their
VAT return, perhaps limiting this concession to low-value and low-risk purchases (e.g. below a
specified materiality threshold).

o Subsections 5.2.5 and 5.2.9.4 discuss input VAT recovery and refunds more generally.

Waivers of the obligation to perform a reverse charge. Jurisdictions may decide to provide
further administrative relief to domestic business customers by removing the obligation to perform
a reverse charge if the customer is entitled to full recovery of input VAT on the supply. In this
situation, customers would implement a reverse charge only where they themselves make entirely
or partially exempt supplies or when they purchase services or intangibles for private/non-business
use. Examples of jurisdictions that follow such an approach are Australia, New Zealand and
Singapore. Box 2.3 below provides more detail on this approach.

Interactions between the reverse charge mechanism and the VAT registration threshold.
The VAT laws in certain jurisdictions, for instance Singapore,? require domestic businesses to
include the value of their purchases from non-resident suppliers (i.e. purchases that would normally
be subject to a reverse charge) in the calculation of their domestic VAT registration threshold. In
comparison, other jurisdictions like Australia do not.

Appropriate anti-abuse and penalty provisions to address fraudulent behaviour by
consumers who misrepresent themselves as businesses. These could include the
implementation of administrative penalties for private consumers falsely presenting themselves as
business customers to non-resident suppliers.

32 Singapore has a separate registration threshold for reverse charge supplies. A non-GST-registered business
customer that imports services exceeding SGD 1 million would be liable to register. On the other hand, a
non- GST- registered business customer that makes SGD 200 000 taxable supplies and imports services not
exceeding SGD 900 000 would not be liable for registration.
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Box 2.2. Indicia for determining the status of the customer: Indicative typology

e An identification number, such as a VAT registration number or a business tax identification
number indicating the business identity and registration of the customer; or

e A certificate issued by the customer’'s competent tax authority, which indicates the business
identity and registration of the customer; or

e Information available in commercial registers; or

e Commercial indicia that may provide a reliable indication of the status of the customer,
individually or in combination with other indicia. These may include:

o The nature or specific features of the supply, e.g. the supply of digitised music with no
entitlement to the embedded intellectual property rights might indicate that the customer is
not a business, whereas the supply of software that is licensed for business use across a
large number of networked computers would indicate that the customer is a business.

o The value of the supply, e.g. the high value of a software package could indicate that the
customer is a business.

o The customer’s trading history with the non-resident supplier. This may include records from
prior transactions which could provide information on the status of the customer.

o Digital certificates or identity certificates (i.e. electronic credentials that are used to certify
the online identity of their owner). These could serve to establish the status of the customer
particularly when they include specific information about the customer's VAT registration or
business tax status. The use of these certificates currently appears to be less widespread
among private customers than among businesses.

Source: OECD (2017), The Collection Mechanisms Report (OECD, 2017 3)).

Where a supplier, acting in good faith and having made reasonable efforts, is not able to obtain the
appropriate documentation to establish the status of its customer, jurisdictions could legislate or recognise
a presumption that the supply is made to a non-business customer, in which case the rules for B2C
supplies would apply. This may be particularly relevant for digital services and products where automated
solutions for determining customers’ VAT status are normally required due to the high volumes of low-
value supplies involved.

There are examples in the APAC region where there is no requirement to undertake a check on the validity
of a business customer’s VAT registration or tax identification number. Compliance obligations (and
associated consequences of providing incorrect numbers) in these jurisdictions fall upon the customer
rather than the supplier. In Thailand, for instance, non-resident electronic service providers and electronic
platforms are not required to verify the validity of the customers’ VAT registration or tax identification
number. However, service providers and electronic platforms are advised to consider the basic validity of
the number such as completeness of the number of digits or the reasonableness of the number.
Additionally, non-resident suppliers or platforms can also visit the Revenue Department’s website to verify
the validity of the customer’s VAT registration and tax identification number.3® In New Zealand, suppliers
are able to rely on the provision of an identification number as evidence of GST registration and are not
required to check its validity prior to determining not to charge GST on these supplies.

33 Revenue Department of Thailand (2021), A Guide on VAT on Electronic Service Provided to Non-VAT Registrants
in Thailand by Non-resident Business Person at https://www.rd.go.th/fileadmin/download/eService.pdf.
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Box 2.3. Waivers of the obligation to perform a reverse charge

A number of jurisdictions require a VAT-registered businesses to perform a reverse charge for services
or intangibles procured from a non-resident supplier only where it is not entitled to a full input VAT
deduction.

Australia: GST Exclusion? (supplies not connected with Australia)

B2B intangible supplies made to business customers in Australia by non-residents are normally
excluded from the GST law. However, a reverse charge rule can apply where a GST-registered
business receives a supply of intangibles or low-value goods from a non-resident supplier that is partly
of a private or domestic nature or is for the purposes of making GST exempt (input-taxed) supplies (e.g.
acquisitions made that will be used for making financial supplies in Australia).

Singapore: GST Exclusion with an option to fully reverse charge all supplies received from non-
residents?

Under Singapore’s GST regime, a GST-registered business that procures services from a non-resident
supplier is designated as a Reverse Charge Business when it is not entitled to full input tax credit. GST-
registered businesses that are entitled to full input tax credit may opt for the application of the reverse
charge mechanism for their purchases from non-resident suppliers.

Non-GST registered persons that procure services from non-resident suppliers are liable for GST
registration by virtue of the reverse charge rules if they satisfy the following conditions:

(a) They import services which are within the scope of reverse charge exceeding SGD 1 million in a
12-month period (under either a retrospective or prospective basis); and

(b) They would not be entitled to full input tax credit if they were GST-registered.
New Zealand: Zero rating?

Non-resident suppliers are not required to charge and remit GST on supplies to New Zealand GST-
registered businesses, nor are they required to provide tax invoices.

The remote supply of services may be subject to GST under a reverse charge mechanism only if a
resident who imports the services makes less than 95% taxable supplies and the services would have
been taxable if made in New Zealand. If so, the recipient of the services will have to account for output
tax and to the extent that the services are acquired for a taxable purpose, the GST can be recovered
as input tax.

Non-resident businesses can choose to zero-rate B2B supplies (that is, tax them at 0%) to allow them
to claim back New Zealand GST on the costs incurred in making these zero-rated supplies to GST-
registered businesses.

The Republic of Korea: VAT exclusion*

The Korean VAT-regime for electronic services supplied by non-resident suppliers to customers in
Korea excludes supplies of such services from its scope if they are made for the taxable or tax-free
business of a VAT registered business in Korea. These supplies of services by non-resident suppliers
are not subject to VAT in the Republic of Korea. This exclusion recognises that non-resident businesses
are unable to issue valid tax invoices in Korea and that there is no taxable benefit to the National Tax
Service due to input tax credit.

1. Australian Taxation Office, Reverse charge of GST on things purchased from offshore at https://www.ato.gov.au/business/gst/in-
detail/rules-for-specific-transactions/international-transactions/reverse-charge-of-gst-on-things-purchased-from-offshore/.
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2. Inland Revenue Authority of Singapore, e-Tax Guide on GST: Taxing imported services by way of reverse charge at
https://www.iras.gov.sg/error-pages/500.html?aspxerrorpath=/irashome/uploadedFiles/IRASHome/e-
Tax_Guides/GST%20Taxing%20imported%20services%20by%20way%200f%20reverse %20charge%20(2nd%20Edition).pdf.

3. Inland Revenue Department, Special report on GST on cross-border supplies of remote services at
https://taxpolicy.ird.govt.nz/publications/2016/2016-sr-gst-cross-border-supplies.

4. The Republic of Korea Legislation Research Institute, Article 53-2 (Special Cases concerning Supply of Services and Business
Registration by Foreign Entrepreneurs Providing Electronic Services) at
https://elaw.klri.re.kr/eng_service/lawView.do?hseq=53110&lang=ENG.

Source: OECD research.

2.2.2. B2C supplies: Simplified VAT registration and collection regime

2.2.2.1. The case for a simplified VAT registration and collection regime for non-resident
suppliers

It is recommended that jurisdictions:

e Assign the responsibility for the collection of VAT on supplies of services and intangibles
purchased by private consumers (B2C) from suppliers abroad, to the non-resident suppliers that
sell them or to the digital platforms that facilitate these supplies (“vendor collection”).

e Establish a simple or simplified registration and collection regime (“simplified compliance”
regime in short) for the non-resident suppliers and digital platforms that are required to collect
and remit the VAT on these supplies.

In contrast to B2B supplies, it is generally recognised that the reverse charge mechanism usually does not
offer an appropriate solution for collecting VAT on B2C supplies of services and intangibles from non-
resident suppliers. Tax authorities cannot realistically look to private consumers to remit VAT on their
purchases from non-resident suppliers, even though these private consumers are located in the jurisdiction
of taxation.

The highest feasible levels of compliance by non-resident suppliers and digital platforms (on the
involvement of digital platforms, see subsection 2.3) are likely to be achieved if compliance obligations in
the jurisdiction of taxation are limited to what is strictly necessary for the effective collection of the tax.
Appropriate simplification is particularly important to facilitate compliance for businesses faced with
obligations in multiple jurisdictions. Where traditional registration and collection procedures are complex,
their application for non-resident suppliers and digital platforms may lead to non-compliance or to certain
suppliers or platforms declining to serve customers in jurisdictions that impose such burdens. It is therefore
recommended that jurisdictions that choose to adopt a vendor collection regime to collect the VAT on B2C
supplies of services and intangibles by non-resident suppliers implement a simplified compliance regime
as presented in this Toolkit to facilitate compliance for these suppliers.

Jurisdictions whose VAT regime does not distinguish between B2B and B2C transactions (and for which
the application of a reverse charge would not be consistent with the design of the VAT system) could
consider applying the simplified compliance regime irrespective of the customer’s status. This could
provide a way to collect VAT on supplies of services and intangibles by non-resident suppliers without
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requiring separate approaches for business and other customers.®* To safeguard neutrality in these cases,
business customers should be granted an input VAT deduction under the same rules and conditions as if
they acquired the service or intangible from a resident supplier. The implementation of an appropriate risk
management strategy will be required, notably to ensure that input credits are not incorrectly claimed and
to identify situations where a claim is made for VAT that was fraudulently not remitted. Most jurisdictions
that provide a simplified compliance regime generally apply it only to B2C supplies.

2.2.2.2. Recommended design features of a simplified VAT registration and collection regime

The recommended core features of a simplified compliance regime for non-resident suppliers of services
and intangibles are outlined in Table 2.3 below. They aim to balance the need for simplification and the
need for tax authorities to safeguard VAT revenues. Subsection 5.2 discusses the administrative and
operational aspects of such a regime in further practical detail.

Table 2.3. Main features of a simplified registration and collection regime for non-resident suppliers

e  The information can remain limited to necessary details, which could include:

o Name of business, including the trading name;
Name of contact person responsible for dealing with tax authorities;
Postal and/or registered address of the business and its contact person;
Telephone number of contact person;
Electronic address of contact person;

O O O O O

Websites’ URL of non-resident suppliers through which business is conducted in
the taxing jurisdiction;
o National tax identification number, if such a number is issued to the supplier in the
Registration procedure supplier's jurisdiction to conduct business in that jurisdiction.

e The simplest way to engage with tax authorities from a remote location is by electronic
processes. An online registration application could be made accessible on the home page of
the tax authority’s website, preferably available in the languages of the jurisdiction’s major
trading partners.

e Jurisdictions should not make the appointment of a local fiscal representative compulsory
under a simplified compliance regime for non-resident suppliers, unless there are exceptional
circumstances for doing so.

e Aregistration for VAT purposes by itself does in principle not constitute an establishment for
the purposes of the recommended policy framework.

e  Taxing jurisdictions may limit the scope of a simplified compliance regime to the collection of
VAT on B2C supplies of services and intangibles by non-resident suppliers and digital

Input tax recovery (refunds) platforms without making the recovery of input tax available under the simplified regime.

e Input tax recovery can remain available for non-resident suppliers and digital platforms under

the normal VAT refund or registration and collection procedure.

34 South Africa is an example in this respect. See National Treasury of South Africa (2019), Explanatory
Memorandum: Regulations prescribing electronic services for the purpose of the definition of “electronic services” in
Section 1(1) of the Value-Added-Tax Act, 1991 at
http://www.treasury.gov.za/publications/other/Explanatory%20Memorandum-
Requlations%20prescribing%?20electronic%20services%20-%2018%20March%202019.pdf.

Electronic services that are supplied by a non-resident company to a resident company that forms part of the same
group of companies are excluded from South Africa’s VAT provided that the services are supplied exclusively for the
purposes of consumption by the resident company.
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e As requirements differ widely among jurisdictions, satisfying obligations to file tax returns in
multiple jurisdictions is a complex process that often results in considerable compliance
burdens for non-resident suppliers and digital platforms.

e Tax authorities can authorise non-resident businesses to file simplified returns, which would
be less detailed than returns required for local businesses that are entitled to input tax credits.
In establishing the requirements for information under such a simplified approach, it is
desirable to strike a balance between the businesses’ need for simplicity and the tax
authorities’ need to verify whether tax obligations have been correctly fulfilled. This information
could be confined to:

Return procedure o Supplier's or platform’s registration identification number;
o Tax period;
o Currency and, where relevant, exchange rate used;
o  Taxable amount at the standard rate;
o  Taxable amount at reduced rate(s), if any;

o Total tax amount payable.
e The option to file electronically in a simple and commonly used format is essential to facilitating
compliance.
e Taxauthorities should consider limiting the mandatory reporting period to a quarterly frequency
if this presents no significant compliance risks.

e Use of electronic payment methods is recommended, allowing non-resident suppliers and

digital platforms to remit the tax due electronically from abroad.
Payments o ) . i ) ) . )
e  Jurisdictions could consider accepting payments in the currencies of their main trading

partners.

e Jurisdictions are encouraged to allow the use of electronic record-keeping systems and remote
storage outside the jurisdiction.
e Jurisdictions can limit the data to be recorded to what is required to allow them to verify that
the tax for each supply has been charged and accounted for correctly and relying as much as
. possible on information that is available to suppliers in the course of their normal business
Record-keeping aciviy,
e This may include the type of supply, the date of the supply, the VAT payable and the
information used to determine the place where the customer has its usual residence.
e  Taxing jurisdictions may require these records to be made available on request within a
reasonable delay.

e  Jurisdictions may consider eliminating invoicing requirements for business-to-consumer
supplies that are covered by the simplified compliance regime, in light of the fact that the
customers involved generally will not be entitled to deduct the input VAT paid on these
supplies.

e Ifinvoices are required, jurisdictions may consider allowing invoices to be issued in accordance

Invoicing with the rules of the supplier's jurisdiction or accepting commercial documentation that is

issued for purposes other than VAT (e.g. electronic receipts).

e |tis recommended that the required information on the invoice remain limited to the data that
are necessary to administer the VAT regime, such as the identification of the customer, type
and date of the supply(ies), the taxable amount and VAT amount per VAT rate and the total
taxable amount. Jurisdictions may consider allowing such invoices to be submitted in the
language of their main trading partners.

e Jurisdictions are encouraged to make available online all information necessary to register and
Availability of information comply with the simplified compliance regime, preferably in the languages of their major trading
partners.
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e Jurisdictions are also encouraged to make accessible via the Internet the relevant and up-to-
date information that non-resident businesses are likely to need in making their tax
determinations. In particular, this would include information on tax rates and product
classification.

e Compliance for non-resident suppliers can be further facilitated by allowing such suppliers to
appoint a third-party service provider to act on their behalf in carrying out certain procedures,

Use of third-party service such as submitting returns.

providers
e This can be especially helpful for SMEs and businesses that are faced with multi-jurisdictional

obligations.

Source: OECD (2017), The Collection Mechanisms Report (OECD, 20173)).

As mentioned under “registration procedure” in Table 2.3 above, jurisdictions are encouraged not to require
the appointment of a local fiscal representative under a simplified compliance regime for non-resident
suppliers and digital platforms as such a requirement conflicts with the intent of a simplified registration
and compliance scheme to effectively promote willing engagement with tax obligations by making it easy
for non-resident businesses to comply. This is discussed in more detail at subsection 5.2.8 of this Toolkit.

2.2.2.3. Scope of the simplified compliance regime: Types of supplies

Jurisdictions that follow the recommendation to implement a simplified compliance regime for non-resident
suppliers and digital platforms will need to determine the categories of supplies for which VAT will be
remitted under the simplified regime as distinguished from the other categories for which the traditional
regime would normally apply (or for which a jurisdiction may decide not to implement a registration and
collection requirement). In general, one can identify two basic approaches to this issue: a broad approach
and a targeted approach.

Under a broad approach, the simplified compliance regime is used to collect VAT on B2C supplies of
services and intangibles by a non-resident supplier in general, i.e. irrespective of the type of supply or
the place-of-taxation rule that applies. Jurisdictions could thus use the simplified compliance regime to
collect VAT on any type of B2C supplies by suppliers that are not located in the taxing jurisdiction and
for which the jurisdiction has asserted the taxing rights.

An advantage of such a broad approach is that it reduces risks of uncertainty, complexity and possible
disputes that might result from implementing different tax treatments for different categories or types of
supplies. It reduces definitional questions and hence the need to define which types of supply are in and
out of scope. It also reduces the need to revise the rules whenever new types of supplies emerge and is
therefore likely to be more future proof than a limited approach, something that is typically relevant in the
digital economy. It is therefore likely to provide greater consistency in the tax treatment of similar types of
supplies. Overall, a broad approach is thus likely to reduce complexity and uncertainty for suppliers as well
as for tax authorities. Box 2.4 sets out examples of jurisdictions that have adopted a broad approach.

Jurisdictions that have adopted a broad approach generally note that it has greatly simplified the
communication and management of their reforms and more comprehensively addressed domestic
suppliers’ level playing field concerns. By comparison, jurisdictions operating a targeted approach can face
definitional challenges and these can, in turn, create difficulties for businesses that face the task of
determining which supplies are in and out of scope across multiple jurisdictions.
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Box 2.4. Jurisdiction examples: Broad scope of simplified VAT compliance regime

Australia defines the scope of application of its simplified compliance regime for supplies of services
and intangibles from abroad in its legal guidance as supplies of “services, rights or digital products to
an Australian consumer”.? This guidance does not confine the definition of services to those that are
of a distinctly “digital” nature and thus a wide range of services that non-resident suppliers can provide
remotely are in scope, including accounting, architectural designs, and legal advice, among other
services.?

New Zealand, in accord with its broad-based GST system, applies its simplified compliance regime to
a wide range of cross-border remote services. A “remote” service is defined as a service where, at the
time of the performance of the service, there is no necessary connection between the physical location
of the recipient and the place of physical performance. The definition includes digital services, such as
e-books, music, videos and software downloads, as well as non-digital services, such as general
insurance, consulting, accounting and legal services.

South Africa® determined that a targeted approach did not provide the certainty required to ensure
supplies of services and intangibles were taxed the same way irrespective of whether the supply
originated domestically or from abroad. South Africa amended its VAT laws accordingly to follow a
broader approach, replacing a previously defined list.

The European Union used to apply a targeted approach to determining the supplies that could be
reported under the simplified compliance regime (often referred to as “One-Stop-Shop”). Starting from
July 2021, the European Union has extended its simplified registration and collection regime for non-
resident suppliers to all B2C supplies of services and thus switched to apply a broad approach in this
respect.

Similarly, Singapore originally limited its “overseas vendor registration” regime to digital services only.
With effect from 2023, however, Singapore® will extend the regime to non-digital services, thus
changing to a broad approach.

1. Australian Taxation Office (2017), Goods and Services Tax Ruling - GSTR 2017/1 Goods and services tax: making cross-border supplies
to Australian consumers at https://www.ato.gov.au/law/view/document?docid=GST/GSTR20171/NAT/ATO/00001.

2. Australia makes an exception for non-resident digital platforms, which need to account for VAT only on digital services and products.
This is because remote supplies of services and intangibles by non-resident suppliers through digital platforms are overwhelmingly digital
in nature. However, it is not necessary for jurisdictions to restrict the VAT collection responsibilities of digital platforms in this manner.

3. National Treasury of South Africa (2019), Explanatory Memorandum: Regulations prescribing electronic services for the purpose of the
definition of “electronic services” in Section 1(1) of the Value-Added-Tax Act, 1991 at
http://www.treasury.gov.za/publications/other/Explanatory%20Memorandum-Regulations%20prescribing%20electronic%20services %20-
%2018%20March%202019.pdf.

4. For the place of taxation purposes, the European Union continues to apply a targeted approach.

5. Inland Revenue Authority of Singapore, e-Tax Guide on GST: Taxing imported services by way of reverse charge at
https://www.iras.gov.sg/irashome/uploadedFiles/IRASHome/e-
Tax_Guides/GST%20Taxing%20imported%20services%20by%20way%200f%20reverse%20charge%20(2nd%20Edition).pdf.

Source: OECD research.

By contrast, tax authorities may wish to choose an approach whereby a simplified compliance regime is
implemented only to cover those areas where there is a pressing need for such measures. They may thus
wish to avoid reforms and changes for both suppliers and the tax authority that may affect areas for which
there is no compelling need for change. In the end, it is for the tax authorities to carefully balance these
considerations. On the one hand, there is the potential advantage of implementing a broad approach in
minimising uncertainty with regard to the scope of a simplified compliance regime and minimising risks of
uneven treatment between supplies that are in and out of scope. On the other hand, there is the potential
disadvantage of extending simplification for supplies or suppliers when there is no need to deviate from
the regular registration and collection regime.
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A number of jurisdictions have chosen a targeted approach and limit the scope of their simplified
compliance regime to what can generally be described as “digital” B2C supplies of services and
intangibles by non-resident businesses.

These services and intangibles typically include:

e Digital content purchases such as downloads of e-books, videos, apps, games, music;

e Subscription-based supplies of content such as news, music, streaming of video, online gaming;

e Supplies of software services and maintenance such as anti-virus software, digital data storage
etc.;

e Licensing of content such as provision of access to specialised online content like publications and
journals, software, cloud-based systems, etc.;

e Telecommunication and broadcasting services.

Such an approach may be motivated by the objective of ensuring the effective collection of VAT on B2C
supplies in sectors where the risk of competitive distortion between domestic and non-resident suppliers
is considered most acute and where VAT revenue potential is considered to be the highest (e.g. because
of the scale of transactions). Box 2.5 sets out examples of jurisdictions that have adopted a targeted
approach.

Box 2.5. Jurisdiction examples: Targeted scope of simplified VAT compliance regime

Thailand:?! Electronic services refer to services including intangible property that are delivered over the
Internet or any other electronic network and the nature of which renders their service essentially
automated and impossible to ensure in the absence of information technology. Examples of such
electronic services include online games, mobile application services, and online advertising services.
Sales of newspapers, magazines, and textbooks in electronic form (e-book) are exempt from VAT.
Therefore, non-resident service providers of e-book and non-resident e-book platforms are not required
to register for VAT, file VAT returns, and pay VAT in Thailand.

Viet Nam:2 Are in scope of the simplified VAT compliance regime: the downloading or streaming of
media content, apps, e-books and online journals, e-learning, software-as-a-service provisions, gaming,
and online gambling; software services, including:

e Administration, warranty and maintenance of operations of software and information systems;

e Software quality counselling, assessment and evaluation;
e Software project counselling and formulation;
e Software valuation counselling;
e Software technology transfer;
e System integration;
e Assurance of safety and security for software products and information systems;
e Distribution and supply of software products;
e Other software services.
Japan:2 The “provision of electronic services” covers advertising on the Internet and the provision of

cloud services as well as consulting business via telephone and e-mail in addition to the provision of e-
books, music, and software via telecommunication networks, streaming media, apps, cloud-based
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services and online gaming, services that post online ads. Voice and data telephony services are
excluded.

The Republic of Korea®s legislation defines digital services as any game, audio or video file, software,
or other services, cloud computer services (from July 2019) prescribed by presidential decree
(hereinafter referred to as “digital services”), and upgrades of such, stored or streamed, which are
capable of being executed in a mobile communication terminal device, computer and similar, to
consumers in the Republic of Korea.

1. Revenue Department of Thailand (2021), A Guide on VAT on Electronic Service Provided to Non-VAT Registrants in Thailand by Non-
resident Business Person at https://www.rd.go.th/fileadmin/download/eService.pdf.

2. Article 9 of Decree 71/2021 guiding on the Law on Information Technology at http://www.gdt.gov.vn/wps/portal/english.

3. National Tax Agency of Japan, Revision of Consumption Taxation on Cross-border Supplies of Services at https://www.nta.go.jp/english/.
4. RSM (2018), South Korea’s VAT for electronically supplied services at https://rsmus.com/what-we-do/services/tax/indirect-tax/value-
added-tax/digital-services/south-korea-digital-services-vat.html.

Source: OECD research.

A distinct VAT treatment of supplies depending on their classification (e.g. digital vs. non-digital supplies)
is likely to create classification challenges for both tax authorities and suppliers. This is particularly true in
a digital environment, which is in constant evolution and is characterised by constant innovation leading to
continuous changes in business and delivery models and the emergence of new business sectors and
new types of services. In such an environment, it is often difficult for a non-expert to understand the key
characteristics of a supply and to classify it for VAT purposes as being in or out of the intended scope of
the simplified compliance regime (e.g. whether or not it is a “digital” service or intangible). It also requires
tax authorities to constantly monitor digital economy market evolutions, to ensure that the existing
classifications remain updated. The failure to do so may result in revenue losses (as new types of supplies
may not be captured) and competitive distortions. These classification challenges are likely to become
increasingly difficult for suppliers to manage, as more tax authorities implement simplified compliance
regimes and different classifications and definitions are implemented across jurisdictions. This is likely to
have a negative effect on compliance levels as a result of misclassification and the growing complexity
confronting suppliers with VAT obligations in multiple jurisdictions in a globalised digital economy.

To conclude, determining the scope of a simplified compliance regime requires consideration of a wide
range of factors including the existing domestic legal and economic context, the administrative and
technical capacities of the tax authorities and the constantly changing technological and commercial
environment. Both a broad and a targeted approach merit consideration.

It is anticipated, however, that a targeted approach may become increasingly difficult to operate over
time as new technologies and business models continue to emerge and the variety of services and
intangibles that non-resident suppliers can supply remotely to final consumers continues to increase.

The broad approach to defining supplies of services and intangibles that are in scope of the simplified
compliance regime has the advantage of minimising inconsistencies of treatment and maximising potential
VAT revenues. It also relieves tax authorities of the administrative burden of constantly updating and
policing a targeted definition of digital supplies. For these reasons, there is a trend towards a broad
approach to determining the scope among jurisdictions that have been asserting their taxing rights over
supplies of services and intangibles by non-residents (as illustrated in Box 2.4).

Whichever approach tax authorities may choose to implement, they are encouraged to:

e Provide clear and easily accessible communication on the supplies that are covered by the regime
in order to maximise certainty for both suppliers and the tax authorities.
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e Regularly review the efficiency and the effectiveness of the regime, including assessment of
whether its scope remains fit for purpose.

2.2.2.4. Registration threshold for non-resident suppliers?

Several jurisdictions have adopted registration thresholds in connection with VAT collection obligations
for non-resident suppliers of services and intangibles to minimise the risk of disproportionate
administrative burden and compliance costs for small and medium enterprises and tax authorities.

Approaches taken under simplified compliance regimes for non-resident suppliers of services and
intangibles in the APAC region vary significantly.3® They range from the absence of a registration threshold
for non-resident suppliers in Viet Nam, the Republic of Korea and Lao People's Democratic Republic to
Singapore’s dual threshold for non-resident suppliers of global revenues of more than SGD 1 million (nearly
USD 744 000) and revenues from supplies of “digital services” to Singaporean consumers of more than
SGD 100 000 (nearly USD 74 000). Australia (AUD 75 000/nearly USD 56 000) and New Zealand (NZD
60 000/nearly USD 42 000) take an approach for non-resident suppliers that aligns with the registration
threshold for domestic businesses, thus relieving tax authorities of the costs of administering smaller non-
resident suppliers that would provide minimal net revenue.

Jurisdictions can largely mitigate any perceived risks of forgoing revenue from sales made by non-resident
suppliers below a registration threshold through the adoption of a full VAT liability regime for digital
platforms. Under such a regime, VAT is collected from the digital platform operator on the individual
supplies by the large number of underlying suppliers that conduct their online business through these
platforms, including suppliers that are individually below the registration threshold. The Toolkit discusses
this in more detail at subsection 2.3.3.

The variation in approaches concerning the adoption of a registration threshold will often reflect
jurisdictions’ existing VAT framework, their policy objectives (e.g. revenue collection and/or ensuring an
even playing field between domestic and non-resident suppliers) and administrative capacity. A registration
threshold is particularly useful when jurisdictions have limited administrative capacity to manage possibly
significant numbers of micro and small suppliers that may lack the means and perhaps the willingness to
comply with VAT obligations abroad while representing only limited revenue risk. No or a very low
registration threshold may have a negative impact on compliance, in particular filing rates, as the number
of taxpayers may exceed the administrative capacity to enforce and monitor filing obligations, and thus
weaken a tax authority’s overall risk management process (Schlotterbeck, 201741j).

The introduction of thresholds deserves careful consideration, and a balance should be sought between
the desire to minimise administrative costs and compliance burdens for tax authorities and non-resident
suppliers and the need to maintain an even playing field between domestic and non-resident businesses.
Box 2.6 describes key policy issues for tax authorities to consider in implementing a threshold for a
simplified compliance regime for non-resident suppliers of services and intangibles.

35 For a full comparison of registration thresholds in OECD member countries, see:

OECD (2020), Consumption Tax Trends 2020: VAT/GST and Excise Rates, Trends and Policy Issues at
https://doi.org/10.1787/152def2d-en. Annex Table 2.A.5. Annual turnover concessions for VAT registration and
collection”, in Chapter 2: “Value-added taxes - Main features and implementation issues”, pages 90 to 94.
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Box 2.6. Registration thresholds under simplified compliance regimes - Issues to consider

Tax authorities may need to review the following key policy issues when considering the possible
implementation of a threshold in the context of a simplified compliance regime for non-resident suppliers
of services and intangibles.

e Neutrality issues: the potential impact of a threshold on the competitive position of domestic and
non-resident suppliers.

e Simplification issues: the potential reduction of compliance costs for non-resident businesses,
particularly for SMEs. The costs of registration may be prohibitive for SMEs in a jurisdiction
where it has low sales volumes.

e The impact on the efficiency and effectiveness of tax administration: this includes possible
reduction in administrative costs and increased efficiency for tax authorities that can focus their
attention on fewer taxpayers with higher tax liabilities.

e Efficiency of and limitations to enforcement: administrative co-operation agreements may limit
the recovery of tax claims to cases where the claim exceeds a certain amount.

e The determination of the level of the threshold, including whether it should be set at the same
level as the domestic VAT registration threshold.

e Which supplies are to be included in the threshold calculation (e.g. B2C and B2B supplies;
services and intangibles and low-value goods, e.g. where jurisdictions use a single simplified
compliance regime for both).

e The provision of clear guidance on the operation of the threshold.

e The implementation of anti-abuse measures and the associated costs for tax authorities, e.g. to
tackle avoidance by non-resident suppliers artificially splitting up their activities to remain below
a registration threshold.

e The treatment of occasional or unintended sales into a jurisdiction.
Source: OECD analysis based on OECD (2017), The Collection Mechanisms Report (OECD, 20173)).

2.2.2.5. Role for intermediaries and agents?

The collection of VAT on international supplies of services and intangibles can be further facilitated by
enlisting parties other than the suppliers that are involved in some way in the supply chain or execution of
the transaction, particularly those that are involved in a digital supply chain. Digital platforms, including
online marketplaces, are in principle best placed to facilitate the collection of VAT on digital supplies.
Subsection 2.3 provides further detailed guidance on the possible role of digital platforms in the collection
of VAT on digitally traded services and intangibles.

Jurisdictions could further facilitate compliance for non-resident suppliers by allowing them to appoint a
specialised third-party service provider to act on their behalf in carrying out certain procedures, such as
registration and submitting returns. See subsection 5.2.8 for further guidance.

In the past, when international transactions were relatively limited in number and individual transactions
involved relatively high amounts, jurisdictions often required the appointment of local fiscal representatives
to collect and remit VAT on behalf of non-resident suppliers. Despite the potential of such a fiscal
representative to facilitate tax collection and enforcement, the complexity of such an appointment has been
found to result in unintended consequences, such as the decision of non-resident suppliers (particularly
those with few sales or small profit margins) to restrict their trade with those jurisdictions or, in certain
cases, not to comply with VAT obligations in those jurisdictions. Experience further suggests that it has
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become increasingly difficult for non-resident suppliers to find third parties willing to act as fiscal
representatives, notably due to the greater complexity of international trade, the higher number and greater
diversity of businesses that are engaged in international trade and the possible liability risks involved.
These consequences merit careful consideration when designing a simplified compliance regime for non-
resident suppliers. See subsection 5.2.8.3 for more details.

2.2.2.6. Building an effective administration and operational infrastructure

The simplest way to engage with tax authorities from a remote location is most likely by electronic
processes, i.e. registration and collection processes delivered principally by electronic means, with minimal
requirements for physical movement of documentation. Such an approach can provide considerable
benefits to both tax authorities and taxpayers. Many tax authorities have taken steps to exploit the use of
technology to develop a range of electronic processes to support the operation of their simplified
compliance regimes including the development of dedicated web portals.

It is recognised, however, that tax authorities operate in varied environments and reliance on electronic
processes may differ depending on the existing infrastructure or capacity. For detailed guidance on the
creation and administration of the IT infrastructure, see subsection 5.3.

Section 5 of this Toolkit provides detailed practical guidance regarding the design and implementation of
a simplified VAT compliance regime. This guidance covers registration procedures, input VAT recovery/
refunds, return procedures, payments, record-keeping, invoicing, and lead-times.

Recommendations on effective communications strategies that should accompany the implementation of
a simplified VAT compliance regime as well as other compliance enhancement strategies are discussed
in Section 6 of this Toolkit.

2.3. Establishing a central role for digital platforms in the collection of VAT on
international supplies of services and intangibles

Guide to subsection 2.3.

Section Theme Page

2.3.1. Overview 83

The role of digital platforms in the digital economy and their potential to

232. support VAT collection 8

233. The full VAT liability regime for digital platforms 85

2.3.3.1. Overview of the full VAT liability regime 85

2332 Scope of a full VAT liability regime: Functional criteria to determine the eligible digital 88
platforms

2.3.33 Scope of a full VAT liability regime: Factors other than functional criteria 89

2.3.34. Information needs for digital platforms under a full VAT liability regime 90
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Section Theme Page
2335 VAT collection and payment processes under a full VAT liability regime 91
2.3.3.6. Overarching design considerations of a full VAT liability regime 91

Extending the simplified registration and collection regime to platforms that are subject

2337 to a full VAT liability regime %

2.34. Additional roles for digital platforms to support VAT collection 92
2.34.1. Data sharing obligations for platforms 92
2.34.2. Education of suppliers operating on digital platforms 95
2.34.3. Formal co-operation agreements 96
2.344. Digital platforms as voluntary intermediaries 96

2.3.1. Overview

Digital platforms facilitate a significant share of digital trade transactions globally and in the APAC region.
They have become increasingly popular among consumers in the region, having tailored their service
offerings to regional needs and appetites with a level of innovation that makes these digital platforms key
players in the future regional digital trade development. Marketplaces, particularly mobile application
stores, offer a range of popular services such as gaming, TV and music streaming, online gambling, dating,
software subscriptions, financial services, and online education services, among others.

As more people in the region gain access to digital networks through mobile connections and as digital
platforms further expand their presence across different sectors of the digital economy, the role of digital
platforms is expected to become even more prominent in the future (see subsection 1.2.2.2).

“Digital platform” is used as a generic term to describe the platforms that enable, by electronic means,
direct interactions between two or more customers or participant groups, typically buyers and sellers.
Digital platforms have two key characteristics: (i) each group of participants (e.g. online buyers and sellers)
are users and therefore customers of the platform in some meaningful way, and (ii) the platform enables a
direct interaction between these groups of participants (e.g. online sales of goods or services). Because
these platforms interact with multiple groups of users (e.g. online buyers as well as sellers), they are also
known as multi-sided platforms.¢ Online marketplaces are the typical examples of a digital platform. This
subsection generally focuses on digital platforms that are non-resident entities in the taxing jurisdiction.

361t may be useful to observe that a digital platform might also be viewed as including all forms of intermediation in a
supply, including an undisclosed agent model where a platform sells in its own name or acts as wholesaler, as well as
broadcasters that perform intermediation functions.
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This subsection first highlights the central role of digital platforms in digital economy growth and the
potential roles they may play in the collection of VAT on online sales. It then provides further detailed
guidance for the design of these roles, focusing in particular on:

e The full VAT liability regime;

e Information sharing obligations;

e Education of suppliers using digital platforms;

e Formal co-operation agreements; and

e Platforms operating as voluntary intermediaries.

2.3.2. The role of digital platforms in the digital economy and their potential to support
VAT collection

The growth of the digital economy has fundamentally changed the nature of sales and distribution in
business-to-consumer (B2C) trade. Where a consumer would traditionally make most of its purchases from
a local store, its first port of call is now often a website of a business that may be established in another
jurisdiction or increasingly a website operated by a digital platform that facilitates the online sales of large
numbers of individual suppliers.

Digital platforms allow businesses, particularly smaller businesses, to efficiently access millions of
consumers in what is now a global online marketplace. The number of consumers buying online has been
estimated to have exceeded two billion in 2020 (Statista, 202142)). The information in Figure 2.2 below,
which shows the share of the tax collected from digital platforms under Australia’s GST simplified
compliance regime for supplies of services and intangibles by non-resident suppliers, provides an
illustration of the importance of digital platforms in online trade and their relevance for the collection of VAT
on these supplies.

Figure 2.2. Australian GST reform on services and intangibles by non-resident suppliers —
Revenue collected from 1 July 2017 to 30 June 2020

AUD 1 183m

* 36% of revenue collected
by the top 5 platform
entities including fees to
use the platform and sales
by third parties.

* 85% of revenue collected
by the top 30 entities (top
10 platforms and 20
merchants).

Source: Australian Taxation Office.

The increasingly dominant role of digital platforms in digital trade offers significant opportunities to enhance
the efficiency and the effectiveness of VAT collection on the online supplies made by the large numbers of
individual suppliers that these digital platforms facilitate. Digital platforms generally are better positioned
than other third-party service providers to assist with the VAT collection process on the supplies that they
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facilitate because of their close connection with the supplier and the supply as well as their access to the
VAT-relevant information. Moreover, imposing VAT compliance obligations on the platform in principle
relieves the underlying non-resident suppliers from incurring the economic and administrative burdens of
having to comply with the associated VAT obligations in the taxing jurisdiction. Finally, digital platforms are
generally able to exercise a degree of economic control over non-resident suppliers, which can be used to
assert their compliance with VAT obligations, whereas tax authorities may have limited authority or
capacity to enforce VAT obligations on the large number of non-resident businesses selling online to
customers within their jurisdiction via the digital platforms.

2.3.3. The full VAT liability regime for digital platforms
2.3.3.1. Overview of the full VAT liability regime
A full VAT liability regime for digital platforms is the most effective and comprehensive means of

ensuring compliance with VAT obligations on the online sales that non-resident suppliers make through
these platforms.

Under a full VAT liability regime, the digital platform is designated by law as the supplier for VAT liability
and compliance purposes. The digital platform is solely and fully liable for assessing, collecting, and
remitting the VAT on the online sales that it facilitates, towards the tax authorities in the jurisdiction of
taxation in accordance with the VAT legislation of that jurisdiction.

Figure 2.3. Basic operation of the full VAT liability regime for digital platform

1.Sale

2. Supply for VAT

o collection purposes
Digital pp _______

platform

3. Normal input VAT :

deduction allowed . 5. Assess/collect and

remit VAT

Tax authority :
| 4, Purchase price :
(inclusive of tax)

Note: The sequence of numbers assigned in the diagram is for identification only. It is not intended to indicate the timing of a specific step in
chronological order.
Source: OECD (2019), The Platforms Report (OECD, 20195)).

Under a full VAT liability regime as illustrated in Figure 2.3 above, if a supplier (the “underlying supplier”)
makes an online sale (the “underlying sale”; see transaction (1) in the illustration) through a digital platform
to a customer in the jurisdiction of taxation, the platform is fully and solely liable for the VAT with respect
to that sale in the jurisdiction of taxation. The jurisdiction of taxation defines the conditions for the
application of the regime. The basic mechanics for the collection and payment of the VAT can be
summarised as follows:
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e The digital platform assumes VAT liability for the underlying sale as if it had made the sale itself (2).

e The underlying supplier is in principle relieved of any VAT liability on the underlying sale to avoid
double taxation.

e The full VAT liability regime should not have any impact on the right of the underlying supplier to
deduct any associated input VAT. It is up to the supplier’s jurisdiction to design the appropriate
mechanism to achieve that objective (3). This objective can be achieved by treating the supply by
the underlying supplier as if it is made to the digital platform, which is then presumed to have
supplied it onwards to the customer in the jurisdiction of taxation. Each of these supplies is then
subject to the appropriate VAT rules, including invoicing and reporting requirements. Such an
approach allows the underlying supplier and the digital platform to process the sale for VAT
purposes, including the deduction of the associated input VAT by the underlying supplier. It allows
the digital platform to enter an input transaction that corresponds to the output transaction into its
VAT account.

e Each of these supplies should be supported by the appropriate documentation covering the full
value chain for VAT auditing purposes, in accordance with the rules of the full VAT liability regime
in the jurisdiction of taxation. In this connection, jurisdictions are encouraged to adopt simplified
documentation and reporting requirements as appropriate.

e The customer can make the payment for its purchase, inclusive of VAT, either to the digital platform
or to the underlying supplier (4). If the payment is made to the digital platform, then the digital
platform will remit the VAT component to the tax authority in the jurisdiction of taxation. If the
payment is made to the underlying supplier, the digital platform will need to recover the VAT
component from the underlying supplier in order to remit it to the tax authorities in the jurisdiction
of taxation (5).

The primary policy motivation for tax authorities to consider introducing a full VAT liability regime for digital
platforms is to reduce the costs and risks of administering, policing, and collecting VAT on the ever-
increasing volumes of online sales by the ever-growing number of non-resident online suppliers. Tax
authorities effectively achieve this by drawing on the relatively limited number of platforms that currently
facilitate large shares of online sales and that are capable of complying with the VAT obligations with
respect to these sales. These administrative costs and risks are likely to be significantly lower than in
circumstances where VAT would need to be collected on individual sales from the large number (potentially
millions) of underlying suppliers, especially non-resident suppliers. At the same time, such a regime could
potentially reduce the compliance costs for the underlying suppliers who are likely to face multi-
jurisdictional obligations.

Several large economies, such as the European Union, Norway, and the United Kingdom have in some
form imposed full VAT liability regimes on digital platforms. In the APAC region, Australia, New Zealand
and the Republic of Korea were among the first jurisdictions to implement such a regime, and several
others have adopted a similar approach since then or are in the process of doing so (Box 2.7 below sets
out Australia’s primary legislation for such a full VAT liability regime for digital platforms as an example).
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Box 2.7. Example of primary legislation for full VAT liability for digital platforms facilitating B2C
supplies of services and intangibles by non-resident suppliers: Australia

In Australia, the Goods and Services Act 1999 provides the legal basis for the full GST liability of digital
platform operators on the supplies by non-resident suppliers selling through their platforms. These
provisions are presented here for illustrative purposes. This is not intended to suggest that these
provisions are translatable templates for model legislation. Indeed, it is crucial that tax officials
responsible for developing tax policy in their own jurisdictions ensure that they design laws that are
compatible with their domestic VAT legal framework and which they can integrate smoothly without
oversights and unintended consequences.

The relevant Australian provisions are situated primarily within the part of the Act entitled Chapter 4 -
The special rules, Part 4-2 — Special rules mainly about supplies and acquisitions, Division 84 - Offshore
supplies, Subdivision 84-B - Inbound intangible consumer supplies. As part of Subdivision 84-B:

e Section 84-55 Operator of electronic distribution platform treated as supplier, paragraph
(1), states:

‘If an inbound intangible consumer supply is made through an electronic distribution platform,
the operator of the platform, instead of the supplier, is treated, for the purposes of the GST law:
(a) as being the supplier of, and as making, the supply; and

(b) as having made the supply for the consideration for which it was made; and

(c) as having made the supply in the course or furtherance of an enterprise that the operator
carries on

e Subsection 84-55(4) qualifies 84-55(1) to explain the relatively limited set of circumstances in
which a digital platform would not be liable for GST as the supplier of the digital products sold
through it. This would include, among several other criteria, an agreement with the underlying
non-resident supplier explicitly acknowledging the latter's responsibility for collecting and
accounting for the GST due.

e Section 84-65 Meaning of inbound intangible consumer supply defines the relevant
inbound intangible consumer supplies to make it clear they encompass virtually all international
supplies of services and intangibles by non-resident businesses to Australian consumers.

e Section 84-70 Meaning of electronic distribution platform defines an electronic distribution
platform (EDP) to capture the business models of almost all digital platforms and online
marketplaces that enable third-party suppliers to make supplies of services and intangibles
(including ‘digital products’) to consumers through the platform. Where non-resident suppliers
generate sales through the platform, they must make and deliver the supplies to the consumer
by means of electronic communication in order for the platform to qualify as an EDP.

Source: Australian Government, A New Tax System (Goods and Services Tax) Act 1999, law as amended and in force on 1 October 2020,
at https://www.legislation.gov.au/Details/C2020C00334.

The following paragraphs outline a number of considerations that could facilitate and encourage
compliance by digital platforms under a full VAT liability regime and further mitigate their associated
compliance burdens and risks.
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2.3.3.2. Scope of a full VAT liability regime: Functional criteria to determine the eligible digital
platforms

It is reasonable to assume that a platform will be in a position to comply with the obligations imposed by a
full VAT liability regime only if the platform:

e Possesses or has access to sufficient and accurate information to make the appropriate VAT
determination, and

e Has practical means to collect the VAT on the supply.

One can consider that a digital platform will be effectively capable of complying with the obligations under
a full liability regime when it performs certain core functions, including at least one of the following:*’

e Controlling the terms and conditions of the underlying transactions (e.g. price, payment terms,
delivery conditions) and imposing these on participants in the supply (buyers, sellers, transporters).

e Involvement in the authorisation and processing of payments (either directly or indirectly through
arrangements with third parties, including collection of payments from customers and transmission
of payments to sellers).

e Involvement in the delivery process or the fulfilment of the supply (including influence over the
conditions of delivery; transmission of approval to suppliers and instructions to transporters; and
provision of order fulfilment services with or without warehousing services).

There are functions performed by platforms that by themselves will not be sufficient to bring them within
the scope of a full liability regime. In particular, if a digital platform only carries content, only processes
payments, only advertises offers, or only operates as a click-through referral platform, it may not be able
to comply with the obligations under a full liability regime. It may be appropriate to exclude such a platform
from the scope of a full VAT liability regime.

In delineating the criteria for determining digital platforms’ eligibility for a full VAT liability regime, tax
authorities may wish to consider the following broader policy concerns:

e Focusing on functions rather than on types of platforms or business models, because such an
approach is likely to be more future proof and to encourage greater consistency in the tax treatment
of platforms performing similar functions irrespective of the business and delivery models used.

e Addressing cases where more than one digital platform in a supply chain is eligible for a full VAT
liability regime, including the possible application of hierarchy rules.

e Undertaking regular review of platforms’ eligibility and suitability for a full VAT liability regime inlight
of technological and commercial developments to ensure their continuing efficiency and
effectiveness.

e Consulting with the business community for the design and effective operation of a full VAT liability
regime.

e Providing clear and easily accessible information, preferably online, on the criteria for determining
whether digital platforms fall within the scope of the full VAT liability regime.

37 For a practical example of how jurisdictions implement this approach to determining whether a digital platform
performs critical functions to make them fall within the scope of a full liability regime, please see:

EU Commission (2020), Explanatory Notes on VAT e-commerce rules, pages 17 to 21 at
https://ec.europa.eu/taxation_customs/system/files/2020-12/vatecommerceexplanatory 28102020 en.pdf.
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2.3.3.3. Scope of a full VAT liability regime: Factors other than functional criteria

Other factors that are likely to be important when designing the scope of a full VAT liability regime are the
following:

e The residence of the digital platform operator;

e The application to supplies by domestic underlying suppliers as well as to supplies by non-resident
underlying suppliers;

e The application to supplies of low-value imported goods as well as to supplies of services and
intangibles;

e The application to B2B supplies as well as to B2C supplies.

Residence of the digital platform operators. In principle, for supplies of services and intangibles it should
make no difference whether the digital platform is operated by a resident or by a non-resident of the taxing
jurisdiction. Consideration might nevertheless be given to the fact that enforcement may be more
challenging with respect to a digital platform operated by a non-resident, and tax authorities might consider
introducing additional (reasonable and proportionate) safeguards to reduce risks of hon-compliance where
appropriate.

Residence of the underlying suppliers. In principle, the introduction of a full VAT liability regime for
digital platforms may be directed primarily at the collection of VAT on sales by non-resident underlying
suppliers in recognition of the greater challenges of effectively enforcing VAT compliance obligations on
taxpayers that are not located in the jurisdiction of taxation. However, limiting the scope of the full VAT
liability regime to transactions involving non-resident underlying suppliers may create compliance
complexities for both digital platforms and tax authorities in distinguishing between domestic and non-
resident suppliers in the implementation of the full VAT liability regime. These considerations might support
the application of the full VAT liability regime to all relevant transactions regardless of the location of the
underlying supplier. There may however also be drawbacks to extending the full VAT liability regime for
platforms to sales by domestic suppliers, notably where the collection of VAT on supplies by domestic
suppliers is shifted to a digital platform that may be operated by a non-resident business. For a more
detailed evaluation of the application of a full VAT liability regime for digital platforms to supplies by resident
underlying suppliers, see Section 4 on the sharing and gig economy. Alternative roles for digital platforms
to support VAT collection from resident underlying suppliers (such as information sharing obligations or
education of suppliers) are discussed in subsection 2.3.4 below.

Services, intangibles and goods? In considering the appropriate scope of a full VAT liability regime for
digital platforms, jurisdictions must address the question of whether the regime applies to all supplies
(services, intangibles, and goods) carried out over such platforms; or to services and intangibles generally
but not to goods; or only to a subset of services and intangibles.

A number of jurisdictions have limited the scope of the full VAT liability regime to digital platforms that
intervene in what may broadly be described as remote “digital” or “electronic” supplies by non-resident
suppliers. Such an approach may be motivated by the objective of ensuring the effective collection of VAT
on supplies in sectors where tax revenue is considered to be most at risk while aiming to avoid changes
for suppliers and tax authorities in areas where there is no compelling need to deviate from the existing
collection regime.

Broadening the scope of this regime to cover other types of services that non-resident suppliers can deliver
remotely to consumers could be a logical extension, ensuring a broad tax base for VAT on international
supplies of services and intangibles, and minimising neutrality challenges. For example, such extension
might include accountancy, legal and consulting services, which non-resident firms can provide via the
Internet to consumers in a taxing jurisdiction.
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A rising number of jurisdictions have also adopted a full VAT liability regime for digital platforms as an
approach to increase the efficiency and the effectiveness of VAT collection on imports of low-value goods
(see subsection 3.3 for further details).

B2C and B2B supplies? When a jurisdiction’s VAT rules do not distinguish between B2B and B2C
supplies, the full VAT liability regime could apply to the collection of VAT on both categories of supplies
performed over a digital platform. However, where a jurisdiction’s VAT regime distinguishes between B2B
and B2C supplies a full VAT liability regime is normally not intended to serve as an alternative for a reverse
charge mechanism to collect VAT on B2B supplies of services and intangibles by non-resident suppliers
(see subsection 2.2.1).

When a jurisdiction distinguishes between B2B and B2C supplies for the collection of VAT on supplies of
services and intangibles by non-resident suppliers, it should provide clear practical guidance to digital
platforms on how they should distinguish between B2B and B2C supplies for the operation of the full liability
regime. In addressing this issue, jurisdictions are encouraged to rely on the guidance concerning the indicia
for determining customer status included in subsection 2.2.1 above.

Non-digital business models. Finally, jurisdictions could also consider adopting a broader definition of a
platform so as to encompass non-digital business models. For example, Australia’s platform rules apply
equally to goods that customers order by telephone, while New Zealand allows non-electronic platforms
facilitating supplies of goods to register as a VAT-liable digital platform (marketplace) subject to the tax
authority’s approval.

2.3.3.4. Information needs for digital platforms under a full VAT liability regime

To make the correct tax determination under the full VAT liability regime, digital platforms should in principle
be able to rely on information that is known, or can reasonably be obtained, at the time when the tax
treatment of the supply must be determined. While digital platforms may reasonably assume that underlying
suppliers selling through their platforms are businesses, other key information elements that may be
considered relevant for digital platforms to make correct VAT determinations under the full liability regime
include:

e Customer status (business or private consumer) if the taxing jurisdiction differentiates between B2B
and B2C;

e The nature of the supply;

e Elements to determine the place of taxation and the applicable VAT collection regime;

e VAT registration threshold, if applicable;

e The value of the supply and the applicable VAT rate;

e The taxing point, i.e. the time at which VAT liability arises in respect of the supply (see 2.3.3.5.
below).

Legal presumptions may help minimising risks for platforms that act in good faith. A presumption on the
status of the underlying parties could foresee, for instance, that a platform may treat the underlying supplier
as a business and the underlying customer as a consumer, unless it has information to the contrary (e.g.
tax identification number if it indicates that the customer is a business).*® Such safe harbour rules are
particularly helpful in the area of digital services and products where the high volume of low-value
transactions requires automated processes.

38 Presumptions of this kind are, for instance, contained in EU legislation (see Arts. 5d and 18(2) of the Council
Implementing Regulation (EU) No 282/2011).

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



|91

2.3.3.5. VAT collection and payment processes under a full VAT liability regime

A crucial element in the design of a full VAT liability regime for digital platforms is the definition of the taxing
point, i.e. the time at which the digital platform is required to account for the VAT on the supplies carried
out through its platform for which it has VAT liability. In principle, making this determination could give rise
to significant complexity for digital platforms, because they are required to account for the VAT on supplies
going through their platform without being the actual underlying supplier. A practical solution for this
problem is to define the taxing point at the time at which the confirmation of the payment is received by or
on behalf of the underlying supplier. This is the time at which the payment has been accepted or authorised
by or on behalf of the underlying supplier. This does not necessarily mean that the actual money transfer
has been made. The underlying supplier normally notifies the digital platform of the confirmation of the
payment, if the digital platform has not accepted or authorised the payment itself on behalf of the underlying
supplier.

Further detailed guidance regarding the payment process under the full VAT liability regime is set out in
subchapter 2.2.5 of the Platforms Report and in its annexes B and C.

2.3.3.6. Overarching design considerations of a full VAT liability regime

While the design of full VAT liability regimes is likely to differ across jurisdictions, tax authorities are
encouraged to ensure as much consistency as possible across jurisdictions. Consistency among
jurisdiction approaches is vital to achieving high compliance levels, notably by reducing compliance costs
and improving the quality and performance of compliance processes. This is particularly important for full
VAT liability regimes for digital platforms that are likely to be faced with multi-jurisdictional obligations with
respect to supplies that are carried out by third-party suppliers that they facilitate.

To achieve these consistency objectives, tax authorities are encouraged to consider the following
overarching policy design considerations when designing and implementing a full VAT liability regime for
digital platforms:

e Promote compliance by limiting VAT compliance obligations to what is strictly necessary.

e Publicise the introduction of the regime widely and provide adequate lead-time when introducing
the regime.

o Clearly define the VAT obligations of the underlying supplier, notably in its relationship with the
platform.

e Ensure that the full liability regime does not have any impact on normal VAT deduction rules for
underlying suppliers.

e Provide guidance on the operation of registration thresholds or sales thresholds, where such
thresholds have been implemented.

e Consider the need for safe harbour rules to limit compliance risks for platforms acting in good faith
and having made reasonable efforts to ensure compliance, particularly in relation to the information
on which platforms have based their tax determination.

e Consider trade-related issues.

e Take account of a range of additional policy design considerations focused on the operation of the

full VAT liability regime for online sales connected with an importation of low-value goods (see
subsection 3.3).

e Complement the design of the full VAT liability regime with robust international administrative co-
operation and the implementation of a risk-based compliance strategy as appropriate (see
Section 6).
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2.3.3.7. Extending the simplified registration and collection regime to platforms that are
subject to a full VAT liability regime

Jurisdictions are recommended to make their simplified compliance regime accessible to digital platforms
(in addition to non-resident suppliers) to carry out their VAT obligations under a full VAT liability regime.
The rules and requirements that apply to non-resident suppliers under a simplified compliance regime can
normally be applied equally to digital platforms on which a jurisdiction has imposed full VAT liability
measures.

Some digital platforms, however, may prefer to register under the standard VAT regime so that they can
claim input VAT deduction. This may be because such platforms can have a physical presence in the
jurisdictions to which they facilitate supplies, even if this presence encompasses only ancillary and
logistical services (e.g. proxy servers). Such a physical presence can help to facilitate engagement
between platforms and tax authorities in the jurisdiction of taxation.

Tax authorities should publish detailed guidance material on how they will administer the full VAT liability
regime for digital platforms. Several jurisdictions have published such guidance material®® so that platforms
and their advisors can comply with greater certainty and confidence.

2.3.4. Additional roles for digital platforms to support VAT collection

A range of possible additional or alternative roles for digital platforms can be considered besides the full
VAT liability regime to assist jurisdictions with the efficient and effective collection of VAT on online
supplies, particularly in respect of supplies that are not subject to a full liability regime.

These additional or alternative measures for enlisting digital platforms in the collection of VAT on the online
supplies that they facilitate include the following:

e Imposing information reporting or sharing obligations upon the platform.
e Encouraging or requiring platforms to educate the underlying suppliers that use their platforms.

e Entering into formal agreements with digital platforms based on the co-operative compliance
concept.

e Authorising platforms to operate as a voluntary intermediary for VAT collection on behalf of
underlying suppliers.

e Imposing clearly defined and proportionate joint and several liability upon platforms and their
suppliers, as well as other intermediaries, in cases where the underlying supplier has failed to
comply with its VAT obligations in the taxing jurisdiction.

2.3.4.1. Data sharing obligations for platforms

A jurisdiction could opt to introduce a legal obligation for digital platforms to provide the tax authority with
VAT-relevant information concerning the supplies by third-party suppliers that they facilitate, without
necessarily imposing a VAT liability or a collection obligation on the platform for these supplies. This could,
for instance, be considered as an option to enhance compliance by underlying suppliers, which will be

39 see Australian Taxation Office, Law Companion Ruling - LCR 2018/2: GST on supplies made through electronic
distribution platforms at https://www.ato.gov.au/law/view/document?docid=COG/LCR20182/NAT/ATO/00001;
Chilean Tax Administration, Circular N°42 at https://www.sii.cl//normativa_legislacion/circulares/2020/circu42.pdf;
Norwegian Tax Administration, Guidelines — VAT on e-Commerce (VOEC)

at https://www.skatteetaten.no/globalassets/bedrift-og-organisasjon/voec/quidelines---sell-charge-and-ship-goods-to-

norway.pdf.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022


https://www.ato.gov.au/law/view/document?docid=COG/LCR20182/NAT/ATO/00001
https://www.sii.cl/normativa_legislacion/circulares/2020/circu42.pdf
https://www.skatteetaten.no/globalassets/bedrift-og-organisasjon/voec/guidelines---sell-charge-and-ship-goods-to-norway.pdf
https://www.skatteetaten.no/globalassets/bedrift-og-organisasjon/voec/guidelines---sell-charge-and-ship-goods-to-norway.pdf

|93

aware that the platform will report VAT-relevant data concerning their activities to the tax authorities, and
to enhance the tax authorities’ visibility of the activities of suppliers via digital platforms that are not covered
by a full liability regime (e.g. potentially activities by domestic suppliers). In designing such a measure, a
tax authority will need to carefully consider the objective of introducing a reporting obligation (e.g. to
monitor, to prepopulate VAT returns, or to support compliance risk management) and what type of
information it needs to achieve that objective. The tax authority must determine to what extent it is
reasonable to seek such information from digital platforms, including whether the platforms can reasonably
be expected to have the requested information at hand and to have the human and technical resources to
process and transfer these data.

In general, tax authorities are encouraged to ensure that information sharing obligations for digital platforms
to support VAT collection on online sales are properly balanced against the overall policy objective of
avoiding undue compliance costs and administrative burden.

Scope and application of information sharing obligations. In determining the scope and application of
a reporting obligation for digital platforms, it is useful to consider whether this obligation is introduced as a
standalone measure or whether it supplements a full VAT liability regime or any other roles to support VAT
collection.

If the obligation is designed as a standalone measure, it is reasonable to impose it on all digital platforms
that have access to information that is considered relevant for VAT compliance purposes. In this case, the
information sharing obligation could apply to digital platforms that perform one or more of the following
functions:

e Play an integral role in the underlying supplies (typically online marketplaces);
e Connect buyers with sellers (incl. click-through or shopping referral platforms);
e Receive a fee, commission, or other consideration for listing items online;

e Process payments.

If, however, the obligation is introduced along with other requirements for digital platforms that may already
include a reporting obligation, such as a full VAT liability regime, it might be reasonable to limit the
application of any additional information sharing obligations to the digital platforms that are not already
covered by those other measures.

Because digital platform operators may be established outside the taxing jurisdiction, it should be
recognised that enforcing such an obligation against such non-resident platform operators may be
challenging. Accordingly, such an information sharing obligation is ideally combined with administrative
co-operation arrangements between jurisdictions. See subsection 6.8 and Annex A (in the subsection
summarising Chapter 4 of the International VAT/GST Guidelines) for further details.

Nature of the information that can be subject to a reporting obligation for digital platforms. Digital
platforms are capable of collecting a vast amount of data. It is reasonable to require digital platforms to
report information that is available to them in the normal course of their business activities and that is
proportionately relevant for VAT compliance purposes. Specifically, this would comprise information
necessary to satisfy the tax authorities that the VAT for a supply has been charged and accounted for
correctly by the underlying supplier. Box 2.8 below outlines the core information elements that tax
authorities may reasonably require to be shared.
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Box 2.8. Potential information elements that tax authorities may require from digital platforms

e The identification of the supplier, including the tax identification number;
e The nature of the supply;

e The date of the supply;

e The value of the supply;

e The VAT amount and rate;

e The customer location;

e Information used to determine customer location;

e The payment service provider;

e An invoice or other document issued to the customer.

For platforms that have underlying suppliers of low-value goods:
e The shipping agent;

e The shipping address;

e The fulfilment warehouse, if any.

Source: OECD analysis.

On request or periodically and systematically. Under an obligation to provide information on request,
a jurisdiction requires the digital platform to retain records of the supplies that are subject to VAT in that
jurisdiction and to produce such information upon request.*® Under a systematic reporting requirement, a
digital platform is required to systematically provide specified information on a periodic basis. Both
approaches can be combined, e.g. by requiring a digital platform to periodically report aggregated data per
underlying supplier for risk analysis purposes with the possibility for the tax authority to require the
transmission of transaction-based data upon request in specific cases, for instance, if needed for audits of
identified risk cases.

General policy and design considerations for information sharing obligations. The following policy
and design considerations may inform a tax authority’s approach to information sharing obligations
imposed on digital platforms:

¢ ldentifying in advance the information that is relevant and that digital platforms can reasonably be
expected to report to the tax authority to meet this authority’s policy objectives.

e Striking an appropriate balance between the information requirement and the policy objective to
avoid imposing undue or disproportionate compliance burdens.

e Considering the broader regulatory context, e.g. as regards the protection of privacy and personal
data, trade secrecy law, limitations of access to information held in other jurisdictions.

e Ensuring that information requested is not available by other means.

40 For instance, the Republic of Korea has announced that effective from 1 July 2022, for supplies of electronic
services, non-resident suppliers will be required to maintain electronic service transaction details for five years after
the due date of the final VAT return and to submit a transaction statement within 60 days of receiving a request from
the Commissioner of the National Tax Service (NTS).
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e Provision of clear guidance on the practical aspects of the information obligation (content, form,
and frequency).

e Allowing for appropriate lead-time in implementing the information sharing obligation.

e Ensuring that the necessary administrative capacity, including IT infrastructure, is available to
effectively receive, store and process bulk data, recognizing that information requirements for
digital platforms will often involve large volumes of data on large numbers of transactions often with
a low individual value.

e Ensuring that data collected are used efficiently to boost compliance.

e Sharing data across agencies, including with customs authorities, to facilitate their utilisation across
taxes.

e Ensuring that the information collected from digital platforms can be used to support the
international administrative co-operation.

2.3.4.2. Education of suppliers operating on digital platforms

Experience suggests that the availability of readily accessible and easily understood guidance for
taxpayers benefits compliance levels, particularly in jurisdictions that are using simplified registration and
collection mechanisms for the collection of VAT from non-resident suppliers. It can be difficult in practice,
however, for tax authorities to directly reach out to the potentially large numbers of non-resident businesses
selling online to customers in their jurisdiction.

Because many of these online suppliers use digital platforms to access the global market, there is an
opportunity to use these platforms as communication channels to provide accurate and timely information
to these suppliers on their VAT obligations. It is notable that several digital platforms have spontaneously
taken initiatives to communicate with their underlying suppliers about these suppliers’ VAT obligations in
the various jurisdictions where they make online sales, including through online forums for suppliers where
information on tax and other regulatory issues is shared.

Ideally, non-resident suppliers should have easy and online access to all the necessary information
concerning their VAT obligations in the jurisdiction of taxation in one place, e.g. through a dedicated web
portal. This increases the efficacy of communication and facilitates the regular updating of the information
by the tax authorities. Itis recognised, however, that tax authorities may not always have the administrative
and technological capacity to provide or manage information in such a manner and to keep it updated and
accessible to suppliers worldwide. The capacity of digital platforms to communicate with the often large
numbers of suppliers that sell through their platforms offers a unique opportunity to tax authorities to use
these platforms for the dissemination of information on these suppliers’ VAT obligations. This could include
the provision and dissemination of guidelines, direct messages concerning notifications of changes in
obligations, the organisation of webinars, and the provision of information and guidance via the online
forums that certain platforms make available to their underlying suppliers.

The following general design considerations are relevant to the role that platforms may play in educating
online suppliers:

e The education role should be designed to supplement rather than replace existing communication
strategies employed by tax authorities.

e Platforms should be able to rely on the information provided by tax authorities in communicating
with their underlying suppliers.

e Tax authorities should inform digital platforms of any changes to the information to be provided to
underlying suppliers in a timely manner.

e Tax authorities should engage proactively with digital platforms in addressing questions raised by
underlying suppliers.
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2.3.4.3. Formal co-operation agreements

A further option that can be considered by tax authorities is to enter into formal agreements with digital
platforms based on the co-operative compliance concept. These agreements can combine a variety of
measures and approaches to involve digital platforms in supporting VAT compliance in respect of the
online sales that they facilitate. This typically includes information sharing (periodic and spontaneous) and
education, including using the platform as a conduit to communicate with underlying suppliers on
compliance obligations, etc. It can also encompass mutual obligations for tax authorities and platforms to
alert one another to instances of fraud, and platforms responding quickly to notifications by a tax authority
where underlying suppliers are found to be in breach of their VAT obligations. Formal co-operation
agreements are discussed in more detail in subsection 6.6 of this Toolkit.

2.3.4.4. Digital platforms as voluntary intermediaries

Tax authorities can consider allowing digital platforms to act voluntarily as a third-party service provider on
behalf of underlying suppliers (i.e. businesses that carry out supplies through their platform). This could
notably be relevant in cases where a platform is considered liable for certain supplies but not for others
(see below). This provision could benefit the efficiency of compliance for both the platform and the
underlying supplier.

Scope of a voluntary intermediary role. When considering the introduction and the scope of a measure
allowing a platform to act as a voluntary intermediary for VAT compliance, the core question is whether
such an arrangement is likely to lead to a more efficient and effective VAT collection. An arrangement
whereby a trusted platform operator with a positive compliance history voluntarily agrees to collect the VAT
or to assume VAT liability on behalf of potentially large numbers of suppliers that operate through its
platform, could achieve such an objective.

A jurisdiction could for instance allow such an arrangement to operate as complementary to the full VAT
liability regime, applying it to transactions not covered by that obligation. A jurisdiction could also consider
a voluntary intermediary model to be useful as an intermediate step pending the coming into effect of a full
VAT liability regime.

General policy and design considerations for a voluntary intermediary arrangement. The principal
design and policy considerations when introducing and designing a measure authorising digital platforms
to opt for a voluntary intermediary role include the following:

e The scope for such a voluntary intermediary arrangement should be clearly defined.

e The digital platform’s voluntary intermediary role should be clearly reflected in an agreement
between the digital platform and its underlying suppliers.

e Considering that the arrangement is voluntary and that it has the potential to enhance VAT
compliance for the supplies in its scope, tax authorities may wish to incentivise digital platforms to
opt for such a voluntary intermediary role by ensuring that compliance is made sufficiently easy
and simple (e.g. by providing the necessary information, responding to questions and helping
digital platforms to address challenges in implementing and operating the arrangement).

e Where a simplified registration and collection regime is applied for non-resident suppliers, this
regime should also be accessible to a digital platform that chooses to operate as a voluntary
intermediary for its underlying suppliers.

e Itis essential that a tax authority has the means to verify that the platform has taken responsibility
for its obligations under a voluntary intermediary role and that the VAT has been, or will be,
accounted for.

Intermediary for domestic underlying suppliers. As discussed in subsection 2.3, limiting the scope of
a full VAT liability regime to transactions involving non-resident underlying suppliers can create compliance
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complexities for both digital platforms and tax authorities, in having to determine whether supplies have
been made by domestic or non-resident suppliers to ensure their correct VAT treatment. Some
jurisdictions, like Australia,*! therefore provide the option for a digital platform operator under certain
circumstances to treat all digital products and digital services supplied through its platform as within the
scope of its full VAT liability obligation, regardless of the supplier’s location.

Similarly, Singapore allows marketplace operators to seek the tax authority’s approval to charge and
account for GST on B2C digital services made through its marketplace by both resident and non-resident
suppliers, on behalf of these suppliers. This arrangement has been introduced notably to facilitate
compliance for micro-businesses, such as digital entrepreneurs, who may not have the capacity or
resources to be able to account for their GST obligations.

41 Australian Taxation Office, Law Companion Ruling, LCR 2018/2, GST on supplies made through electronic
distribution platforms at https://www.ato.gov.au/law/view/document?DocID=COG/LCR20182/NAT/ATO/00001.
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The recommended policy
framework for international
supplies of low-value goods - in
particular from online sales

Section 3 of the VAT Digital Toolkit for Asia-Pacific provides a
comprehensive analysis of the recommended policy framework for the
collection of VAT on international supplies of low-value goods. It provides
concrete guidance for the implementation of the policy framework based on
internationally agreed standards and best practices.
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In Brief

Key messages

Section 3 sets out how jurisdictions can extend the recommended policy framework for the
collection of VAT on B2C supplies of services and intangibles by non-resident suppliers, as
described in Section 2, to include supplies of low-value imported goods by non-resident
suppliers. The key components of this policy framework and the associated main policy considerations
are outlined below.

e Transfer of the responsibility to collect VAT on imports of low-value goods to non-
resident online suppliers and to digital platforms (“vendor collection”). This Toolkit
recommends extending the vendor collection regime for international B2C supplies of services
and intangibles presented in Section 2 to the collection of VAT on B2C supplies of low-value
imported goods by non-resident suppliers. This means imposing an obligation upon non-resident
suppliers and, where appropriate, digital platforms to collect the VAT on those supplies of low-
value imported goods at the point of sale and to remit this VAT to the tax authority in the
jurisdiction of importation of these goods. As VAT is already collected at the point of sale, no
VAT is collected upon importation of these goods. This notably allows a jurisdiction to:

o Collect VAT on imported goods that may currently be untaxed (e.g. due to a VAT low-value
consignment relief threshold).

o Increase the efficiency of VAT collection and compliance risk management for the online
supplies of low-value imported goods, by focusing compliance and enforcement efforts on
the relatively limited number of non-resident suppliers that sell these goods to customers in
that jurisdiction and on the small number of digital platforms that dominate global e-
commerce and that facilitate these sales, rather than having to police the correct VAT
treatment of each individual imported consignment.

o Relieve customs authorities of the burden of assessing and collecting VAT on low-value
imported goods (except perhaps in cases where there is no evidence that the supplier or a
digital platform has collected VAT at the point of sale) allowing them to focus on their
important border protection and trade facilitation tasks.

e Extension of the simplified registration and collection regime to imports of low-value
goods. The introduction of a simplified compliance regime is recommended to facilitate and
enhance VAT compliance for non-resident suppliers under a vendor collection regime for B2C
supplies of low-value imported goods. This can be done by extending the operation of a
simplified compliance regime for international B2C supplies of services and intangibles to
include low-value imported goods. It is recommended that this simplified compliance regime is
also accessible to digital platforms to fulfil their VAT obligations under a full VAT liability regime.

e Central role for digital platforms, in particular by implementing a full VAT liability regime.
It is recommended to enlist digital platforms in the collection of VAT on supplies of low-value
imported goods by non-resident suppliers, by making these platforms fully liable for the VAT on
these supplies that they facilitate. The full VAT liability regime for digital platforms will
significantly enhance the effectiveness and efficiency of the recommended policy framework for
the VAT collection on low-value imported goods.
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e Treatment of low-value imported goods that are subject to a vendor collection regime at
the time of importation — available approaches to ensure proper VAT collection and to
avoid double taxation:

o One approach is that customs authorities check the “VAT-paid” status of low-value imported
goods that are subject to the vendor collection regime at the time of their importation. These
goods are cleared without collection of VAT at importation if the customs authorities are
satisfied that VAT has been collected at the point of sale in accordance with the vendor
collection regime. The customs authorities do collect VAT as a fall-back in case they are
not satisfied that VAT has been collected at the point of sale by the non-resident supplier or
digital platform. Checking the “VAT-paid” status complements the audit and risk
management efforts that focus on compliance by non-resident suppliers and digital
platforms with their VAT obligations under the vendor collection regime in the jurisdiction of
importation. This approach must be complemented with a mechanism to prevent double
taxation in case the non-resident supplier or platform did collect VAT at the point of sale.

o Another approach is that customs authorities clear all imports of items or consignments with
a value below a specified VAT consignment relief threshold without any assessment for
import VAT. The VAT on low-value imported goods that are supplied by non-resident
suppliers to private consumers in the jurisdiction of importation is collected directly from
these suppliers or from the platforms that facilitate these supplies under a full VAT liability
regime. This may be complemented with a threshold of supplies made to customers in the
jurisdiction of importation below which these non-resident suppliers and digital platforms
are not obliged to register and remit the VAT in that jurisdiction (typically aligned with the
VAT registration threshold for local businesses). The audit and risk management efforts in
the jurisdiction of importation then focus predominantly on compliance by non-resident
suppliers and digital platforms with their VAT obligations under the vendor collection regime
rather than on the “VAT-paid” status of goods by customs authorities at the border.

e Roles for other intermediaries. Transportation intermediaries can be given a fall-back role in
collecting VAT on importation on behalf of customs authorities when a non-resident supplier or
digital platform has not collected the VAT due on low-value imported goods at the point of sale.
The use of a financial intermediary-led VAT withholding mechanism is not recommended as a
primary mechanism for VAT collection on supplies of low-value imported goods. Jurisdictions
can however consider the use of such a withholding regime as a fall-back option to address
persistent non-compliance by non-resident suppliers that refuse to register or collect the VAT
due on supplies of low-value imported goods.

e Higher-value goods and goods subject to excise duty. Itis recommended to exclude higher-
value goods and goods to which excise duties apply (e.g. alcohol, tobacco, perfume, etc.) from
the scope of vendor collection obligations for non-resident suppliers and digital platforms in
respect of low-value imported goods.

e B2B supplies. Jurisdictions should decide on the treatment of low-value imported goods
supplied to business customers. Jurisdictions that make a distinction between B2B and B2C
supplies could consider applying a reverse charge or “postponed accounting” scheme for B2B
supplies of low-value imported goods.

e Extension of the full liability regime for digital platforms to certain domestic supplies of
goods by non-resident suppliers. Particular non-compliance risks have been identified in
respect of arrangements whereby non-resident suppliers use local fulfilment houses to sell
goods that are already in a jurisdiction to private consumers in that jurisdiction without properly
accounting for the VAT due. To address these risks, jurisdictions can consider extending the full
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liability regime for digital platforms to include such local supplies of goods by non-resident

suppliers.

e« Extension of the vendor collection regime to supplies of low-value imported goods by
resident suppliers. Making resident suppliers liable for the VAT on low-value imported goods
can provide similar benefits as the application of such a vendor collection regime to non-resident
suppliers. Jurisdictions could therefore adopt this regime for supplies of low-value imported
goods irrespective of the residence of the supplier of these goods.

Guide to Section 3

Section Theme Page
31. Asserting taxing rights — Implementing the destination principle 103
Implementing the destination principle: Vendor collection regime for non-resident
3.1.1. : . 103
suppliers and digital platforms
3.1.2. Place of taxation 103
3.2. Establishing effective VAT collection mechanisms 104
3.2.1. VAT collection on international B2C supplies of goods — Summary of options 105
Recommended approach: Reassigning responsibility for VAT collection on imports of
3.2.2. ) / o 107
low-value goods to non-resident suppliers and digital platforms
Circumstances where the recommendation for a vendor collection regime for low-
3.2.3. . 127
value imported goods may not apply
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3.3. . . 128
supplies of low-value imported goods
3.3.1. The role of digital platforms in the online trade in goods 130
332 Full VAT liability for digital platforms facilitating supplies of low-value imported goods 131
- by non-resident suppliers
34 Common features of vendor collection regimes for the collection of VAT on 138

low-value imported goods that have already been implemented

Under traditional VAT collection regimes, customs authorities levy and collect any VAT due on individual
consignments of goods that are declared for importation. VAT on imports is normally collected at the time
of importation when customs authorities prepare to release goods for delivery to consumers and
businesses. The import VAT and customs duties due are normally calculated on the basis of information
provided in an import declaration. A transporter, such as an express carrier or a postal operator, will often
be responsible for filing such a customs declaration and paying for the import VAT and duties, and
subsequently recover the VAT and duties from the customer. The customer will also be liable for any
administrative fees that the transporter charges for these and any other services that customs authorities
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require them to perform. Imposing the VAT payment obligation on the customer as the importer of these
goods achieves the allocation of VAT taxing rights to the jurisdiction of consumption in accord with the
destination principle.

However, jurisdictions increasingly confront significant practical challenges in effectively collecting VAT
through their traditional customs-based collection regime on imports of low-value goods, e.g. goods with a
value below the jurisdiction’s customs duty low-value relief threshold (see also subsection 1.3.2). These
challenges are attributable to the enormous growth in online purchases by consumers of low-value goods
from non-resident suppliers, which results in equally enormous quantities of small parcels crossing borders
on a daily basis. As an illustration, more than 131 billion parcels were shipped globally in 2020,
representing a 27% year-on-year growth (see Figure 3.1). Parcel volumes tripled within just seven years
and are estimated to double in the next five years (Pitney Bowes, 202143)). This significant increase creates
considerable pressure for VAT collection by customs authorities, reducing the resources available to focus
on their other important tasks of border protection and trade facilitation.

Figure 3.1. Ever-growing volume of parcels shipped globally

Every second
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parcels are
shipped globally

43bn 51bn 63bn 74bn 87.5bn 103bn 131bn
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Note: The index measures parcel volume for business-to-business, business-to-consumer, consumer-to-business and consumer consigned
shipments with weight up to 31.5 kg in 13 major markets around the world. These markets include Australia, Brazil, Canada, China, France,
Germany, India, Italy, Japan, Norway, Sweden, the United Kingdom and the United States.

Source: Pitney Bowes (2021), Parcel shipping index 2021 (Pitney Bowes, 20213)).

Historically, the compliance and administrative costs resulting from the traditional customs-based process
for collecting the VAT on the importation of low-value goods have often been considered to outweigh the
revenue benefits of collection. Where jurisdictions have responded by relieving imports of low-value goods
below a certain threshold from VAT without an alternative VAT collection mechanism, the revenue forgone
and distortions of competition from such a VAT low-value consignment relief are likely to have created
growing pressures as these jurisdictions are confronted with increasingly significant volumes of low-value
imported goods that are sold free of VAT via the Internet. Where low-value consignment relief mechanisms
are in place, the integrity of declared values of consignments has often been proven to be a revenue risk
because of under-declaration or because of global logistics practices of declaring a nominal value rather
than the actual purchase price of goods. All in all, VAT assessment at the point of importation can be
onerous, not cost effective, vulnerable to non-compliance from under-reporting and impede the logistical
movement of consignments across borders, e.g. through air and sea ports. Section 3 presents
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recommended alternative approaches to significantly enhance the efficiency and effectiveness of VAT
collection on the importation of low-value goods — in particular from online sales.

3.1. Asserting taxing rights — Implementing the destination principle

3.1.1. Implementing the destination principle: Vendor collection regime for non-resident
suppliers and digital platforms

Jurisdictions that wish to enhance the efficiency of VAT collection on low-value goods imports are
recommended to reassign the responsibility for the collection of the VAT to the non-resident businesses
that supply these goods to customers in the jurisdiction of importation and to the digital platforms that
facilitate these supplies. These non-resident suppliers and digital platforms are then required to collect
the VAT at the point of sale and to remit it directly to the tax authorities in the jurisdiction of importation,
thus relieving the customs authorities from the task of collecting the VAT on goods at importation. This
can be achieved by extending the scope of the vendor collection regime that is recommended for B2C
supplies of services and intangibles by non-resident suppliers, to B2C supplies of low-value imported
goods by non-resident suppliers.

Historically, jurisdictions have generally implemented the destination principle for cross-border trade in
goods by levying VAT on imports and treating exports as free of VAT. With respect to low-value goods,
however, many jurisdictions apply an import VAT exemption (low-value consignment relief), thus not fully
asserting their right to tax, in accordance with international conventions on trade.*? Additionally, they often
encounter significant challenges with traditional VAT collection processes for imports of low-value goods
which may lead to inefficient tax collection or imports wrongfully remaining under- or untaxed. As
consumers’ online purchases of low-value goods from non-resident suppliers have increased significantly,
the overall consequence of these low-value consignment relief regimes and VAT collection challenges has
been rising amounts of VAT revenue forgone and distortions of competition to the detriment of domestic
suppliers (see subsection 1.3.2 for more details).

Jurisdictions that currently relieve imports of low-value goods from VAT but wish to start levying VAT on
those imports will need to introduce a mechanism that ensures an efficient and effective collection of the
VAT due on these imported goods (see subsection 3.2 below). Reducing or simply abolishing VAT low-
value consignment relief while maintaining the existing customs-based collection process is unlikely to lead
to a satisfactory outcome and could even risk being counterproductive. Considering the increasing
numbers of low-value goods that arrive at jurisdictions’ borders every day due to the enormous growth of
global e-commerce, maintaining the traditional customs-based collection process could lead to
disproportionate VAT collection costs, make fraud detection even more challenging and have detrimental
effects on tax collection on the importation of goods with higher value.

Jurisdictions that do not operate a VAT low-value consignment relief and thus collect the VAT on low-value
imported goods at customs may face increasingly important efficiency and compliance risk challenges
connected with this customs-based import VAT collection process, as highlighted above (see further
discussion in subsection 1.3.2). Also these jurisdictions may wish to consider reform to increase the
efficiency of VAT collection on low-value imported goods as further discussed in this Section.

42 Section 4.13. (Transitional Standard) of the Revised Kyoto Convention (17 April 2008) states that national legislation
shall specify a minimum value and/or a minimum amount of duties and taxes below which no duties and taxes will be
collected.
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3.1.2. Place of taxation

There is widespread consensus that the allocation of taxing rights applying to international trade should
follow the “destination principle”. Under the destination principle, VAT revenues in respect of
internationally traded goods should accrue to the jurisdiction of importation.

In contrast to the implementation of the destination principle in connection with internationally traded
services and intangibles, for which determining the jurisdiction of consumption may be challenging in the
absence of the appropriate place-of-taxation provisions, implementation of the destination principle with
respect to international trade in goods is straightforward, at least in principle. When a transaction involves
a business transporting goods from one jurisdiction to another, the jurisdiction to which it delivers the goods
(as reflected in the delivery address for the consignment) is a very reasonable proxy for determining the
jurisdiction of consumption in accord with the destination principle.

3.2. Establishing effective VAT collection mechanisms

Guide to subsection 3.2.
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3.2.1. VAT collection on international B2C supplies of goods — Summary of options

The rise of the digital economy has created significant challenges for jurisdictions to collect VAT on
international B2C supplies of low-value goods under their traditional collection regimes (see subsection
1.3.2). The BEPS Action 1 Report highlighted that jurisdictions might be in a position to address some of
these challenges, including those associated with VAT low-value consignments relief, if they could improve
the efficiency of VAT collection on imports of low-value goods. In-depth research was carried out on
possible options for a more efficient collection of VAT on imports of low-value goods, and the outcome of
this research was presented in detail in Annex C to the BEPS Action 1 Report. This report advised
jurisdictions to consider these options in light of their domestic situation and of the possible impact of the
growing volumes of low-value imported goods resulting from digital trade growth on their VAT revenues
and on the competitive position of their domestic economy.

The following subsections briefly summarise the key findings of the BEPS Action 1 Report, complementing
these findings with the insights and results of jurisdictions’ experiences over recent years. They then outline
the OECD’s principal recommendation for reform of the traditional, customs authority-led framework for
VAT collection on international supplies of low-value goods. In summarising the report’s findings, notably
on the different collection models, this Section of the Toolkit notes where experience and further work since
the report’s publication in 2015 have resulted in refinement of earlier conclusions.

3.2.1.1. The traditional collection model

The traditional, customs authority-led model for the collection of VAT on imports of low-value goods is
generally not an efficient model, particularly as importation volumes increase (see subsection 1.3.2 for
further detailed discussion). The efficiency of the traditional collection model may improve over time as
electronic systems for pre-arrival declaration and advance electronic VAT assessment and payment are
implemented worldwide to replace paper-based and manual verification processes. These are an
increasing feature of the regulatory environment for international consignments even independent of tax-
related imperatives (European Commission, n.d.j44j).

These electronic processes are already prevalent in the express carrier environment where they have
resulted in considerable efficiency gains. Express carriers will generally transmit the data and documents
that suppliers provide them in electronic format to the customs authorities in both the country of export and
the country of destination. The customs authorities at the destination can perform initial risk assessments
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prior to the shipment’s arrival in the country. Electronic processing of advance cargo information combined
with advance payment of duties and taxes allows customs authorities to clear most goods upon arrival
without assessment for revenue collection purposes.

However, the use of electronic processes for declaration and settlement of taxes and duties on imports is
much less frequent among postal operators. As noted, postal services still handle the bulk of parcels
generated by international online B2C trade and most still administer the transportation of these goods by
predominantly paper-based means. The worldwide implementation of electronic processes among a
critical mass of postal operators across key markets might allow the removal of the current VAT low-value
consignment relief thresholds. These systems are still under development in the postal environment and
may be available only in the medium-to-long term, as it will take some time for them to be universally
accessible.

Ultimately, however, enhancements in the use of electronic processes and systems by transporters will
not address the principal limitations of the traditional collection framework, namely, its reliance on customs
authorities to police compliance at an individual consignment level. This legacy system will continue to
reflect its main disadvantages of labour intensiveness and vulnerability to fraud.

3.2.1.2. The purchaser collection model

A model relying on the purchasers to self-assess and pay the VAT on their imports of low-value goods is
not likely to provide a sufficiently robust solution for an efficient collection of the tax. Although the purchaser
collection model is likely to involve only limited compliance burdens for vendors, experience suggests that
the level of compliance by purchasers is likely to be low. Online purchases of low-value goods are made
primarily by private households, both in terms of volumes and value, and the vast majority of these
consumers will normally have very limited knowledge of the associated tax and VAT obligations. Those
that do may quickly identify numerous means at their disposal to avoid or evade their obligations. This
model thus carries the risk of an unacceptably high level of non-compliance and of increasingly important
revenue losses. In addition, this model would be highly complex and costly for customs and tax authorities
to implement, operate and enforce, taking into account that payment of the VAT due on potentially millions
of low-value imported goods would have to be pursued from potentially millions of private consumers that
have purchased these goods online. This model is also likely to be significantly more burdensome for
purchasers compared to the other models.

3.2.1.3. The vendor collection model

The vendor collection model requires non-resident suppliers to register for and collect the VAT on their
supplies of low-value imported goods to customers in the jurisdiction of taxation. This model focuses
essentially on supplies to final consumers (B2C) and is recommended to include a simplified compliance
mechanism to facilitate compliance for non-resident suppliers in the jurisdiction of taxation.

A simplified compliance regime for non-resident suppliers is a central component of the recommended
policy framework for the collection of VAT on their supplies of low-value imported goods. The design and
operation of a simplified compliance regime in this context is covered in detail in subsections 3.2.2 and
5.2.

3.2.1.4. The intermediary collection model

“Intermediary collection model” is a generic term referring to the approaches whereby VAT collection
obligations are imposed on one or more categories of intermediaries that participate in supplies of low-
value imported goods by non-resident suppliers. Any intermediary upon which governments impose such
obligations will need access to the information that is necessary to assess and remit the right amount of
VAT to the jurisdiction of importation.
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While the intervention of intermediaries in the collection of VAT on low-value imported goods is likely to
reduce VAT compliance burdens for non-resident suppliers, the intermediaries may pass the additional
VAT-compliance costs that they incur onto to consumers or suppliers. This model may be attractive to
consider for tax authorities in respect of intermediaries that have a presence in the jurisdiction of
importation, e.g. express carriers, postal operators, fulflment houses and locally established digital
platforms. These intermediaries generally have a much stronger understanding of local tax and customs
rules and procedures than non-resident suppliers.

Four principal types of potential intermediaries have been identified:

e Postal operators: The discussion of the “traditional collection model” above highlighted significant
challenges resulting from the limited state of technological advancement in the postal operator
environment. For the same reasons, the vast majority of postal operators do not have the
appropriate systems in place to directly manage the assessment and collection of VAT on low-
value imported goods.

e Express carriers: Express carriers have normally already implemented electronic data collection
and transmission systems that enable a relatively efficient collection and remittance of import VAT,
and such VAT collection and remittance by express carriers is already common practice. Express
carriers collecting VAT on imports of low-value goods could provide an efficient and effective
solution for the consignments they transport, perhaps most helpfully as a fall-back to a vendor
collection model. Jurisdictions can consider giving express carriers access to a simplified
compliance regime and to fast-track processing for consignments on which they collect VAT.

¢ Digital platforms: Assigning a central role to digital platforms, including the implementation of a
full VAT liability regime, is a core component of the recommended policy framework for the
collection of VAT on supplies of low-value imported goods by non-resident suppliers. This is
discussed in detail in subsection 3.3.

e Financial intermediaries: Most financial intermediaries do not collect the necessary information
for the assessment and collection of VAT on low-value imported goods. A model relying on financial
intermediaries to collect and remit VAT on these imports would involve fundamental changes in
financial intermediaries’ operations and data collection processes. It is therefore considered
unlikely that financial intermediaries can play a leading role in a more efficient collection of VAT on
imports of low-value goods in the short-to-medium term. Subsection 6.7.6 presents a further
detailed analysis.

3.2.1.5. Overall conclusion: Recommendation for a vendor collection model for non-resident
suppliers and digital platforms

The findings of the analysis outlined above and jurisdictions’ experiences show that the most efficient and
effective approach to collecting the VAT on the rising volumes of low-value imported goods purchased by
consumers via the Internet from suppliers abroad is one that combines VAT registration and collection
obligations for non-resident suppliers with a full liability regime for the digital platforms that play a central
role in facilitating these supplies. This vendor collection model for non-resident vendors and digital
platforms forms the core of the recommended policy framework presented in this Toolkit.

The outcome of the vendor collection model for non-resident suppliers and digital platforms is that VAT is
applied to the correct transaction value of the supply by the non-resident supplier or digital platform at the
point of sale rather than on the declared (and often underdeclared) value at the time of importation, and
that customs authorities are relieved from the task of collecting the VAT at the time of importation on the
low-value imported goods that are subject to VAT collection by the non-resident supplier or digital platform.

Jurisdictions can consider a fall-back role for customs authorities or intermediaries such as transporters to
address non-compliance by non-resident suppliers of low-value goods, depending on the design of their
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regime. The effective use of the exchange of information and other forms of international administrative
co-operation between tax authorities will further strengthen tax authorities’ enforcement capacity and their
compliance risk strategies.

Clear rules and procedures are required to co-ordinate the VAT obligations of the non-resident suppliers,
digital platforms, customs authorities and the various other actors involved in the supplies of low-value
imported goods to avoid double taxation or unintended non-taxation. To this effect, these rules and
procedures should allow all relevant parties, especially customs authorities, to verify in an efficient manner
whether another party has already collected the VAT due on a supply of low-value imported goods.

3.2.2. Recommended approach: Reassigning responsibility for VAT collection on imports
of low-value goods to non-resident suppliers and digital platforms

3.2.2.1. Overview

APAC jurisdictions that wish to respond to the growing pressure on their customs processes for the
collection of VAT on imports of low-value goods purchased via the Internet by consumers from suppliers
abroad are recommended to reassign the VAT collection responsibility for these supplies to these non-
resident suppliers or to the digital platforms that facilitate them. This can be achieved by extending the
vendor collection regime for supplies of services and intangibles by non-resident suppliers, presented in
Section 2, to the supplies of low-value goods by non-resident suppliers. This recommended framework, if
implemented properly, provides an efficient and effective way to collect VAT on low-value imported goods
that are currently supplied free of VAT under a VAT low-value consignment relief or to improve the integrity
of VAT collection on these consignments where such a relief does not exist.

The cornerstones for the effective collection of VAT under this recommended vendor collection regime as
illustrated in Figure 3.2 below are the following:

e To reassign the responsibility for VAT collection on imports of low-value goods to non-resident
suppliers and digital platforms (subsection 3.2.2.3);

e To extend the simplified registration and collection regime for supplies of services and intangibles
by non-resident suppliers to supplies of these low-value imported goods (subsection 3.2.2.4);

e To extend the full VAT liability regime for digital platforms to supplies of these goods (subsection
3.3.2).

Figure 3.2. Overview of VAT collection for imports of low-value goods under a vendor collection
regime
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Source: OECD analysis.
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Under the recommended vendor collection regime for low-value imported goods, the VAT on these goods
that are supplied by non-resident suppliers to consumers in the jurisdiction of importation is collected at
the point of sale by the non-resident supplier or by the digital platform that facilitates this supply (e.g. when
a consumer purchases a good online) rather than at the border upon importation. Like a local sale of goods
by a resident supplier, the customer is then charged the gross amount including VAT and the non-resident
supplier or platform remits the VAT via a periodic declaration to the tax authorities. This means that in
principle these goods arrive at the border with “VAT paid” and do not require VAT assessment by customs
authorities. For goods with a higher value (i.e. usually above the customs duty low-value relief threshold,
where one exists), the traditional VAT collection system upon importation continues to apply.

This builds on the same foundations as that for the collection of VAT on B2C supplies of services and
intangibles by non-resident suppliers. This subsection assumes that readers are familiar with the
recommended policy framework for imposing and collecting VAT on supplies of services and intangibles
by non-resident suppliers (see Section 2 of the Toolkit).

For all these types of supplies, tax authorities face a directly analogous challenge of collecting VAT due
on sales to customers in their jurisdiction by non-resident suppliers that have no physical presence in their
jurisdiction.*® In all these cases, the optimal approach is to impose VAT collection obligations on the non-
resident suppliers and digital platforms and to facilitate compliance for them by implementing a simplified
registration and collection regime.

In the APAC region, a growing number of jurisdictions have carried out reform to implement the
recommended policy framework that relies on non-resident suppliers and digital platforms to collect the
VAT on supplies of services and intangibles by non-resident suppliers, as discussed in Section 2. Australia
and New Zealand have already extended this regime to low-value imported goods, with Singapore soon
to join them in 2023. Outside of the APAC region, the same transitional approach was taken by the 27
Member States of the European Union, Norway and the United Kingdom.** Jurisdictions that have
implemented the recommended vendor collection regime for supplies of low-value imported goods report
impressive early revenue results and revenue estimates as shown in Figure 3.3 below.

43 The references to circumstances “where the supplier is not located in the jurisdiction of taxation” is embodied in the
official title of the “Collection Mechanisms Report” and is used in the Guidelines and other OECD guidance to refer to
cases “where the jurisdiction of taxation may have limited or no authority effectively to enforce a collection obligation
upon the supplier’. See Collection Mechanisms Report (“Glossary of terms”).

44 These jurisdictions’ implementation of a vendor collection regime for supplies of low-value imported goods is further
described in the relevant parts throughout subsection 3.2.2 and in Annex D.
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Figure 3.3. Overview of revenue results for supplies of low-value imported goods

ZIrs » + |Australia ~" '~ European Zirs « ¢ | New

'* " Union y Zealand

AUD 1.2 billion EUR 3 billion NZzD 231.1 million
(nearly USD 905 million) (nearly USD 3.5 billion) (nearly USD 163 million)
in the first three years in the first year since implementation

(2019)

United
Kingdom

NOK 805 million GBP 1.4 billion.
(nearly USD 94 million) (nearly USD 1.9 billion)
in the first 1.5 years in the first fiscal year

Note: Revenue figures for the European Union and the United Kingdom are based on their latest estimates.
Source: OECD research.

3.2.2.2. Rationale for adopting the vendor collection regime for non-resident suppliers and
digital platforms

The cost of border collection for imports of low-value goods can be high. Many jurisdictions therefore apply
low-value consignment relief respectively for customs duties and import VAT on imported goods. This relief
is provided through low-value relief thresholds below which no duty or import VAT is collected. These low-
value consignment reliefs can save costs for governments by discharging customs authorities of the
obligation of collecting customs duties and import VAT for goods below the threshold values. These low-
value consignment reliefs may furthermore allow streamlined border clearance.

These features can generate economic benefits by refocusing government expenditure on more efficient
revenue sources, reducing the costs borne by importers, and accelerating the delivery of imports. The
World Trade Organization (WTO), the OECD, the WCO, and the International Chamber of Commerce
(ICC) have all historically recommended the adoption of such low-value relief thresholds and the WCO
Revised Kyoto Convention (RKC) also embraces this approach.

The level at which jurisdictions set these low-value relief thresholds varies greatly among jurisdictions. In
the APAC region, there are many jurisdictions that have no low-value consignment relief for customs
duties, import VAT or both. In these jurisdictions, even goods with an extremely low value could be subject
to customs duty and/or import VAT. The following Table 3.1 shows the jurisdictions in the APAC region
that have low-value relief thresholds other than zero.

Table 3.1. Low-value consignment relief thresholds (de minimis) in APAC

Customs duty de Customs duty de VAT de minimis
o y minimis (approximate VAT de minimis (approximate USD
minimis : .
USD equivalent) equivalent)

Australia AUD 1000 751 AUD 1000 751
Bangladesh BDT 1000 12 BDT 0 0
Cambodia USD 50 50 USD 50 50
Fiji FJD 200 92 FJD 200 92
Indonesia usD 3 3 usD 0 0
Japan JPY 10 000 91 JPY 10 000 91
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Customs duty de C [Js!oms duty_de o VAT d‘? L
minimis minimis (ap_prommate VAT de minimis (approx_lmate usb
USD equivalent) equivalent)

Kazakhstan EUR 500 591 EUR 500 591

Republic of Korea uSD 150" 150 uSD 150* 150

Kyrgyzstan USD 120 120 uSD 120 120
Malaysia MYR 500 121 MYR 0 0
Maldives MVR 6 000 390 MVR 0 0

New Zealand NzD 1000 707 NZD 1000 707
Papua New Guinea PGK 25 7 PGK 25 7

Philippines PHP 10 000 203 PHP 10 000 203

Singapore None - SGD 400* 298
Chinese Taipei NTD 2 000 69 NTD 2 000 69
Thailand THB 1500 47 THB 1500 47

Uzbekistan USD 1000 1000 USD 1000 1000

Viet Nam VND 1000 000 43 VND 0 0

*For imports of goods originating in the United States, pursuant to the terms of the Free Trade Agreement between the Republic of Korea and
the United States, the low-value consignment relief threshold of USD 200 applies.

**The GST de minimis threshold of SGD 400 applies only to goods imported via air or post.

Other APAC jurisdictions have zero duty and VAT de minimis thresholds.

Source: OECD research.

A low-value consignment relief for VAT on imports of low-value goods leads to those goods being imported
free of VAT, in the absence of any alternative VAT collection measure. Consequently, they have become
increasingly controversial in the context of the growing digital economy. At the time when most of these
VAT exemptions were introduced, Internet shopping did not exist and the level of imports benefitting from
the relief was relatively small. A growing number of jurisdictions have seen, and continue to see, a
significant and rapid growth in the volume of imports of low-value goods on which VAT is not collected as
a result of VAT low-value consignment relief. This results in increasingly significant VAT revenue losses
and growing unfair competitive pressures on domestic retailers who are required to charge VAT on their
sales to domestic consumers. Itis no longer considered acceptable in an increasing number of jurisdictions
that this continually growing volume of goods from online sales is supplied free of VAT as a consequence
of the low-value consignment relief for imports of low-value goods.

However, where there is no VAT low-value consignment relief, tax and customs authorities increasingly
face challenges in respect of the collection of VAT at importation. Customs authorities carry out many other
critical functions including the facilitation of trade, the control of drugs and drug precursors, the control of
intellectual property rights and importantly the safety of citizens in respect of the importation of dangerous
goods and the threat of terrorism. Against this background, the WCO has observed that the growth of trade
in goods from e-commerce is presenting significant challenges to customs and tax authorities, and it
published a Cross-Border E-Commerce Framework of Standards in 2018, one of the core objectives of
which is ensuring efficient revenue collection (World Customs Organization, 20184s)).

The challenges faced by customs authorities where import VAT and customs duties must be collected, i.e.
on imports above the respective VAT and/or customs duties low-value relief thresholds, indicate that a
solution that simply removes the low-value exemption is not the answer. Such a solution without supporting
measures is likely to be counterproductive, with customs authorities having to control significantly more
consignments for VAT purposes thereby reducing their capacity to carry out their other critical border
protection and trade facilitation functions.
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Box 3.1. Advantages of the recommended vendor collection regime for non-resident suppliers
and digital platforms

The recommended policy framework for the collection of VAT on imports of low-value goods has a
number of advantages for revenue collection, neutrality, and administrative efficiency and compliance.
These advantages include:

e Reducing the administrative costs of collection for governments and relieving customs
authorities of the burden of the traditional customs-based collection framework for VAT on
imports of low-value goods. This strategy allows customs authorities to focus on their critical
border protection and trade facilitation tasks.

e Non-resident suppliers and digital platforms apply VAT to the price that a consumer pays for
goods (including transport and insurance) rather than customs authorities applying the VAT to
a declared customs value. This approach addresses much of the large-scale revenue loss
attributable to the undervaluation of goods on customs declarations.*®

e Shifting VAT collection responsibilities away from customs authorities (and lowering the
associated costs of such collection) provides an opportunity for jurisdictions to:

o Maximise the tax base by levying VAT on previously untaxed low-value consignments;

o Maximise the effectiveness and administrative efficiency of VAT collection on supplies of
low-value consignments.

e Increasing the efficiency of compliance risk strategies and enforcement actions. Tax authorities
can focus on compliance by a relatively limited number of non-resident suppliers and digital
platforms rather than having to police the collection of import VAT on thousands or potentially
millions of imported parcels.

e Administrative and operational synergies for both tax authorities and non-resident suppliers and
digital platforms through utilisation of the same infrastructure for registering, reporting and
paying VAT on supplies of low-value imported goods as for supplies of services and intangibles
by non-resident suppliers.

e Elimination of the fees that transporters and other intermediaries charge when collecting VAT
from consumers on behalf of customs authorities under the traditional collection framework.

e Consumers know and pay the VAT-inclusive price when they order goods rather than (often
unexpectedly) having to pay import VAT upon reception or importation of the goods.

o Potential for a faster customs clearance and shorter delivery times.

Source: OECD analysis.

The vendor collection regime for non-resident suppliers and digital platforms recommended in this Toolkit
reflects a wide international consensus on the most effective solution for a more efficient collection of VAT
on the importation of low-value goods. This approach moves the collection of the VAT on imports of low-
value goods away from the customs process at the border towards the non-resident suppliers of these
goods or the digital platform that facilitates this supply. It requires the non-resident supplier or digital
platform to collect the VAT at the point of sale of these goods and to remit it to the tax authorities in the
jurisdiction of importation through a simplified registration and collection mechanism. Such a vendor
collection requirement for non-resident suppliers combined with a simplified compliance regime and full

45 See Universal Postal Union (2019), Convention Manual Update 1, Article 20, Customs control (Customs duty and
other fees)

at https://www.upu.int/UPU/media/upuf/files/UPU/aboutUpu/acts/manualsinThreeVolumes/actinThreeVolumesManua
IO0fConventionMaj1En.pdf.
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VAT liability for digital platforms will help jurisdictions to significantly enhance the efficiency of VAT
collection on supplies of low-value imported goods and to overcome the main challenges of the traditional
customs-based system (see subsections 1.3.2 and 3.2.1.1). A summary of the perceived advantages of
the vendor collection regime for non-resident suppliers and digital platforms is set out in Box 3.1.

At the current time, other alternative options are unlikely to be reasonable or viable as the principal means
to achieve the effective, accurate and timely collection of VAT on the importation of low-value goods (see
subsection 3.2.1 for an evaluation of different options).

Levels of compliance by non-resident suppliers and digital platforms with their VAT obligations under
vendor collection regimes supported by simplified registration and compliance processes have been found
to be very high in the jurisdictions that have implemented such a regime, including in respect of online
supplies of low-value imported goods by non-resident suppliers. Large businesses with an appropriate
internal culture of corporate governance and of compliance with VAT obligations often represent a high
share of online sales of goods in terms of value, if not in volume. Many smaller and medium-sized
businesses, representing the majority of sales in volume terms, sell primarily through established digital
platforms. The operators of these digital platforms often operate on the basis of the same appropriate
corporate governance principles as embraced by other large international businesses to ensure
compliance with their VAT obligations and to enhance VAT compliance for the supplies made by the online
suppliers that use their platforms.

The following subsections provide further detailed analysis of the recommended policy framework for the
collection of VAT on supplies of low-value imported goods by non-resident suppliers.

Policymakers will have to carefully consider and take into account the specific circumstances in their
jurisdiction when evaluating the implementation of this policy framework. Subsection 3.2.3 highlights
certain specific circumstances where a jurisdiction may find that this policy framework may not necessarily
present the most appropriate solution at this moment.

3.2.2.3. First component of the recommended policy framework: Transferring responsibility
for VAT collection on imports of low-value goods to non-resident suppliers and digital
platforms (“vendor collection”)

Itis recommended that jurisdictions assign the responsibility for collecting and remitting the VAT on low-
value imported goods purchased by private consumers (B2C) from suppliers abroad, to the non-resident
suppliers that sell them or to the digital platforms that facilitate these sales.

This means reassigning responsibility away from customs authorities in most circumstances. As is the
case for domestic sales of goods, the non-resident supplier or the digital platform is then required to collect
the VAT on the sales price from the consumer at the point of sale and to remit it periodically to the tax
authority in the jurisdiction of importation. Jurisdictions must then ensure that VAT is not levied a second
time at the time of importation. This will normally have an impact on existing customs and tax collection
processes and systems, which renders the collaboration with customs authorities crucial for the proper
implementation and operation of such a vendor collection regime. Enhanced international and inter-agency
co-operation between customs and tax authorities will further be necessary to support tax authorities’
compliance risk strategies. Subsection 5.2.11 describes the available administrative measures to avoid or
address issues of double taxation and unintended non-taxation in more detail.
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As with international B2C supplies of services and intangibles, jurisdictions can significantly enhance
the efficiency and effectiveness of VAT collection by assigning full VAT liability to digital platforms for
the supplies of low-value imported goods that non-resident suppliers make through these platforms.

In such cases, the platform rather than the non-resident supplier has the responsibility to collect and remit
the VAT due on the supplies of low-value imported goods that the platform facilitates. Subsection 3.3
provides further guidance on the design of such a full VAT liability regime for digital platforms in respect of
low-value imported goods and on the other possible roles for digital platforms to enhance VAT collection
in this context.

It is important to note, however, that any such reform that transfers the responsibility for VAT collection on
imports of low-value goods away from customs authorities to non-resident suppliers and digital platforms
must ensure the continuing operational independence of customs authorities to subject all goods to
inspection, notably in respect of product restriction or prohibition, safety and security. The recommended
framework presented in this Toolkit takes due account of the relevant standards and guidance issued by
the WCO and the UPU, and Sections 3 and 5 refer to this guidance where appropriate. Importantly, this
Toolkit:

e Does not seek to recommend whether and how jurisdictions should amend customs systems and
processes, except insofar as to highlight how reforms to VAT collection may provide an opportunity
for customs authorities to reduce operational costs and administrative burdens.

e Does not recommend that jurisdictions use a simplified compliance regime for the collection of
customs duties, excise taxes, or any other taxes and associated import charges.

3.2.2.4. Second component of the recommended policy framework: Extending the simplified
registration and collection regime to imports of low-value goods

It is recommended that jurisdictions complement their vendor collection regime for B2C supplies of low-
value imported goods with a simplified compliance regime that facilitates compliance by non-resident
suppliers and digital platforms with their obligation to collect and remit the VAT on these goods.

Subsections 2.2.2 and 5.2 provide detailed guidance for the policy design and administrative
implementation covering all the components of an efficient and effective simplified compliance regime.
Table 2.3 provides an overview of these main design features. This guidance applies in large part to the
collection of VAT under a vendor collection regime in respect of both supplies of services and intangibles
and supplies of low-value imported goods by non-resident suppliers. Policymakers considering the
introduction of a simplified compliance regime for the collection of VAT on supplies of low-value imported
goods should therefore consult these subsections. Specific guidance for the administrative implementation
and operation of a simplified compliance regime for low-value imported goods is provided in particular in
subsections 5.2.10 et seq. notably in relation to:

e The determination of whether a good is “low-value”, including alignment with customs valuation
rules and the treatment of multiple (low-value) goods in a single consignment (see subsection
5.2.10);

e The critical role of data to determine the VAT-settlement status of low-value imported goods at
importation, to minimise risks of double taxation and unintended non-taxation, including potential
reporting tools and data flows as well as the interaction with customs processes (see subsection
5.2.11);
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e Relief for taxpayers or consumers if double taxation occurs and the documentation that may be
required to substantiate such VAT relief (see also subsection 5.2.2.2 and 5.2.9.4);

e The facilitation of fast-track customs clearing processes where VAT has already been collected at
the point of sale (see subsection 5.2.12).

Jurisdictions that have implemented a simplified compliance regime for B2C supplies of services and
intangibles by non-resident suppliers, as recommended by this Toolkit, will be able to use most of the same
administrative and operational infrastructure to extend its application to supplies of low-value imported
goods by non-resident suppliers. This includes the “back-end” IT infrastructure such as registration, returns
and reporting, and payments systems, as well as “front-end” infrastructure such as online registration and
tax account management portals for suppliers. Harmonising administration and operations in this way may
produce significant cost savings for tax authorities. In addition, it will normally allow non-resident suppliers
and digital platforms to submit consolidated VAT returns and make consolidated payments covering all
supplies that are subject to a VAT obligation under the simplified compliance regime.

Similar to services and intangibles, the regime will need to clearly define which imports are in scope of the
simplified compliance regime. In principle, this will primarily involve the imports of low-value goods below
the customs duty low-value relief threshold, which are sold by non-resident suppliers to private consumers
in the jurisdiction of importation. VAT should then be imposed on the supplies of these imported items by
non-resident suppliers, or by digital platforms under a full VAT liability regime, at the point of sale in the
same way and at the same rate as for a domestic supply. Any import VAT due on the importation of goods
above the customs duty low-value relief threshold continues to be collected by the customs authorities
under the normal procedure, along with customs duties and other import duties (see the next subsection
below).

3.2.2.5. Scope of importations for which VAT collection responsibility is not transferred to non-
resident suppliers and digital platforms

The recommendation to reassign the responsibility for VAT collection on the importation of low-value goods
to non-resident suppliers and digital platforms can in principle apply to the large majority of supplies of low-
value imported goods by non-resident suppliers. However, it will generally be more efficient to continue
using the existing customs-based processes for collecting the import VAT on low-value imported goods in
a number of situations that are described in further detail in this subsection.

(i) Goods with a value above the customs duty low-value relief threshold

In general, it is recommended that jurisdictions continue to place responsibility on customs authorities for
VAT collection on goods with a value above the applicable low-value relief threshold for customs duties.
Where customs duties have to be collected, the additional cost of collecting VAT through the same process
may be less significant. A jurisdiction may then decide to continue collecting the import VAT on these
goods via the traditional customs authority-led process, as the cost/benefit ratio (especially cost of
collection to VAT concerned) of such an approach is more likely to be positive.

The level at which the customs duty low-value relief threshold is set thus normally impacts the scope of
the vendor collection regime for the collection of VAT on supplies of low-value goods by non-resident
suppliers. Against this background, setting an appropriate customs duty low-value relief threshold will
normally require modelling the effects of different threshold levels on tax revenues, on administrative
processes, on workload for customs and tax authorities and on compliance costs, based on the available
information on current and future volumes and values of low-value goods entering the jurisdictions’ territory
(see Box 3.2).
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Box 3.2. Determining the customs duty low-value relief threshold

When carrying out the analysis for the determination of the customs duty low-value relief threshold in
light of the operation of a VAT vendor collection regime for imports of low-value goods, jurisdictions are
advised to consider the following aspects:

e Work with customs authorities and other relevant authorities to:

o Review the customs data reported by cargo operators (including express carriers) and
postal operators, to analyse the flow of goods by volume and value range (e.g. USD?* 0-
100, 101-200, 201-300, etc.). The analysis should split the data between imports by/for
private consumers and businesses. Note that these data may contain only the value of
whole consignments and not the individual goods within them.

o Undertake sampling to determine the average declared customs value for goods in different
value ranges. This may be more relevant in situations where suppliers and transporters do
not routinely report through full customs declarations, e.g. imports through the post.

o Review specific consignments as part of the analysis in order to test the accuracy of
customs declarations within different value ranges and for particular types of products to
reveal the scale of undervaluation fraud.

e Work with economic forecasters and/or third-party financial data providers to:

o Identify current and historical average spending patterns among domestic consumers on
goods purchased abroad.

o ldentify trends or predicted changes in consumers’ spending patterns, particularly in light of
digital trade growth (e.g. any trends indicating increasing consumer spending on higher-
value goods). Setting a customs duty (and import VAT) low-value relief threshold based on
historical and current spending patterns without assessing future trends may affect the
longer-term efficiency of a policy framework and the revenues it generates.

o Understand any significant inflationary trends for major trading partners where relevant.

e Work with the jurisdiction’s central bank or other relevant financial authority to understand any
trends and historical variability in the jurisdiction’s currency against those of major trading
partners.

e Engage with digital platforms and large online suppliers to understand what low-value
consignment relief threshold level would be most effective and efficient for them from an
operational perspective.

e Engage with intermediaries such as express carriers and transporters responsible for the
customs clearance and eventual delivery of items to customers to understand what low-value
relief threshold level would be most effective and efficient for them from an operational
perspective.

Table 3.2 summarises the policy choices in respect of low-value relief thresholds made by selected
jurisdictions that have reassigned the VAT collection obligations to non-resident suppliers of low-value
imported goods and to digital platforms under a full VAT liability regime.

46 USD used for indicative purposes only.
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The table includes the level at which importers must provide full customs reporting.4” As the table shows,
these jurisdictions generally require full customs declarations only for goods of a value either at or above
the level of the customs duty low-value relief threshold. Subsections 5.2.11 and 5.2.12 consider optimal
approaches to customs reporting and procedures to enable fast-track clearance of goods through
simplified clearance procedures, in particular where non-resident suppliers or digital platforms have
already collected VAT at the point of sale.

Table 3.2. Import relief (de minimis) and full customs declaration relief thresholds in selected
jurisdictions prior to and after the introduction of VAT reform for low-value imported goods

Full VAT liability for
Before digital platforms on low-
value imported goods

Type of low-value relief

il threshold or declaration

Import VAT and customs duty AUD 1000 AUD 1000
Australia Yes
Full customs declaration above AUD 1 000 above AUD 1 000
Import VAT EUR10-22 EUR 0/ 1501
European Union Customs duty EUR 150 EUR 150 Yes
Full customs declaration above EUR 150 above EUR 150
Import VAT and customs duty NZD 229 - 4002 NzD 1000
New Zealand Yes
Full customs declaration NZD 1000 NzD 10003
Import VAT NOK 350 NOK 0/3 0004
Norway Customs duty NOK 350 NOK 3 0005 Yes
Full customs declaration above NOK 350 above NOK 3 0008
Singapore Import VAT SGD 400 SGD 400
roposed) : ves
(p Full customs declaration above SGD 400 above SGD 400

1. Generally, there is no threshold but imports of a value up to EUR 150 are exempt from import VAT if VAT is collected through the simplified
compliance regime.

2. New Zealand’s previous de minimis (for both import GST and duty) was applied only when the total to be paid by the importer exceeded
NZD 60, which meant that this could span a range of values depending on whether duty, VAT or both were applicable.

3. Inward Cargo Report requires a mandatory tariff code for each item in the consignment if the consignment value is greater than NZD 400, up
to NzD 1 000.

4. Generally, there is no threshold but imports of goods with a value up to NOK 3 000 are exempt from import VAT if VAT is collected through
the simplified compliance regime.

5. This threshold applies only to goods with “VAT-paid” status, i.e. that VAT has been collected under the vendor collection regime.

6. If VAT has not been collected under the vendor collection scheme, a full customs declaration must be lodged also for goods valued below
NOK 3 000. However, a temporary customs declaration exemption is currently in place for goods with a value below NOK 350, except foodstuffs,
goods subject to excise duties and restricted goods.

Source: OECD research.

47 Eull customs reporting refers to the provision of the full set of information for formal import clearance of imported
goods, including for the assessment of customs duty and VAT, by customs authorities, for which a processing fee
normally applies. The document that declarants submit for this process is known as a “Customs Import Declaration” in
the European Union, an “Import Entry” in the United States and an “Important Declaration” in other jurisdictions.
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A customs duty low-value relief threshold that is set at a relatively low level is more likely to create
complexity for compliance and administration under a VAT vendor collection regime for low-value imported
goods, as consignments of multiple goods will more often exceed the threshold (and thus normally be
subject to import VAT at the border) despite some of these goods having an individual value below that
threshold (on which VAT may have already been collected the point of sale). Currency exchange rate
fluctuations can create further challenges for determining the value of goods against a customs duty low-
value relief threshold that is set a relatively low level, as more consignments will have a value close to that
threshold. See section 5.2.11 for more details on these and other risks for double taxation and unintended
non-taxation.

A jurisdiction could, however, consider giving non-resident suppliers and digital platforms the option of also
collecting the VAT on higher-value goods under the operation of its vendor collection regime for low-value
imported goods, under certain circumstances. Box 3.3 describes an example of such a measure as
implemented by New Zealand.

Box 3.3. Jurisdiction example: Option to charge VAT on higher-value imported goods

New Zealand has implemented the option for non-resident suppliers to also collect the GST on higher-
value goods under the operation of the simplified compliance regime for imports of low-value goods,
subject to the following specific requirements:

e Non-resident suppliers of low-value goods may elect to charge GST on goods valued above
NZD 1 000 (USD 707) (“high-value goods”) if those goods are supplied to consumers in New
Zealand.

e The option is available if low-value goods are likely to comprise at least 75% of the total value
of goods that a supplier makes to consumers in New Zealand.

e The reference period for this 75% test is the 12-month period starting on the date the supplier
opts for collecting GST on higher-value goods.

e Alternatively, a supplier will be able to charge GST on its supplies of high-value goods to
consumers if the Commissioner of Inland Revenue considers that allowing the supplier to do so
will not result in a risk to the integrity of the tax system.

Source: New Zealand Inland Revenue Department, A special report on GST on low-value imported goods, at https://taxpolicy.ird.govt.nz/-
[medialproject/ir/tp/publications/2019/2019-sr-gst-low-value-imported-goods/2019-sr-gst-low-value-imported-goods-
pdf.pdf?modified=20200910080131&modified=20200910080131.

The motivation for this approach is to avoid the compliance costs for non-resident suppliers and digital
platforms from having to distinguish between sales of low- and high-value goods at the point of sale.
Suppliers can accordingly elect to collect VAT on high-value goods in situations where the compliance
costs of distinguishing between low- and high-value goods would be disproportionate to any revenue risk
from failing to distinguish between such goods. This would, for example, apply where the total value of the
supplier's sales of high-value goods to consumers is relatively low, or where the supplier has a good tax
compliance history.

Jurisdictions that have currently not implemented a customs duty low-value relief threshold may wish to
consider introducing one, as this would allow them to implement a vendor collection regime for the
collection of VAT on imported goods below that threshold and thus to benefit from the potentially significant
gains in VAT revenue and efficiency that such a regime can generate (see subsection 3.2.3 for more
details). The evaluation of VAT revenue gains that could be achieved through such a shift to a VAT vendor
collection regime for low-value imported goods will require careful analysis. Research to estimate the
volume of goods that are being imported in the jurisdiction without VAT or with insufficient VAT paid despite
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the absence of a low-value relief threshold (e.g. either by design or due to undetected mis-declaration,
undervaluation or other types of fraud) will be important to inform such a policy decision.

(i) Goods subject to excise duty, additional taxes or extra regulatory scrutiny

In practice, this category mainly includes goods subject to excise duty (“excisable goods”; often e.g.
alcohol, tobacco, perfume and other types of products). Some jurisdictions also operate special rules and
regulatory requirements for the customs treatment of other goods, such as medical products, animal
products, and particular retail products. Such special rules and restrictions may apply only when
consumers make a purchase above prescribed quantitative limits. Finally, for political or regulatory
reasons, jurisdictions sometimes prohibit imports of particular products altogether, including those
originating from specific geographic locations.

Jurisdictions normally levy excise duties on domestic suppliers at, or close to, the production stage,
whereas customs authorities must collect the excise duties on imports at the time of importation. Excisable
goods typically include alcohol, tobacco products and hydrocarbons but the list can be more extensive.
Excise duties are primarily aimed at raising revenue but jurisdictions do also levy them to influence
consumer behaviour, for example, for health and environmental reasons.

Excise duties usually function in tandem with VAT and can give rise to complex calculation rules, i.e. VAT
will often apply to the price of the goods inclusive of excise duties. In the absence of specific arrangements
to deal with these calculation complexities, jurisdictions can take a practical view and exclude excisable
goods from the scope of a vendor collection regime for non-resident suppliers and digital platforms.

Some jurisdictions apply quantitative limits under which consumers can import small amounts of excisable
goods without paying excise duty because the jurisdiction considers the goods to be of limited value as a
source of revenue. If it presents no practical problems or compliance challenges for non-resident suppliers
and digital platforms, these excisable goods could be included in the scope of a vendor collection regime
for low-value imported goods. However, determining whether consignments fall below any such
quantitative restrictions can create substantial administrative burden for non-resident suppliers and digital
platforms. This may notably be the case for highly regulated goods such as alcohol, tobacco and perfumes
for which both product-specific importation thresholds and specific excise duties can apply. In this situation,
jurisdictions may choose to exclude these excisable goods from the scope of the VAT vendor collection
regime altogether and continue assigning the collection obligation to customs authorities.

(iii) B2C vs. B2B supplies — Distinct collection mechanisms depending on customer status

Up to this point, this Section has focused on the vendor collection regime as the recommended solution
for addressing the challenge of collecting the VAT on purchases of low-value imported goods by private
consumers from suppliers abroad, i.e. on B2C supplies. It is recognised, however, that a jurisdiction may
wish to consider applying this regime to B2B as well as to B2C supplies, notably where its VAT regime
does not distinguish between B2C and B2B supplies.

As a practical matter, for B2B transactions, many jurisdictions allow businesses to account for the VAT
due on the imports they make through an account established with the customs authorities or by recording
these transactions in their VAT return. This usually includes some form of “postponed accounting”
(sometimes also referred to as import VAT deferral), allowing importing businesses to account in their
periodic VAT return for the VAT that is payable and recoverable on the imports they have made, rather
than having to pay the import VAT upfront at the point of importation. These VAT simplification measures
are typically in place for the commercial importation of goods and aim at minimising cash-flow disruption
and administrative burdens for businesses. They are often subject to eligibility and registration
requirements. The operation of schemes of this nature reflects the reality that many business importations
tend to be of higher value and that customs authorities require them to make full customs declarations,
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often with the involvement of customs brokers. It should be noted, however, that it may be challenging to
operate such a postponed accounting scheme for import VAT on low-value goods if only simplified customs
declarations exist and where identifying the correct importer of record is difficult, e.g. for international
consignments through postal channels. Furthermore, it may be more difficult for smaller businesses to
access a postponed accounting scheme. Jurisdictions can also authorise business customers to use a
“reverse charge” mechanism to account for the VAT on the imports they make for business purposes,
exactly as they can in most jurisdictions for international purchases of services and intangibles (see
subsection 2.2.1).

Australia and New Zealand have opted to exclude B2B supplies of low-value imported goods by non-
resident suppliers from the scope of their VAT regime (see Box 3.4). Singapore considers adopting a
similar approach for its regime commencing in 2023.

Box 3.4. Jurisdiction examples: Exclusion of B2B supplies from vendor collection and simplified
compliance regime

In Australia and New Zealand and as proposed by Singapore, B2B supplies are excluded from the
scope of the vendor collection and simplified compliance regime for VAT on supplies of low-value
imported goods by non-resident suppliers. Business customers are not required to apply a reverse
charge to the transaction. VAT-registered businesses are generally required to perform a reverse
charge only if they procure low-value goods from overseas suppliers and are not entitled to full input
VAT credit.

This approach requires non-resident suppliers not to charge VAT on supplies of low-value goods made
to VAT-registered customers that have provided their VAT registration numbers. Instead, where
applicable, the VAT-registered customers will perform a reverse charge on these overseas purchases.

Source: Australian Taxation Office, Reverse charge of GST on things purchased from offshore at https://www.ato.gov.au/business/gst/in-
detail/rules-for-specific-transactions/international-transactions/reverse-charge-of-gst-on-things-purchased-from-offshore/;

New Zealand Inland Revenue Department, A special report on GST on low-value imported goods at https://taxpolicy.ird.govt.nz/-
[medialproject/ir/tp/publications/2019/2019-sr-gst-low-value-imported-goods/2019-sr-gst-low-value-imported-goods-
pdf.pdf?modified=20200910080131&modified=20200910080131.

Under a vendor collection regime that is restricted to B2C supplies of low-value imported goods, non-
resident suppliers will need clear rules outlining the basis and any corresponding indicia on which they
must determine whether a customer is a business or a private consumer. The guidance on the
determination of the customer status given in subsection 2.1.1 in the context of supplies of services and
intangibles by non-resident suppliers equally applies to supplies of low-value imported goods in such a
case.

Similarly, if the VAT treatment of low-value goods imports at the border depends on the customer status,
such as when B2B supplies are excluded from the operation of the vendor collection regime, customs
authorities will need the information necessary to determine the correct treatment of the goods that are
declared for importation to avoid double taxation or unintended non-taxation.

Whichever approach a jurisdiction adopts, it should communicate responsibilities and obligations clearly
to all parties involved, including domestic business importers, transporters and customs brokers.

Avoiding double taxation when VAT on B2B supplies has inadvertently been collected by the non-
resident supplier under a simplified compliance regime for B2C supplies

Where a vendor collection regime applies only to B2C supplies of low-value imported goods, a non-resident
supplier or digital platform may inadvertently treat a business customer as a private consumer and collect
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the VAT on the supply at the point of sale. This can lead to double taxation, for instance, when VAT is
collected on that same supply by customs authorities at the border or when the supply is subject to a
reverse charge obligation in the jurisdiction of importation.

Many jurisdictions direct domestic businesses in the first instance back to the non-resident supplier or the
digital platform to obtain a refund of any VAT incorrectly applied to a transaction under a vendor collection
regime. Some jurisdictions (e.g. New Zealand*®), however, allow business customers to recover the input
VAT that they have inadvertently been charged by non-resident suppliers or digital platforms through their
normal VAT return. In that case, the input VAT recovery by the business customer will need to be supported
by a proper VAT invoice issued by the non-resident supplier or digital platform.

(iv) Non-commercial goods (imports of own goods, gifts, private sales by consumers)

A vendor collection regime for supplies of low-value imported goods by non-resident suppliers and digital
platforms is by definition limited to supplies of such imported goods against consideration. Where goods
are imported not in the course of such a supply, e.g. in the case of gifts or imports of own goods, the
traditional customs-based VAT collection mechanism at importation continues to apply. The same is
usually valid for sales outside the scope of VAT (e.g. one-off sales by private individuals).

3.2.2.6. Registration threshold for non-resident suppliers and digital platforms

A jurisdiction that decides to implement a vendor collection regime for supplies of low-value imported goods
by non-resident suppliers must normally consider whether it wishes to implement a VAT registration
threshold below which non-resident suppliers and digital platforms will not be required to register and remit
the VAT on their supplies of low-value imported goods into that jurisdiction. Such a VAT registration
threshold would typically refer to the value of supplies made by the non-resident supplier or facilitated by
the digital platform to customers in that jurisdiction. Subsection 2.2.2.4 discusses VAT registration
thresholds in greater detail.

Relieving non-resident suppliers of the obligation to register in a jurisdiction where they have only minimal
sales may not lead to substantial net VAT revenue losses, notably taking account of the associated costs
of tax administration. The introduction of registration thresholds however deserves careful consideration.
Jurisdictions need to strike a balance between, on the one hand, the desire to minimise administrative
costs and compliance burdens for both tax authorities and non-resident suppliers and, on the other hand,
the need to maintain an even playing field between domestic and non-resident businesses.

Jurisdictions that implement such a threshold are advised to implement a single VAT registration threshold
that takes account of the aggregate value of all supplies that are within the scope of the vendor collection
requirement, whether they are services, intangibles, or low-value imported goods. Supplies on which no
VAT is due in any event, because they are exempt or zero-rated, could be excluded from the threshold
calculation. This aggregate approach will greatly facilitate the operation of the VAT registration threshold
under a regime that applies to supplies of low-value imported goods in addition to supplies of services and
intangibles. Many (if not most) non-resident suppliers that are subject to such a regime are likely to make
a range of composite supplies. Consumers often purchase both low-value goods and services and
intangibles from the same supplier, sometimes in a single transaction. In addition, some purchases of
goods can also incur service charges at the point of sale. The operation of separate registration thresholds
applied respectively to supplies of low-value imported goods and to supplies of services and intangibles
would lead to unnecessary administrative complexity and possible loss of revenue.

48 New Zealand Inland Revenue Department website — When GST has been charged twice at
https://www.ird.govt.nz/gst/gst-for-overseas-businesses/gst-on-low-value-imported-goods/when-gst-has-been-

charged-twice.
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There is a wide variety of approaches adopted by jurisdictions in respect of registration thresholds for
vendor collection regimes for low-value imported goods, as illustrated in Box 3.5.4°

Box 3.5. Examples of approaches on registration thresholds under vendor collection regimes
for low-value imported goods

The European Union applies no VAT registration threshold for online suppliers of low-value imported
goods under the vendor collection regime. This means that there is a VAT liability for all supplies of low-
value imported goods to customers in EU Member States, unless the goods are specifically exempted.
At the same time, the vendor collection regime combined with the simplified compliance regime is
optional for non-resident suppliers and digital platforms. Consequently, traders with limited supplies to
customers in the European Union are not obliged to register under the simplified compliance regime
but alternatively can revert back to the traditional VAT collection regime involving the customs
authorities. Customs authorities, via transportation intermediaries, will collect the import VAT if the non-
resident supplier or digital platform does not collect VAT at the time of supply. Where transportation
intermediaries collect and remit VAT in the customs processes, they might charge a service fee to the
consumer in addition to the VAT.

The United Kingdom similarly applies no VAT registration threshold under its vendor collection regime
for non-resident suppliers making supplies of low-value imported goods to customers in the United
Kingdom. VAT registration and collection is mandatory for all non-resident suppliers supplying goods
(excluding excise goods) in low-value consignments from abroad to consumers in the United Kingdom
and for the digital platforms that facilitate these supplies. Non-resident businesses that only make
supplies to the United Kingdom through a digital platform do not need to register for VAT in the United
Kingdom because that digital platform is treated as the deemed supplier under the United Kingdom’s
full VAT liability regime.

Australia (AUD 75 000/nearly USD 56 000) and New Zealand (NZD 60 000/nearly USD 42 000) have
implemented registration thresholds under their vendor collection regimes that align with their
respective domestic registration thresholds, with a view to relieve the tax and customs authorities of the
costs of administering smaller non-resident suppliers or platforms that would provide minimal net
revenue. In addition, a consignment-level relief threshold for import VAT on low-value imported goods
is applied of AUD 1000 (nearly USD 751) in Australia and NZD 1 000 (nearly USD 707) in New Zealand.
Customs authorities are not required to collect import VAT on goods with a value below this VAT low-
value consignment relief threshold, even where a non-resident supplier or digital platform has not
collected VAT at the time of supply because it had not exceeded the registration threshold.

Source: OECD research.

This variation in approaches will often reflect jurisdictions’ existing VAT framework, their policy objectives
(e.g. revenue collection and/or ensuring an even playing field between domestic and non-resident
suppliers) and administrative capacity.

49 For a full comparison of registration thresholds in OECD member countries, please see:

OECD (2020), Consumption Tax Trends 2020: VAT/GST and Excise Rates, Trends and Policy Issues at
https://doi.org/10.1787/152def2d-en. Annex Table 2.A.5. Annual turnover concessions for VAT registration and
collection”, in Chapter 2: “Value-added taxes - Main features and implementation issues”, pages 90 to 94.
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3.2.2.7. Treatment of imports for which VAT is not collected by non-resident suppliers or
digital platforms

Jurisdictions have taken different approaches to the treatment of low-value imported goods where VAT is
not collected by a non-resident supplier or digital platform at the point of sale under the vendor collection
regime (e.g. because it has not exceeded a registration threshold as discussed in the previous subsection)
or where there is lack of proof at the time of importation that VAT has been collected by the supplier or the
digital platform at the point of sale.

Some jurisdictions apply the traditional VAT collection mechanism as a fall-back is such cases. This
approach is typically aimed at maximising VAT revenues by trying to assure that VAT is levied on all low-
value imported goods and at trying to comprehensively address competitive pressures on domestic
suppliers by limiting the volume of low-value goods that can enter the jurisdiction free of VAT.

Other jurisdictions may find such an approach too costly because of the burdens it places on customs
authorities and other stakeholders such as transporters to continue administering the VAT collection for all
goods on which non-resident suppliers or digital platforms have not collected VAT at the point of sale.
These jurisdictions may wish to focus on maximising administrative efficiency and the smooth flow of goods
at the border in the operation of their vendor collection regime for low-value imported goods. They achieve
this by relieving all low-value imported goods with a value below the customs duty low-value relief threshold
from VAT at importation, on the basis that the majority of these items and corresponding revenue will be
captured by the vendor collection regime for non-resident suppliers and digital platforms, thereby accepting
that a proportion of consignments will in practice be imported free of VAT (e.g. supplies by a vendor that
does not exceed the registration threshold and that are not facilitated by a platform). Control of compliance
under this approach typically relies on post-import risk management.

Each jurisdiction will need to decide on the approach it wishes to adopt in light of its existing VAT and
customs framework and its policy objectives. It is likely though that both approaches will provide significant
improvements to the situation that jurisdictions face in both revenue collection and neutrality under the
traditional customs-based collection mechanism.

The following paragraphs summarise the approaches that jurisdictions have adopted in this context.

(i) Traditional VAT collection mechanism at importation as fall-back

The following bullet points (along with the visual illustration in Figure 3.4) provide further detail on the
approaches adopted by the European Union and Norway®° in operating the traditional customs-based
VAT collection mechanism at importation as a fall-back for their vendor collection regime for low-value
goods imports, in case the non-resident supplier or digital platform has not collected the VAT at the point
of sale:

o Under these approaches, customs authorities collect import VAT on all imports of goods above
the customs duty low-value relief threshold.

o Non-resident suppliers have either a voluntary option (European Union) or compulsory
obligation (Norway) to collect the VAT on the supplies of goods below the customs duty low-
value relief threshold at the point of sale.

o Low-value imported goods supplied to private consumers for which the non-resident supplier
or digital platform has not registered for VAT under the vendor collection regime or for which it

50 Although Norway’s law removed its import VAT low-value consignment relief, customs authorities will not check
imports of goods with a value below NOK 350 for fiscal purposes during a transitional period, except where they are
imports of foodstuffs, goods subject to excise duties and restricted goods. See Norwegian Tax Administration, VAT on
low value imported goods at https://www.skatteetaten.no/en/business-and-organisation/vat-and-duties/vat/foreign/e-
commerce-voec/low-value/.
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has not collected VAT at the point of sale, will be subject to the normal customs-based process
for the collection of the import VAT in the jurisdiction of importation. Under the EU regime,
customs authorities will require express carriers and postal operators to collect the VAT from
the private customers for goods supplied to them below the EU customs duty low-value relief
threshold of EUR 150 (USD 177) if the relevant non-resident supplier or digital platform has not
accounted for it.

o The European Union has maintained its customs duty low-value relief threshold at the existing
level of EUR 150 following the entry into force of its vendor collection regime for low-value
imported goods in July 2021. By contrast, the Norwegian government used the introduction of
its vendor collection regime as an opportunity to significantly raise its customs duty low-value
relief threshold almost ten-fold from NOK 350 (USD 41) to NOK 3 000 (USD 349) for goods
that are subject to this regime. This upward valuation of Norway’s customs duty low-value relief
threshold is aimed at reducing the administrative costs and burdens for non-resident suppliers,
digital platforms and customs authorities of navigating complex customs duty regulations for
relatively low-value consignments. This is expected to contribute to high levels of compliance
by non-resident suppliers and digital platforms under the vendor collection regime and to
maximise the VAT revenues that they will collect.

Figure 3.4. Traditional import VAT collection mechanism as a fall-back for vendor collection

Jurisdiction of importation

Customs authorities collect VAT on

Supply and all imports above the threshold
importation of
Non-resident goods Value
supplier/ of the Customs duty low-value relief threshold
digital platform goods

Non-resident supplier/digital platform collects VAT at point of sale and
remits it via simplified compliance regime

Otherwise, customs authorities collect import VAT as a fallback

Source: OECD analysis.

The advantage of this approach is that it results in all imported goods that consumers purchase from non-
resident businesses being subject to VAT, at least in principle, no matter how low the value of these goods.
In theory, it should lead to the highest level of potential VAT revenue generated and comprehensively
address the concerns of domestic businesses about a lack of a level playing field and unfair competitive
advantages for non-resident businesses.

A disadvantage of this approach is that it risks creating comparatively higher compliance costs and
administrative burdens for smaller non-resident suppliers and digital platforms and for customs and tax
authorities. Customs authorities must be able to determine for each individual consignment whether the
supplier or digital platform has collected VAT at the point of sale, in order to avoid double taxation or
unintended non-taxation. To do this, they will need to impose reporting requirements on non-resident
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suppliers and digital platforms at the level of the customs declaration and/or labelling of consignment
packaging (see subsection 5.2.11).

(i) Relieving all low-value imported goods below the customs duty low-value relief
threshold from the collection of VAT at importation

Other jurisdictions have aimed to maximise administrative efficiency for their vendor collection regime for
low-value imported goods, by relieving customs authorities from the responsibility for VAT collection on
the importation of goods that have an item-level or consignment-level value below the customs duty low-
value relief threshold. These jurisdictions rely on non-resident suppliers and digital platforms under the
vendor collection regime to collect the VAT on the supplies of these low-value goods at the point of sale,
on the basis that these represent the predominant share of imported goods with a value that is below the
customs duty low-value relief threshold (see Figure 3.5 for a visual illustration).

Figure 3.5.Relieving all low-value imported goods below the customs duty low-value relief threshold
from import VAT

Jurisdiction of importation

A
+
Customs authorities collect VAT only on
Supply and imports above the threshold
importation of
Non-resident goods Value
supplier/ » of the VAT and customs duty low-value relief threshold
digital platform goods

Non-resident supplier/digital platform collects VAT
No VAT collected at at point of sale and remits it via
importation simplified compliance regime
(if they exceed registration threshold)

Source: OECD analysis.

Advocates of this approach argue that the cost of collecting import VAT on every single consignment that
is declared at the border is inefficient as it will often exceed the amount of revenue being collected. Annex
C to this Toolkit contains an analysis by the Australian Government Productivity Commission on the costs
of GST collection models for imports of low-value goods, which found that the cost of collection for zero or
low threshold scenarios was significant and can be greater than the revenue collected (Australian
Government Productivity Commission, 2017 4e]).

Relieving all imports of goods with a value below the customs duty low-value relief threshold from VAT
collection at importation removes the burden from customs authorities of assessing VAT on the large
quantities of imported items and consignments below such a threshold. Customs authorities can clear all
parcels below the customs duty low-value relief threshold for VAT purposes in the interest of facilitating
the smooth flow of trade. The dominant position of large online vendors and digital platforms in global e-
commerce and the requirement for these online vendors and digital platforms to collect and remit the VAT
on all supplies of low-value imported goods they make or facilitate under these jurisdictions’ vendor
collection and full VAT liability regimes for digital platforms, will normally ensure that the share of low-value
goods that can be imported in these jurisdictions free of VAT will remain relatively limited.
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The ease of compliance and administration that this approach offers for customs authorities and for non-
resident suppliers and digital platforms is likely to enhance the efficiency of the collection of VAT on low-
value imported goods and to overall compliance levels. This approach does provide bona fide small and
micro-size non-resident businesses with a possibility to make VAT-free supplies of low-value imported
goods into a jurisdiction where their revenues remain below the registration threshold. It is recognised that
the ability of such small non-resident suppliers to legitimately make VAT-free supplies under this approach
may create tensions with domestic suppliers and their advocates that feel aggrieved by the advantages
enjoyed by these non-resident businesses. Opponents to this approach may furthermore assert that
revenue is simply forgone and that it creates the potential for deliberate undervaluation of goods to remain
below the customs duty low-value relief threshold.

For the operation of this regime, customs and tax authorities will normally co-operate in developing
mechanisms to identify non-compliance, but tax authorities usually have overall responsibility for managing
the associated compliance risks through post-customs compliance risk management. Customs authorities
will generally stop parcels for VAT collection purposes only in cases where they suspect that suppliers
have fraudulently under-declared the value of higher-value goods in order to evade import VAT and
customs duties.

The following jurisdictions have adopted this approach:

o Australia: When implementing GST collection responsibilities for non-resident suppliers of low-
value goods and digital platforms, Australia maintained its import GST and customs duty low-
value relief threshold at AUD 1 000 (USD 751), which is also the threshold for full import
declaration requirements. To further facilitate administrative efficiency and the smooth flow of
goods at the border, Australia set a revenue-based registration threshold for non-resident
suppliers at the same level as its domestic registration threshold (AUD 75 000/nearly USD
56 000).

o Under the Australian vendor collection regime for low-value imported goods, non-resident
suppliers and digital platforms with taxable revenues above the registration threshold must
GST register and collect GST on all B2C supplies of low-value imported goods to Australian
consumers with a value at or below AUD 1 000. Customs authorities will not collect GST on
any goods at or below AUD 1 000 except for certain exclusions from the vendor collection
obligation such as goods to which excise duties apply.

o The presumption is that all imports of goods below AUD 1 000 originate from supplies by non-
resident suppliers on which GST is collected at the point of sale or that are legitimately GST-
free because the supplier or the digital platform has not exceeded the registration threshold.
The tax authority takes appropriate risk assessment and enforcement measures to identify and
address instances of non-compliance by non-resident suppliers of low-value goods and digital
platforms that should have registered and/or accounted for the GST.

o New Zealand: New Zealand raised both GST and customs duty low-value relief thresholds
significantly from a previous upper limit of NZD 400 (USD 283) to NZD 1 000 (USD 707). Like
Australia, it also applies a revenue-based registration threshold to non-resident suppliers and
digital platforms of NZD 60 000 (nearly USD 42 000). The model functions in largely the same
way as Australia’s and the rationale and benefits are similar.

o Singapore has recently announced its intention to adopt a similar approach as Australia and
New Zealand for its vendor collection regime for low-value imported goods, which is expected
to enter into effect on 1 January 2023.

o United Kingdom: The United Kingdom has maintained its previous import VAT and customs
duty low-value relief thresholds at GBP 135 (USD 186). There is no registration threshold for
non-resident suppliers or digital platforms. Thus, all non-resident suppliers of low-value
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imported goods are required to register under the United Kingdom’s vendor collection regime
as well as the digital platforms that facilitate such supplies.

(iii) Transport intermediaries as a fall-back

Jurisdictions that decide to use the traditional customs-based process to collect the VAT at importation as
a fall-back when VAT was not collected by non-resident suppliers or digital platforms under the vendor
collection regime, can implement a requirement for transport intermediaries such as express carriers to
collect that import VAT on behalf of the customs authorities. These jurisdictions are advised to carefully
consider the potential cost of compliance and administration, which may be significant, and the net revenue
outcomes of such a regime. It is generally not recommended to rely on a collection obligation for transport
intermediaries as the primary method for collecting VAT on low-value goods imports.

In 2017, the Australian Productivity Commission assessed the costs of such a “transporter-only” model for
the collection of VAT (GST) on imports of low-value goods (Australian Government Productivity
Commission, 2017p¢)).°* It compared these costs to the cost estimates of establishing a vendor collection
model for non-resident suppliers and digital platforms combined with a simplified compliance regime and
found that the costs of a transporter-based model were significantly higher than the costs under such a
vendor collection regime. While this assessment is particular to Australia’s circumstances, it illustrates the
importance of evaluating the costs of different models and the implications of each model for net VAT
revenues, as distinct from absolute revenues.

For jurisdictions that consider a role for transport intermediaries to collect VAT on behalf of customs
authorities as a fall-back regime, it may be useful to note that certain jurisdictions have allowed transporters
to charge customs clearance fees to the final customers of the imported goods (typically the named
recipients of these goods). One example is the Canada Border Services Agency’s “Courier Low Value
Shipment Program”.>? Those customs clearance charges can often be greater than the actual VAT due on
a low-value imported consignment.

Other relevant aspects to consider when designing a role for transport intermediaries in collecting the VAT
on low-value imported goods on behalf of customs authorities include:

e The need to clarify that the customer (or importer of record if different from the customer) remains
liable for VAT on imports when a transporter is operating as a collection agent.

e The changes that the introduction of an import VAT collection role for transportation intermediaries
might require to customs procedures, taking account of WCO standards and guidance including
the Immediate Release Guidelines (IRG) to enable fast-track processing (World Customs
Organization, 201847)).

e The practical limits on transporters’ ability to verify and assure the accuracy of the declared values
of all high-volume, low-value consignments that they transport. As transporters are not normally
involved in the sale of the goods they transport or in the payment of their sales price, they are
information takers and not information makers. The same applies to information on the type good
they transport, which may be relevant, for instance, to determine the applicable VAT rate.

51 please refer in particular to the table on page 99 of the report comparing the administrative and compliance costs
of different models for the collection of VAT on international B2C supplies of low-value goods.

52 See Canada Border Services Agency (2016), Courier Low Value Shipment Program (Memorandum D17-4-0) at
https://www.cbsa-asfc.gc.ca/publications/dm-md/d17/d17-4-0-eng.html.
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3.2.2.8. Scope of the vendor collection regime: Supplies of low-value imported goods made
by resident suppliers

Jurisdictions may wish to adopt the vendor collection regime for supplies of low-value imported goods
irrespective of the residence of the supplier of these goods.

Applying the vendor collection regime to supplies of low-value imported goods by resident suppliers can
provide similar benefits as for supplies by non-resident suppliers, in terms of VAT revenue gains and
greater efficiency of VAT collection as highlighted in subsection 3.2.2.2 above. It can further enhance the
efficiency of the customs treatment of low-value imported goods at the border, by removing any need for
customs authorities to assert the residence of the supplier to determine whether or not low-value goods
that are declared for importation are subject to a vendor collection requirement. The application of a vendor
collection regime for low-value imported goods to supplies by resident as well as non-resident businesses
can further level the playing field between those businesses that are engaged in (online) sales of low-value
imported goods.

It must be noted, however, that resident businesses should normally be able to declare and remit the VAT
on their supplies of low-value imported goods under the standard VAT registration, contrary to non-resident
businesses. They thus need not necessarily have access to a simplified compliance regime to fulfil their
vendor collection obligations in respect of their supplies of low-value imported goods (as discussed in
subsection 3.2.2.4).

3.2.2.9. Establishing the point of sale as taxing point (time of supply) for supplies of low-value
imported goods under the vendor collection regime

Under a vendor collection regime for low-value imported goods, the supplier or the digital platform that has
full VAT liability is in principle required to collect the VAT on the supply of these goods at the point of sale.
The supplier or digital platform will then remit the VAT it has collected on the low-value imported goods at
the time of their sale, to the tax authorities in the jurisdiction of their importation via a simplified compliance
regime.

A jurisdiction that implements such a regime will normally have to adjust its VAT rules accordingly, so that
they determine the taxing point (or “the time of supply”) for the supply of low-value imported goods under
its vendor collection regime as being at the time of sale of these goods, where this is compatible with the
jurisdiction’s VAT design (this is normally the case for accrual-based VAT regimes). The most practical
approach to achieving this outcome in practice, is to define the taxing point (time of supply) at the time at
which the payment for the sale of the low-value imported goods has been accepted or authorised by the
supplier or by the digital platform that has facilitated the supply (see also subsection 2.3.3.5).

3.2.3. Circumstances where the recommendation for a vendor collection regime for low-
value imported goods may not apply

It is recognised that policymakers and administrators need to carefully evaluate the costs and benefits
of VAT reform in respect of imports of low-value goods. Specific circumstances in a jurisdiction may
influence the cost-benefit balance of such a reform and should therefore be considered with particular
care.

Certain circumstances may, in limited cases, reduce the effectiveness or benefits gained from
implementing the recommended approach of reassigning the responsibility for the collection of VAT on
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low-value imported goods to non-resident suppliers and digital platforms. These circumstances are briefly
discussed below.

Jurisdictions without a VAT. The recommendations in this Toolkit are restricted to VATs and VAT-like
consumption taxes that embody the basic features of a value added tax. While the reason behind the
recommendations may still be valid, the recommendations do not automatically apply to other types of
taxes. As a consequence, the recommendations generally may not apply to jurisdictions that have not
implemented a VAT.

Economies with a relatively small population and low volume of imported parcels. The size of an
economy and the size of its population are likely to have a direct influence on the volume of imported
parcels. Where the number of imported parcels remains low and entry into the jurisdiction takes place at a
limited number of ports of entry, the challenge of levying VAT on low-value imported goods may remain
reasonably manageable. At the same time the costs of implementing and administering the recommended
policy framework (e.g. implementing the necessary IT infrastructure, communication strategy, risk
management) compared to its benefits may be less conducive to reform than in other jurisdictions.

Geographical particularities (e.g. island jurisdictions). Geographical particularities may have an
influence on the efficiency of the traditional VAT collection mechanism for imports of low-value goods and
hence on policy decisions concerning the potential need for reform. As previously discussed, the collection
of VAT on the importation of goods by an island economy that takes place via a limited number of ports of
entry may remain reasonably efficient under the traditional customs-based process, especially when parcel
volumes remain within manageable parameters. In contrast, jurisdictions with a large number of points of
entry (such as jurisdictions with a large number of islands where entry into the territory is possible) may
face significant challenges of ensuring the proper VAT collection on low-value imported goods under the
traditional customs-based regime. A vendor collection regime for non-resident suppliers and digital
platforms may be particularly attractive for these jurisdictions, as such a regime moves VAT collection and
compliance risk management away from these multiple ports of entry to a relatively limited humber of non-
resident suppliers and digital platforms that have been largely found to comply with their VAT collection
obligations.

Jurisdictions with no customs duty low-value relief threshold. As discussed in more detail in
subsection 3.2.2.5.i above, the existence and level of a customs duty low-value relief threshold impacts
the potential efficiency gains from the introduction of a vendor collection regime for the collection of VAT
on low-value imported goods. Such a regime will normally only achieve appropriate efficiency gains if it
relieves customs authorities from the task of collecting VAT on the importation of goods that have a value
below a customs duty low-value relief threshold. Jurisdictions with no customs duty low-value relief
threshold will thus in principle not achieve appropriate efficiency gains from implementing a vendor
collection regime for low-value goods imports, as customs authorities will still need to clear these goods
for customs duties and other import duties. Whether VAT revenue gains could still be achieved would
require careful analysis. These jurisdictions may wish to consider the possible introduction of a customs
duty low-value relief threshold in light of the significantly rising volumes of low-value goods that their
customs authorities may have to process on a daily basis, which may become increasingly unsustainable.
This would allow these jurisdictions to significantly enhance the efficiency of VAT collection on goods
imports below such a customs duty low-value relief threshold through the implementation of a vendor
collection regime, the benefits of which may largely outweigh the cost of revenues forgone from the
introduction of a customs duty low-value relief threshold. These jurisdictions may wish to carefully analyse
the possible impact of such a reform on overall revenue from VAT and import duties and compliance levels,
taking into account the current and anticipated volumes of low-value goods imports and the current levels
of net revenues collected compared to the VAT revenues that could be collected if a vendor collection
regime were to be implemented.
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Sub-national VAT systems. In jurisdictions with a federal state structure that only apply a VAT at sub-
federal level, the vendor collection approach as presented in this Toolkit does not address the possible
complexities of goods having to move through multiple taxation points as part of their delivery to the final
consumer.

Jurisdictions with financial intermediary or similar withholding regimes. Jurisdictions that rely
exclusively on a requirement for financial intermediaries to withhold VAT on payments to non-resident
suppliers (e.g. in respect of credit card purchases) will face significant challenges when trying to extend
such a regime to the collection of VAT on low-value imported goods. This is discussed in detail in
subsection 6.7.6. While recognizing that such a withholding regime could serve as a possible fall-back
option under a vendor collection regime as a targeted enforcement tool in case of non-compliance, it is not
recommended to implement such a withholding regime as the primary model for the effective collection of
VAT on imports of low-value goods.

Jurisdictions that require fiscal and taxation representatives. As discussed in more detail in
subsections 2.2.2.5 and 5.2.8.3, this requirement can be a deterrent to voluntary registration under a
vendor collection regime and therefore impede attempts to enhance compliance through simple rules and
a simplified registration and collection processes.

3.3. Establishing a central role for digital platforms in the collection of VAT on
supplies of low-value imported goods

Guide to subsection 3.3

Section Theme Page
3.3.1. The role of digital platforms in the online trade in goods 130
332 Full VAT liability for digital platforms facilitating supplies of low-value imported 131

R goods by non-resident suppliers
3.3.2.1. Extending the scope from services and intangibles to low-value imported goods 132
3.3.2.2 Situations in which more than one digital platform facilitates a supply 134
Scope of the full VAT liability regime for digital platforms — The “Fulfilment House”

3.3.23. 135

model

3.3.24. Extending full VAT liability to “redeliverers” 137

The introduction to this Toolkit noted that the APAC region is among the fastest-growing e-commerce
markets in the world. Sales involving digital platforms account for most of this e-commerce activity and a
significant share of the region’s e-commerce growth is attributable to the continuously rising sales of low-
value goods to consumers facilitated by digital platforms. The value of digital trade facilitated by digital
platforms in the APAC region and its importance as a share of the region’s gross domestic product has
become increasingly significant, as demonstrated by the Asian Development Bank’s report that digital
platform revenues from online sales to private consumers reached USD 1.8 trillion in APAC in 2019,
equivalent to 6% of the region’s gross domestic product (ADB, 202129)). This central role of digital platforms
in digital trade, particularly in online shopping by private consumers, creates significant opportunities to
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enhance the efficiency and effectiveness of VAT collection on these online sales by introducing a VAT
collection obligation for these platforms and/or a range of other possible roles for these platforms to support
VAT compliance on the online sales that they facilitate.

3.3.1. The role of digital platforms in the online trade in goods

A relatively small group of large businesses and digital platforms dominate the global online trade in goods.
Research has estimated that two in every three cross-border e-commerce supplies of goods globally are
made through digital platforms, with 57% of these cross-border e-commerce supplies being made through
the three largest platforms (see Figure 3.6) (International Post Corporation, 20174s)). Meanwhile, five out
of the top 10 retail companies in APAC are now reported to be digital platforms ) (Euromonitor International,
2021 347).53

Digital platforms are thus uniquely placed to exercise a strong degree of control over the suppliers that sell
through these platforms, including in situations where tax authorities may have limited capacity to enforce
VAT obligations on suppliers when these have no physical presence in their jurisdiction.

By enlisting these digital platforms in the operation of a vendor collection regime for the collection of VAT
on low-value imported goods, and by making the engagement with digital platforms a priority in the planning
and reform process, jurisdictions can ensure that the majority of low-value imported consignments will in
practice enter their territory with the VAT assessment and collection already completed.

Figure 3.6. Percentage of cross-border sales of goods made through platforms and other channels

\

\W'
10%

Source: OECD analysis based on the Cross-Border E-Commerce Shopper Survey 2017 by International Post Corporation (IPC) (International
Post Corporation, 2017s)).

Direct sellers
33%

The roles that digital platforms can play in the collection of VAT on supplies of services and intangibles by
non-resident suppliers are summarised in subsection 2.3.4 of the Toolkit. These roles can apply equally to
the collection of VAT on low-value imported goods. They encompass:

e Full liability;
e Joint and several liability for digital platforms and other key intermediaries such as fulfilment
houses;

o Digital platforms acting as a voluntary intermediary for VAT collection;

53 The ranking is based on top 100 retail companies in Asia-Pacific for the year 2020 in the order of their respective
market value at retail sale price in USD million.
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e Formal agreements between tax authorities and digital platforms based on the co-operative
compliance concept;

e Obligations and encouragement to educate underlying suppliers;
e Information reporting or sharing obligations.

As with supplies of services and intangibles by non-resident suppliers and for similar reasons (see
subsection 2.3.3), the full VAT liability regime for digital platforms forms an essential part of the
recommended policy framework for the collection of VAT on low-value imported goods. This framework
essentially recommends that the responsibility for collecting the VAT on low-value imported goods from
online sales is reassigned to the non-resident suppliers of these goods and to the digital platforms that
facilitate these supplies. This Section further focuses on the design and implementation of a full liability
regime for digital platforms in the collection of VAT on low-value imported goods.

3.3.2. Full VAT liability for digital platforms facilitating supplies of low-value imported
goods by non-resident suppliers

3.3.2.1. Extending the scope from services and intangibles to low-value imported goods

Itis recommended that jurisdictions extend the scope of their full VAT liability regime for digital platforms
to the supplies of low-value imported goods by non-resident suppliers, in addition to supplies of services
and intangibles by non-resident suppliers.

A comprehensive analysis of the full VAT liability regime for digital platforms in the collection of VAT on
supplies of services and intangibles by non-resident suppliers is provided in subsection 2.3.3 above. It
includes detailed discussion of the rationale, mechanics and scope of such a regime. This discussion
equally applies to low-value goods and is therefore not repeated here. This subsection assumes that
readers are familiar with the recommended policy framework for the application of a full VAT liability regime
for digital platforms in the collection of VAT on internationally traded services and intangibles. The focus
of this subsection lies on aspects of the regime that are specific to the collection of VAT on low-value
imported goods.

All jurisdictions that have implemented a vendor collection regime for the collection of VAT on low-value
imported goods have combined it with a full VAT liability regime for digital platforms. Notably Australia,
New Zealand and Norway have implemented regimes that extend VAT registration and collection
requirements for non-resident suppliers of low-value imported goods to include full VAT liability for digital
platforms. The early results in numbers of registrations and the revenue that these regimes generate have
been very positive (see Figure 3.3). The United Kingdom has applied this approach as of 1 January 2021,
and the European Union since 1 July 2021 (see Box 3.6). Singapore has announced that it will do so from
1 January 2023.
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Box 3.6. Example of a full VAT liability regime for digital platforms on international supplies of
low-value goods - The European Union model

The EU’s full VAT liability regime for digital platforms in respect of low-value imported goods entered
into effect on 1 July 2021. Under this regime, the platform is treated as the deemed supplier for VAT
purposes when it facilitates:

e Supplies of low-value imported goods by any supplier (including by suppliers established in the
European Union); or

e Supplies of goods by non-resident suppliers when the goods are already located within the
European Union at the time of sale (e.g. when suppliers store goods in a fulfilment house in the
European Union prior to the sale).

This regime applies to the importation of goods below the customs duty low-value relief threshold of
EUR 150 (USD 177). Customs authorities will generally not subject the imports declared by the digital
platforms to assessment for import VAT provided that the platform communicates that it has already
collected VAT at the time of supply under its full VAT liability obligations. This is done in practice by
reporting the digital platform’s simplified registration identification number in its customs declaration.
For goods imports with a value above the customs duty low-value relief threshold, customs authorities
will continue to collect the VAT at importation, via transportation intermediaries. A full customs
declaration is then required.

For goods stored within the European Union at the time of their sale by a non-resident supplier, no item-
or consignment-level value threshold is applied for the application of the digital platform’s full VAT
liability. The digital platform that facilitates these supplies must account for and collect VAT on these
supplies irrespective of the value of these goods under its full VAT liability requirement (see subsection
3.3.2.3 and Figure 3.8 below for more detail).

Source: European Union (2017), Council Directive (EU) 2017/2455 at https://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:32017L.2455&from=EN.

Tax and customs authorities must work together to ensure the operational compatibility of customs
processes with a full liability regime for digital platforms in the collection of VAT on low-value imported
goods. Digital platforms and suppliers must be made fully aware of their customs reporting obligations to
minimise the necessity for customs authorities to intervene in the VAT collection of goods imports that are
covered by the full VAT liability regime for low-value imported goods. Figure 3.7 illustrates the flow of
information and the transactional processes that characterise the operation of the full liability regime for
digital platforms in the collection of VAT on supplies of low-value imported goods under a vendor collection
regime (see Annex E for a further detail).
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Figure 3.7. Full VAT liability regime for digital platforms — Operation for imports below the customs
duty low-value relief threshold

1. Sale

2. Supply for VAT
compliance purposes

- -
— -

| Electronic exchange of
- information
7 | (e.g. agreement/MoUs)

| Info \A

Domestic Customer
Transporter*

Administrative co-
operation (e.g. WCO
8 guidelines)

Tax
Authority

6. Assess, Collect & 4: Purchase pricel
Remit VAT + Info | (inclusive of tax) !

Overseas Border Customs
Transporter* | . Clearance Authority

Supplier | ==--- Digital
Platform

Risk analysis
performed
(pre-arrival)

1

1

1

1

: 3. Normal input
| VAT deduction
| allowed

1

1

1

1

—— The actual information flow could differ (e.g. supplier can directly provide information to overseas transporters or the digital platforms can provide
information received from the supplier to overseas transporters). Digital platforms could be also asked to provide information directly to the customs
authority.

—— The actual flow of payment could differ according to the arrangements in place between the underlying supplier and the digital platform.
*Overseas/domestic transporters include postal operators and express carriers.

Note: The sequence of numbers assigned in the figure is for identification only; it does not indicate the timing of a specific step in chronological
order. For a more detailed explanation of the illustration above, please see Annex E.
Source: OECD (2019), The Platforms Report (OECD, 20195)).

If digital platforms and suppliers do not successfully co-ordinate and execute their respective
responsibilities for customs reporting, then customs authorities may have to hold goods up at the border
and subject them to traditional import VAT assessment, creating a risk of double taxation, administrative
burdens, delays and additional costs for consumers (see also subsection 5.2.11).

Australia, New Zealand and Norway all require suppliers that supply low-value imported goods via a digital
platform, to ensure that the digital platform’s VAT registration number is included in the information reported
to the customs authorities (e.g. through package labelling) where that platform has full liability for the
collection of VAT on these goods. This indicates to customs authorities that the platform is VAT-registered
and has collected the VAT due on the consignment at the point of sale. Annex D describes these
approaches to customs reporting in detail. Customs and tax authorities can verify the bona fide nature of
the information provided by the digital platform at any time and can subject a digital platform to audit
procedures if they consider it can pose a compliance risk under the operation of a full VAT liability regime.

3.3.2.2. Situations in which more than one digital platform facilitates a supply

Jurisdictions should consider the circumstances where more than one digital platform participates in
facilitating a supply of low-value imported goods and establish a hierarchy for determining which entity has
responsibility for VAT collection under a full VAT liability regime.
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The rules for the application of the full liability regime in these situations could be designed according to
the following principles:5*

e Only one digital platform should in principle be responsible for VAT on a supply involving more than
one platform under a full VAT liability regime.

o Digital platform operators may agree among themselves through a written agreement which
operator will assume VAT liability under the full VAT liability regime.

e When there is no agreement between the different platform operators, default rules can apply
whereby the first of the platform operators to authorise the charging of the consideration for the
supply or to receive its payment becomes liable for the VAT on the supply.

¢ In the event that none of the operators meets this criterion, the first digital platform that authorises
delivery of the supply is liable for the VAT.55

3.3.2.3. Scope of the full VAT liability regime for digital platforms — The “Fulfiment House”
model

The recommendations in this Toolkit focus primarily on the operation of the full liability regime for digital
platforms in the collection of VAT on the low-value goods that are imported following the online sale of
these goods by non-resident suppliers.

A jurisdiction may consider extending the full liability regime for digital platforms to the collection of VAT
on supplies by non-resident suppliers of goods that are already physically within this jurisdiction’s
territory at the time of sale, such as when a non-resident supplier uses a local fulfilment house to carry
out its supplies in that jurisdiction.

Historically, the principal model that non-resident suppliers followed in making supplies into a jurisdiction
was direct shipment of goods from an offshore location to the consumer. Over the last few years, new
models have emerged to further enhance the speed of delivery. These represent an increasing share of
international e-commerce. The most prominent of these involves non-resident suppliers using a form of
warehousing facility within the jurisdiction of their customer, which are commonly referred to as “fulfilment
houses”. Digital platforms can maintain their own fulfilment house business in a jurisdiction and offer their
fulfilment services to non-resident suppliers. In other instances, non-resident suppliers use independent
fulfilment house businesses.

A fulfilment house business provides non-resident suppliers with the means to import goods in bulk into a
jurisdiction and store them in domestic warehouses prior to sale. When a consumer makes an order, the
fulfilment house operator or the supplier can then arrange for rapid dispatch of the goods according to a
delivery schedule that is as fast as, if not faster than, what a domestic business would be able to provide.
The fulfilment house services provider will often arrange for postage or couriering of the goods from the
fulfilment house to the consumer's home address. Typically, these are not the same as “bonded
warehouses”, which are often subject to specific customs clearance processes.

Jurisdictions have been confronted with VAT fraud by non-resident businesses that use the services of
fulfilment houses to store goods in a jurisdiction, where they sell these goods to consumers without
accounting for the VAT. Non-resident suppliers that make sales through fulfilment houses often meet the

54 See for instance Australian Taxation Office, Law Companion Ruling - LCR 2018/2: GST on supplies made
through electronic distribution platforms at
https://www.ato.gov.au/law/view/document?docid=COG/LCR20182/NAT/ATO/00001.

55 Similar to Australia’s approach, New Zealand'’s rules on prioritisation of GST collection responsibilities provide that
the first digital platform that authorises a charge or receives payment for the supply will be responsible. If none of the
platforms involved meets this requirement, the first operator that authorises delivery would have responsibility.
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criteria for the obligation to register for VAT under the standard VAT registration requirements in the
jurisdiction where they make these sales. In practice, unfortunately, many of these suppliers do not comply
with that registration obligation. They may also practice undervaluation of their stock at importation to
evade import VAT. This non-compliance and fraud can lead to very significant losses of VAT revenue for
jurisdictions.

The fulfilment house model came under particular scrutiny in certain jurisdictions in recent years due to
evidence of widespread VAT fraud and undervaluation of imports by suppliers that use fulfilment houses,
e.g. in the United Kingdom.®® Jurisdictions such as the United Kingdom®"°8 have therefore taken targeted
measures to impose stronger sanctions and penalties on non-compliant, non-resident suppliers and/or on
the fulfilment house businesses that facilitate their supplies.

The full VAT liability regime for digital platforms provides a powerful tool to address these fraud schemes.
At least for supplies that digital platforms facilitate, the scope of a jurisdiction’s full VAT liability regime for
digital platforms can be designed to include all supplies of low-value goods that a digital platform facilitates
for non-resident suppliers to consumers in that jurisdiction, irrespective of whether these goods are
imported following the supply or whether they are already in the jurisdiction at the time of supply. The
European Union has adopted this approach as of 1 July 2021 (see Figure 3.8 for an illustration of the EU
model, which is also described in Box 3.6 above) and the United Kingdom introduced the same approach
as of 1 January 2021.%°

56 See the UK National Audit Office’s 2017 report on Investigation into overseas sellers failing to charge VAT on online
sales at https://www.nao.org.uk/report/investigation-into-overseas-sellers-failing-to-charge-vat-on-online-sales/.

57 sSee the UK Government's guidance on Apply for the Fulfilment House Due Diligence Scheme at
https://www.gov.uk/guidance/fulfilment-house-due-diligence-scheme.

58 See HM Revenue & Customs’ guidance on Tackling online VAT fraud and error — the role of online marketplaces
in co-operating with HMRC (The agreement) at https://www.gov.uk/government/publications/hmrc-and-online-
marketplaces-agreement-to-promote-vat-compliance/tackling-online-vat-fraud-and-error-the-role-of-online-
marketplaces-in-co-operating-with-hmrc-the-agreement.

%9 See HM Revenue & Customs’ 2020 policy paper on Changes to VAT treatment of overseas goods sold to
customers from 1 January 2021 at https://www.gov.uk/government/publications/changes-to-vat-treatment-of-
overseas-goods-sold-to-customers-from-1-january-2021/changes-to-vat-treatment-of-overseas-goods-sold-to-
customers-from-1-january-2021.
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Figure 3.8. European Union: Determining platform full liability for supplies of goods
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- supplier not established
in the EU
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facilitates distance sales e f{rom a third territory/ NOTa
of goods country to the EU deemed
supplier
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consignments of <
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Note: In this diagram, the term “electronic interface” is interchangeable with the term “digital platform”.
Source: European Commission (2020), Explanatory Notes on VAT e-commerce rules, Council Directive (EU) 2017/2455, Council Directive (EU)
2019/1995, Council Implementing Regulation (EU) 2019/2026 (European Commission, 2020u9)).

These approaches in the European Union and the United Kingdom broadly align with the approach in New
Zealand, where rules for full GST liability for digital platforms treat the platforms as the supplier for all
supplies of low-value goods that they facilitate for non-resident suppliers. Full liability applies regardless of
whether the underlying supplier stores the goods in New Zealand or in a foreign jurisdiction at the time of
supply. Full liability applies to all goods with a value of NZD 1 000 (USD 707) or less that a non-resident
supplier supplies through a digital platform to a New Zealand delivery address.

Of course, expanding the scope of the full liability regime for digital platforms will not address non-
compliance and fraud by non-resident suppliers that use domestic fulfilment houses to make direct sales
to consumers through their own proprietary websites and social media accounts. Therefore, jurisdictions
can combine these measures for platforms with educational activity to promote greater awareness of VAT
obligations among both fulfilment house operators and non-resident suppliers. Jurisdictions may also
leverage their enforcement power over domestic fulfilment houses by imposing robust record-keeping
and/or information reporting obligations, possibly as a condition of licensing them to trade. The United
Kingdom, for instance, adopted a “Fulfiiment House Due Diligence Scheme” (FHDDS) that came into force
on 1 April 2018 and incorporates record-keeping and information reporting obligations, with potentially high
penalties, for fulfilment houses that serve clients that are non-compliant with UK VAT laws.®° Jurisdictions
could also empower tax authorities to hold the fulfilment houses jointly and severally liable for the unpaid
VAT of non-resident suppliers that use their services.

60 See HMRC (2016), Fulfilment House Due Diligence Scheme policy paper at
https://www.gov.uk/government/publications/fulfilment-house-due-diligence-scheme/fulfilment-house-due-diligence-
scheme.
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3.3.2.4. Extending full VAT liability to “redeliverers”

Australia and New Zealand have implemented rules that assign VAT liability for B2C supplies of low-value
imported goods by non-resident suppliers to so-called “redelivery” businesses in certain specific
circumstances.

Consumers can use the services of a “redeliverer” to buy goods that they may struggle to buy locally or
through online channels that serve their jurisdiction. These consumers can purchase these goods from a
non-resident (online) supplier and ask this supplier to deliver the purchased items at a delivery address
that is the collection point of a “redelivery business” in a jurisdiction that is served by that (online) supplier.
This business then organises the delivery of these goods to the consumer.

Subject to certain conditions, such a “redeliverer” is treated as fully liable for the VAT on the low-value
goods it delivers to final consumers under Australia’s and New Zealand’s respective vendor collection
regimes for supplies of low-value goods by non-resident suppliers. This applies only as a fall-back rule
when neither the supplier nor a digital platform or any other party acting on their behalf (e.g. a transporter)
transports or assists in transporting the goods to the jurisdiction.

“Redeliverers” are defined under these rules as businesses that offer an “offshore or foreign mailbox
service” or a “shopping service”.

¢ An offshore/foreign mailbox service is a business that provides customers with an address in a
foreign jurisdiction to which the customer can send orders of goods. The “redeliverer’ will then
arrange for the delivery of the goods to the address at which the customer would like to receive
them.

e A shopping service is a service in which a business purchases, or assists in purchasing, goods
from a foreign jurisdiction for a customer, effectively acting as an agent of the customer.

Under this type of regime, a “redeliverer” is only fully liable for the VAT on the supply of low-value goods
to final consumers when it acts at the instruction of the customer. When a “redeliverer’ acts on the
instruction of a supplier or a digital platform, then the supplier or the platform remains liable for the VAT
under the normal rules of the vendor collection regime. In practice, the following hierarchy applies for
determining the responsibility to collect and remit VAT on B2C supplies of low-value goods by a non-
resident supplier under a vendor collection regime:

e Where a digital platform meets the criteria for full VAT liability (and has no right to transfer it to the
underlying non-resident supplier), it will have responsibility for the VAT on the supply.

e Where full VAT-liability for a digital platform does not apply (e.g. a non-resident supplier that
supplies directly to its customers without the intervention of a digital platform), the non-resident
supplier will have responsibility for the VAT on the supply if this supplier meets the criteria for VAT -
liability under the vendor collection regime.

e “Redeliverers” can be responsible for the VAT on the supply only when the two preceding
conditions do not apply.

“Redeliverers” that have VAT-liability under these rules are normally able to register and collect VAT under
the same simplified compliance regime as non-resident suppliers and digital platforms. The liability of
“redeliverers” is restricted to B2C supplies by non-resident suppliers only. Transporters are not generally
considered as “redeliverers” in practice, because they normally act as agents of a supplier or digital
platform and not of customers. They also generally do not provide offshore mailbox or shopping services,
although some may explicitly and separately also provide these services thereby meeting the definition of
a “redeliverer”.
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3.4. Common features of vendor collection regimes for the collection of VAT on
low-value imported goods that have already been implemented

Several jurisdictions have made non-resident suppliers and digital platforms responsible for the collection
of VAT on imports of low-value goods in recent years, implementing a simplified compliance regime to
facilitate compliance with this obligation. As first movers, Australia, European Union, New Zealand, the
United Kingdom and Norway have adopted a range of common features, including:

First and foremost, they have moved the VAT collection away from the traditional process of
customs authorities assessing low-value goods on the basis of a customs declaration value.
Instead, these jurisdictions have imposed the obligation (or the option in case of the European
Union) for non-resident suppliers and digital platforms to collect the VAT on the supply of these
goods at the point of sale.

To date, all jurisdictions that have implemented this policy framework for low-value goods have
restricted it to goods with a customs value at or below the jurisdictions’ low-value consignment
relief threshold for customs duty (i.e. the customs duty de minimis; for particular exceptions under
the New Zealand regime, see subsection 3.2.2.5). Customs authorities continue to collect VAT,
customs duties and other charges for goods above the customs duty low-value relief threshold.

The VAT due must be determined by the supplier or the digital platform at the point of sale based
on the sales price of the goods plus transport and insurance costs.®! This is equivalent to the “Cost
Insurance and Freight” or “CIF Incoterms” value. The overall effect is to greatly mitigate the revenue
loss and distortions resulting from systematic undervaluation of these low-value goods on customs
declarations.

All these jurisdictions have adopted a simplified registration and collection regime for non-resident
suppliers to comply with their obligation to remit the VAT on their supplies of low-value imported
goods to private consumers in the jurisdiction of importation (B2C supplies). Many of these
jurisdictions combine this model for B2C supplies with a postponed accounting, reverse charge,
and/or a VAT exclusion approach for supplies of low-value imported goods to business customers
in the jurisdiction of importation (B2B supplies).

These vendor collection regimes for supplies of low-value imported goods by non-resident
suppliers are complemented with a full VAT liability regime for digital platforms that facilitate these
supplies, under specific circumstances. In practice, those digital platforms generally account for a
significant share of the VAT collected under these vendor collection regimes for low-value imported
goods.

These jurisdictions have extended the application of the simplified compliance infrastructure that
they had previously adopted for the collection of VAT on B2C supplies of services and intangibles
by non-resident suppliers, to supplies of low-value imported goods.

All goods below the customs duty low-value relief threshold are in scope of the obligation to register
for and collect VAT under these jurisdictions’ vendor collection regimes (except where the
supplier's revenues remain below the VAT registration threshold in Australia and New Zealand; the
EU regime is optional). Exceptions include excisable goods which continue to be taxed at
importation.

61 It should be pointed out that while this applies to the calculation of the VAT due, it need not necessarily apply to
the determination whether a consignment falls under the low-value consignment relief threshold and the simplified
compliance regime. This is the case, for instance, in the European Union (see EU Commission (2020), Explanatory
Notes on VAT e-commerce rules, pages 68 et seq. at https://ec.europa.eu/taxation_customs/system/files/2020-
12/vatecommerceexplanatory 28102020 en.pdf).
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e These jurisdictions have ensured that customs compliance processes are as simple as possible,
turning to information used by suppliers, digital platforms and transporters in the supply chain for
customs clearance purposes. In some cases, these jurisdictions have also implemented an
invoicing requirement to minimise risks of double taxation.

e These jurisdictions have allowed non-resident suppliers and digital platforms to register under the
standard VAT regime or to use a specific input VAT refund regime, where they have a need to
recover input VAT in the jurisdiction of importation. For example, a non-resident supplier may make
a commercial decision to charge and collect VAT at the point of sale for all goods, including goods
with a value above the customs duty low-value relief threshold (high-value goods). In doing so, this
non-resident supplier assumes liability for the import VAT at importation as the importer of record
and is thus subject to a standard VAT registration requirement. Similarly, non-resident suppliers
may store goods in bulk in domestic fulfilment warehouses prior to sale, in which case they would
also be the importer of record at the time of importation.

e Allthese jurisdictions have developed and communicated clear rules to enable suppliers and digital
platforms to acquire a clear understanding of what goods are in scope, when they must register,
when they must charge VAT and how they should treat refunds and returns.

For the different approaches to the treatment of imports for which VAT has not been collected through the
vendor collection regime in these jurisdictions, see subsection 3.2.2.7.
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4 Addressing the VAT implications of
the sharing and gig economy - The
potential roles for digital platforms

Section 4 of the VAT Digital Toolkit for Asia-Pacific provides an analysis of
the core components of a comprehensive policy strategy for the collection of
VAT on supplies in the sharing and gig economy. It notably includes guidance
on the possible role of digital platforms in facilitating and enhancing VAT
compliance in the sharing and gig economy.
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4.1. Sharing and gig economy growth can create challenges for VAT policy and
administration...but also important opportunities

The rise of the so-called sharing and gig economy®? (also known as the “collaborative economy”) in recent
years has been remarkable at both global and regional level. It has been powered by the growing capacity
of digital platforms to connect millions of economic actors with customers worldwide. The sharing and gig
economy involves large numbers of new economic operators, often private individuals, who monetise
underutilised goods and services by making them available for temporary (“shared”) use to primarily private
consumers, via digital platforms.

The growth of sharing and gig economy activity has created a new commercial reality in a number of
industries, particularly in the sectors of transportation (with the emergence of “ride-sourcing”) and
accommodation (particularly in short-term rentals) and is also progressively transforming the professional
services and finance sectors. It has triggered the entry into the market of considerable, and still growing,
numbers of new economic actors carrying out activities in often new ways and with a non-standard
employment or work status.

The APAC region has seen significant sharing and gig economy development and growth. As an
illustration, research suggests that 70% of global ride-sourcing trips facilitated by digital platforms took
place in Asia in 2017, equivalent to almost three-quarters of the 16 billion shared-transport trips made
worldwide (ABI Research, 2018s0)). Large global sharing and gig economy platforms that operate across
multiple jurisdictions have been expanding their services in the APAC region while locally and regionally
dominant platforms have emerged that replicate typical sharing and gig economy platform services and
that cater to region-specific needs and circumstances.

Research has indicated that the population in the Asia-Pacific region is particularly receptive to the idea of
sharing assets (78%) compared to LAC (70%), Europe (54%), and North America (52%), which is likely to
offer further opportunities for sharing and gig economy diversification and growth in the region (Nielsen,
2014s517). With a substantial portion of workforce in the informal economy (informal workers in the APAC
region are estimated to account for 65% of the global workforce in the informal economy in 2018) and a
young, tech-savvy population (three-fifths of the population in Southeast Asia were under the age of 30 in
2019), the APAC region has the reputation of being a “gig economy hub” (International Labour Organization,
2018521) (McKinsey & Company, 2019p3). Gig economy revenues, for example, in Pakistan, the
Philippines, India and Bangladesh are reported to have increased by 138% between 2018 and 2019, which
is among the ten fastest growth rates worldwide (Payoneer, 2019s4). Although revenues in the two
dominant sectors — accommodation and transportation — have fallen as a result of COVID-19 related
movement restrictions, the availability of gig workers has increased as more people turned to gig jobs such
as food delivery services to boost their income (International Labour Organization, 2020jss5). As
digitalisation accelerates, particularly through the continuously improving digital access via mobile devices

62 Consistent with the OECD Sharing and Gig Economy Report, a broad (working) description is used to refer to the
“sharing and gig economy” as “an accessibility-based socio economy model, typically enabled or facilitated via
advanced technological solutions and trust-building tools, whereby human or physical resources and/or assets are
accessible (for temporary use)/shared — to a large extent — among individuals for either monetary or non-monetary
benefits or a combination of both”. In general, “sharing” economy activities involve the temporary substitution of
ownership of (sometimes) underutilised assets or resources as opposed to the transfer of ownership. “Gig” activities
are in principle aimed at providing opportunities to a (high or low) skilled labour force to provide labour or professional
services in the context of a labour market characterised by the prevalence of short-term and often non-standard
contracts or freelance work as opposed to permanent jobs and standard labour contracts.
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(see subsection 1.2.2.1), and as the supply of freelancers continues to increase, the sharing and gig
economy in the APAC region has the potential to grow and diversify further in the years to come.

The “new ways of doing things” in the sharing and gig economy have raised questions whether existing
VAT frameworks are sufficiently equipped to capture this new economic reality efficiently, notably to protect
VAT revenues and minimise economic distortions between sharing and gig economy operators and
traditional businesses. It also raises the question whether this new phenomenon, not least the role of
sharing and gig economy platforms, creates new opportunities to enhance compliance and administration,
and in particular, to help reduce the size of the informal economy.

This Section provides an overview of the core components of a comprehensive VAT policy strategy for tax
authorities to consider in response to the growth of the sharing and gig economy. It notably includes
detailed guidance on the considerable role that sharing and gig economy platforms can play in facilitating
compliance in the sharing and gig economy, including in formalising informal economic activity. Of course,
the sharing and gig economy gives rise to a variety of economic, social, tax, legal and regulatory questions
beyond the area of VAT administration and compliance that require further consideration as part of a more
holistic “whole-of-government” response to sharing and gig economy growth.

This Section builds on the analysis and guidance provided in the OECD report on The Impact of the Growth
of the Sharing and Gig Economy on VAT/GST Policy and Administration (“Sharing and Gig Economy
Report”). Readers of the Toolkit are encouraged to consult this OECD report for further detailed analysis
and guidance on this issue.

Box 4.1. OECD Report on The Impact of the Growth of the Sharing and Gig Economy on VAT
Policy and Administration

This report provides a comprehensive analysis of the VAT implications of the growth of the sharing and
gig economy and sets out the core components of a VAT policy strategy for tax authorities to consider
in response. It analyses the key features of the sharing and gig economy and its main business models;
identifies the associated VAT challenges and opportunities; and presents a range of possible measures
and approaches to support an effective policy response. This includes detailed guidance on the possible
role of digital platforms in facilitating and enhancing VAT compliance in the sharing and gig economy.
The report is complemented by an in-depth analysis of the business models in the currently dominant
sharing and gig economy sectors of accommodation and transportation. It has been developed by the
OECD through intense consultation with representatives from OECD member countries and from a
considerable number of non-OECD economies as well as the representatives of key sharing and gig
economy actors and academia involved in the regular OECD discussions.

Source: OECD (2021), The Sharing and Gig Economy Report (OECD, 2021s)).

4.2. Developing a comprehensive strategy to address the VAT implications of the
sharing and gig economy: Possible steps for needs assessment and policy action

The sharing and gig economy presents specific features that can exacerbate existing challenges and
opportunities for VAT policy and administration and create new ones. These specific features are notably
related to:

e The characteristics of sharing and gig economy service providers, which are often large numbers
of new economic actors or non-standard workers with limited knowledge or capacity to comply with
VAT requirements.
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e The activities of these sharing and gig economy service providers, which often have a relatively
low value but are provided at relatively high volumes.

One of the key challenges for VAT policy and administration is that sharing and gig economy growth may
result in considerable shares of activity in certain sectors shifting from established and generally compliant
large operators (e.g. hotel chains, transportation firms) to large numbers of sharing economy operators or
“gig workers” that may often be less compliant. Even where they are able or willing to comply, they may
not be subject to VAT obligations if their activities remain below a jurisdiction’s VAT registration threshold.
On the other hand, administrating these large numbers of new and often small sharing and gig economy
operators could create significant pressure on tax authorities, particularly in jurisdictions with relatively
limited tax administration capacity.

Sharing and gig economy growth, however, also creates opportunities for tax authorities. In particular, the
role of sharing and gig economy platforms in facilitating and centralising sharing and gig economy activities
and the critical role of data in these platforms’ business models, creates significant opportunities to
formalise informal economic activity through data-sharing or VAT-collection requirements for these
platforms in respect of the sharing and gig economy activities that they facilitate.

The key policy motivations for the development of a VAT strategy in response to the challenges and
opportunities associated with the sharing and gig economy growth are likely to differ across jurisdictions.
These differences will depend on a number of factors, including the regulatory framework, the size and
growth of (a sector of) the sharing and gig economy in a given jurisdiction, its possible impact on the VAT
base and revenues, the competitive pressure it creates for the economic equivalent sector(s) and the
opportunities it creates for formalising informal economy activity. Determining policy objectives in this area
may turn out to be a moving target, notably as the growth of the sharing and gig economy is still in its
relatively early stages and continues to change and evolve, although it has already fundamentally
transformed a number of industries.

Table 4.1 below sets out the main components of a comprehensive strategy for jurisdictions to consider
when designing their VAT policy and administrative response to sharing and gig economy growth. The
OECD’s recent Sharing and Gig Economy Report provides further detailed analysis and guidance for the
design and implementation of the components of this strategic VAT policy and administrative response to
sharing and gig economy growth.

Table 4.1. Key components of a VAT strategy in response to sharing and gig economy growth

Step 1 Acquire a good understanding of the size and growth of sharing and gig economy activity

o To support evidence-based decision-making, jurisdictions need a comprehensive and up-to-date
understanding of the size and of the growth perspectives of the sharing and gig economy and its sectors at
national level.

e Jurisdictions can develop a framework for collecting statistical data on the sharing and gig economy
activities. Imposing data reporting obligations on actors involved in the sharing and gig economy supply
Key Policy chain, notably the sharing and gig economy platforms, can allow jurisdictions to make quick progress in
Considerations , . . . . .
improving the measurement of the sharing and gig economy and therefore to acquire a better understanding
of its size and growth.

e Recognising that monitoring and measuring the sharing and gig economy obviously has a relevance beyond
VAT policy, it is advisable that jurisdictions adopt a co-ordinated, whole-of-government approach in
monitoring and measuring the sharing and gig economy to support a consistent, fact-based, effective and
targeted policy strategy and implementation.
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Step 2

Key Policy
Considerations

Step 3

Key Policy
Considerations

Assessing the VAT policy needs and opportunities and determining the objectives
of VAT policy responses (addressing the “why” question)

A jurisdiction’s policy priority may not necessarily be to impose VAT on all sharing and gig economy
activities. It may for instance first wish to acquire an appropriate understanding of the sharing and gig
economy development and monitor potential risks of VAT base erosion or opportunities to address informal
activity in particular sectors of the economy.

A clear understanding of the objective(s) of VAT policy is critical for identifying the most appropriate policy
response and for determining the design of this response. For example, if the objective is to purely monitor
sharing and gig economy activity then the introduction of data reporting requirements on platforms is likely
to be a core component of the policy response. The design of such a reporting requirement is, however,
likely to be different when it would, for instance, be aimed at supporting VAT collection and compliance by
pre-populating VAT returns of gig economy workers or to detect non-compliance through risk analysis.

Jurisdictions may opt for a sequenced strategy, focusing their policy action first on the dominant sharing
and gig economy sectors that may create the most immediate risks to VAT revenue and/or competitive
neutrality, and the most significant opportunities for reducing informal economy activity, while continuing to
monitor the other (emerging) sectors to ensure early identification of further needs and opportunities for
policy action.

Determining and implementing the appropriate VAT policy and administration responses
(the “how” question)

The preferred policy response is one that is consistent with the general rules and principles of the
jurisdiction’s existing VAT system and limits the introduction of new exceptions or special regimes. This will
ensure an equal treatment of various distribution channels in a given market, be they traditional or digital,
notably as there is a growing convergence of business models between the sharing and gig economy and
the broader economy.

Tax authorities will often face the difficult trade-off between the need to protect revenue and minimise
competitive distortion, and the need to safeguard the efficiency of tax administration and to avoid undue
compliance burden. The latter may point to an approach that minimises the entry of high numbers of new
sharing and gig economy actors into the VAT system that may have limited compliance capacity and
knowledge of their tax obligations. However, that approach may have significant adverse revenue and
competitive consequences, when activity shifts from a limited number of established and largely VAT
compliant traditional operators to a large number of small sharing and gig economy operators that may
remain outside the scope of VAT (e.g. hotel activity vs. short-term vacation rentals). Bringing all these new
sharing and gig economy operators into the VAT system, on the other hand, may create undue pressure
for tax authorities, in jurisdictions with limited administrative capacity.

To achieve a balanced response to this challenge, jurisdictions can consider a number of possible non-
mutually exclusive measures aimed at managing the number of new economic actors entering the VAT
system, and at simplifying compliance obligations for sharing and gig economy service providers. These
include: setting an appropriate VAT registration or collection threshold; operating presumptive schemes
(e.g. flat rate schemes) for determining the VAT liability of sharing and gig economy providers; accounting
and reporting simplifications; split payment/withholding mechanisms for VAT collection; the use of
technology to facilitate VAT administration and compliance; third-party reporting obligations; taxpayer
education and other awareness raising activities. Detailed guidance on each of those policy responses is
provided in Chapter 3, Section 2 of the Sharing and Gig Economy Report.

Jurisdictions are particularly advised to consider the significant opportunities created by the central role of
digital platforms in the sharing and gig economy, to facilitate VAT administration and compliance. These
platforms are well positioned to provide greater visibility and traceability of sharing and gig economy activity,
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thus providing significant opportunities for the formalisation of previously informal economic activity (see
further discussion in subsection 4.3 below). Jurisdictions can consider in particular,

o  Theimplementation of data reporting obligations for sharing and gig economy platforms, based on
the OECD Model Reporting Rules for Digital Platforms®® (see Annex B); and

o The introduction of a VAT collection obligation for sharing and gig economy platforms on the
sharing and gig economy supplies that they facilitate.

Sharing and gig economy platforms can further play an important role in educating sharing and gig economy
service providers on their VAT obligations and in assisting these operators in complying with their tax
obligations (see Chapter 3, Section 3 of the Sharing and Gig Economy Report for further detailed guidance).

e Compliance levels will be enhanced by ensuring early and proper communication of policy measures and
providing adequate lead-time for their implementation along with clear guidance for all the sharing and gig
economy actors involved. Jurisdictions are also encouraged to complement their VAT policy response to
sharing and gig economy growth with targeted risk management strategies, including the extensive use of
third-party data to assist compliance monitoring and data analysis; with measures to deter non-compliance;
and with international administrative co-operation as appropriate. Further detailed guidance on these issues
is provided in Chapter 4 of the Sharing and Gig Economy Report and in Section 6 of this Toolkit.

e The sharing and gig economy is characterised by constant change. Developments including in the
regulatory domain (e.g. labour-law related developments that could reshape the relations between the
platforms and sharing and gig economy service providers) and in the technological landscape will continue
to influence the character, scope and scale of the sharing and gig economy at national, regional and global
levels. There is thus a need to continue monitoring developments and evaluating the efficiency of policies
and the needs or opportunities for policy action.

e The design of policy responses needs to build on a good understanding of the sharing and gig economy
actors, their ecosystems and trends to ensure their efficiency and effectiveness in practice. It is therefore
important that tax authorities consult with the stakeholders involved, including the sharing and gig economy
platforms, sharing and gig economy service providers, traditional economic operators and other third-party
stakeholders such as technology developers and accounting and tax compliance service providers.

Source: OECD analysis.

4.3. Digital platforms can play a significant role in facilitating VAT compliance in
the sharing and gig economy

Digital platforms play a central role in sharing and gig economy supply chains. A large diversity of business
models can be observed among platforms, even within sharing and gig economy sectors. These
differences may include:

e The type of the services that are provided or facilitated (e.g. ride-sharing vs. ride-sourcing);

e The control that the platform exercises over the suppliers and users (e.g. in setting terms and
conditions; safeguarding quality and safety, etc.);

63 OECD Model Reporting Rules for Digital Platforms refer to the 2020 OECD publication on Model Rules for Reporting
by Platform Operators with respect to Sellers in the Sharing and Gig Economy at https://www.oecd.org/tax/exchange-
of-tax-information/model-rules-for-reporting-by-platform-operators-with-respect-to-sellers-in-the-sharing-and-gig-
economy.htm as complemented by the 2021 publication on Model Reporting Rules for Digital Platforms: International
Exchange Framework and Optional Module for Sale of Goods at https://www.oecd.org/tax/exchange-of-tax-
information/model-reporting-rules-for-digital-platforms-international-exchange-framework-and-optional-module-for-

sale-of-goods.pdf.
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e The VAT-relevant information that is collected by the platform (noting, however, that sharing and
gig economy platforms generally collect considerable amounts of data on operators, customers
and the activities that they facilitate);

e The payment flows and solutions (e.g. credit card or online payment, which is the default approach,
vs. cash payment, which still exists in certain jurisdictions).

Further detailed analysis of the key sharing and gig economy business models, as operated particularly
in the accommodation and transportation sectors, is provided in the Sharing and Gig Economy Report
(see Annex D of the Report). Box 4.2 below provides a basic illustration of the role of a digital platform in
a sharing and gig economy supply chain.

Box 4.2. A basic sharing and gig economy supply chain: Role of digital platforms

1a. Provision of temporary access / sharing of assets /
resources (physical or human)

Provider : Digital Platform

commission or fee

Possible interactions among the parties may include:

1a. Provision of temporary access/sharing of assets/resources (physical or human) by the provider
to the user

1b. Provision of temporary access/sharing of assets/resources (physical or human) by the digital
platform to the user

2. Interaction between the provider and the digital platform
3. Interaction between the digital platform and the user

Although there are many different sectors in which sharing and gig economy platforms operate, and
their business models vary, a sharing and gig economy transaction will typically involve the following
different groups of actors/participants, which may not necessarily be located in the same jurisdiction:

e The provider (often a private individual) who shares assets, resources, time and/or skills in
exchange for a consideration/fee (monetary).

e The user of these assets, resources, time and/or skills. The user is most often a private
individual, although users with a business status cannot be excluded particularly in certain
sectors (e.g. accommodation and on-demand services).

e The sharing and gig economy platform that connects sharing and gig economy providers with
customers/users and enables the provision of sharing and gig economy services, directly or
indirectly, to such users. Several terms may be used at national level to denominate these

” ”

actors, including: “platforms”, “(online) marketplaces”, “electronic interfaces” or “intermediaries”.

With respect to the role of the digital platform in the supply chain, two main broad scenarios can be
distinguished:

e Under a first scenario (illustrated with arrow 1a on the diagram), the sharing and gig economy
platform directly connects the provider(s) and the user(s) with respect to a sharing and gig

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022




148 |

economy supply. In return, the digital platform may receive a consideration/fee from either the
provider or the user or both (the “agent role”).

e Under a second scenario (illustrated with arrow 1b on the diagram), the platform first acquires
the sharing and gig economy supply from the underlying sharing and gig economy service
provider and provides it in its own name to its user(s). Under this scenario, the platform is
typically regarded by national legislation as the supplier of the service (the “principal role”).
Often, these platforms contract with the individual underlying provider and they act as the
contracting party to provide the service.

National labour law may have an impact on the determination of the exact role/status of the digital
platform and of the underlying providers for VAT purposes. This is particularly the case where the
platform is considered to have a legal or de facto employment relationship with the (underlying) provider
under national labour law. Under such circumstances, the platform may be considered as having
provided the supply in its own name and on its own behalf (i.e. acting as principal) and the underlying
provider may be considered as an employee.

Other actors can also be involved in the sharing and gig economy supply chain, with direct or indirect
connection to the digital platform and/or the provider and/or the user. For example, in food (meal)
delivery activities, different providers may be involved in the preparation of the meal and subsequently
in the delivery of the meal to the customer. In the accommodation sector, an agent may directly interact
with a platform with respect to the listing of apartments that may belong to different owners who are not
necessarily known to the platform.

Note: The sequence of numbers assigned in the diagram above is for identification only. It is not intended to indicate the timing of a specific
step in chronological order.

Source: OECD (2021), The Sharing and Gig Economy Report (OECD, 2021s)).

As highlighted in Table 4.1 above, digital platforms that facilitate sharing and gig economy activity are likely
to be given a central role in jurisdictions’ VAT policy responses to sharing and gig economy growth. These
main possible roles for sharing and gig economy platforms, which are non-mutually exclusive, include:

e Assuming a type of liability for the collection of the VAT on the sharing and gig economy supplies
that they facilitate. Sharing and gig economy platforms that act as suppliers of the sharing and gig
economy activity (under the “principal role” as illustrated in Box 4.2 above) are normally themselves
subject to VAT obligations in respect of these activities in accordance with the jurisdiction’s normal
VAT rules. Where sharing and gig economy platforms act as agents (“agent role” as illustrated in
Box 4.2 above), specific measures could be implemented to make these sharing and gig economy
platforms liable for the VAT on the sharing and gig economy activities that the facilitate, for example
by treating them as the “deemed suppliers” of these sharing and gig economy services.

e Data reporting to the tax authorities. These data can be used by tax authorities to monitor sharing
and gig economy activity, to facilitate compliance (e.g. by pre-filling VAT returns) and/or to minimise
non-compliance by sharing and gig economy service providers. The internationally agreed basis
for the design of data reporting requirements for sharing and gig economy platforms is in the OECD
Model Reporting Rules for Digital Platforms (see further in Annex B).

e Educating sharing and gig economy service providers on their VAT obligations.

Subsections 2.3.3 and 2.3.4 of this Toolkit provide more detailed guidance on the roles for digital platforms
in the collection of VAT on online sales of services and digital products (such as streaming of music and
movies, software application, etc.). This guidance is also relevant for sharing and gig economy activities.
The sharing and gig economy however presents a humber of specific features that may require further
consideration when designing and implementing roles for digital platforms. Table 4.2 below outlines the
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main similarities and specificities of the sharing and gig economy in comparison to the broader platform
economy.

Table 4.2. Sharing and gig economy vs. the broader platform economy

Similarities

Specificities of the sharing and gig economy

Digital platforms play a critical role in facilitating the supplies
via the use of advanced technology.

The underlying supplies are not new but the means through
which they are carried out are.

The platforms have a relation with both the underlying provider
and the consumer. They are “multi-sided” platforms in that
they enable the direct interaction between two or more
customers or participant groups (typically users/customers
and providers) whereby each group of participants (“side”) are
customers of the multi-sided platform in some meaningful way.

Digital platforms have access to VAT-relevant information in
the course of their normal business activity.

Digital platforms generally do not have a physical presence in
the jurisdiction of taxation.

An increasing number of jurisdictions have already enacted

Sharing and gig economy suppliers may often be individuals
or small businesses that generate relatively small turnover
from their sharing and gig economy activities.

Sharing and gig economy activity may often involve high
volumes of low-value transactions (for instance in the
transportation sector).

The underlying sharing and gig economy providers often have
a (type of) presence in the jurisdiction of taxation and are less
likely to provide their services in multiple jurisdictions.

The sharing and gig economy supplies often involve physical
assets/capital of a certain value in the jurisdiction of taxation
(e.g. a vehicle or an immovable property in the currently
dominant sectors of transportation and accommodation).

The underlying sharing and gig economy providers often use
assets for both their sharing and gig economy activities and

legislation involving digital platforms in the collection of VAT private purposes.

on online sales or are in the process of doing so. e A wide(r) range of VAT policy objectives may be pursued by
the tax authorities in respect of the sharing and gig economy
other than purely levying VAT on these activities (e.g.
monitoring market evolutions).

A careful balancing of a number of considerations is required before implementing a VAT liability role for
digital platforms in the sharing and gig economy. Sharing and gig economy platforms are often not located
in the jurisdiction in which these sharing and gig activities are carried out. The sharing and gig economy
service providers, on the other hand, are often themselves located in the jurisdiction of taxation and may
already be registered there for VAT purposes. This is different from the broader platform economy,
particularly online sales of goods, services and digital products, which often involve online sellers that sell
into markets without being located there. Where the sharing and gig economy platform is not located in
the jurisdiction of taxation, the tax authorities may wish to carefully weigh the risks and benefits from shifting
the VAT collection or liability from the individual sharing and gig economy service providers that are
resident in its jurisdiction onto a platform that is not resident in that jurisdiction.

Similarly, to minimise the administrative burden and compliance risks from input VAT deduction claims by
sharing and gig economy providers operating via a digital platform, careful consideration could be given to
complementing a full VAT liability regime with a simplification measure for the underlying providers such
as a flat rate tax scheme or an input VAT credit scheme through the provider’'s income tax return (see
further guidance in Section 3.2.2. of the Sharing and Gig Economy Report).

Overall, recognising that there is no one-size-fits-all solution, taxing jurisdictions are encouraged to ensure
an equal treatment of various distribution channels in a given market, be they traditional or digital.
Jurisdictions are encouraged to take into account the overarching VAT policy design principles outlined
under Section 2 when designing potential role(s) for digital platforms in enhancing VAT compliance and
administration in the sharing and gig economy as well as implementing a number of supporting measures
for the efficient and effective operation of these policy options as outlined in Section 6 of this Toolkit.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



150 |

5 Administrative and operational
implementation of the simplified
registration and collection regime

Section 5 of the VAT Digital Toolkit for Asia-Pacific provides practical advice
on the development of an administrative, operational, and IT infrastructure to
support the recommended VAT policy framework. This includes concrete
guidance on the implementation of a simplified registration and collection
regime for VAT on online trade in services, intangibles, and low-value goods.
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In Brief

Key messages

Section 5 of the Toolkit provides guidance on the administrative and operational implementation
of the recommended policy framework as described in Sections 2 and 3, focusing in particular
on the simplified registration and collection regime. The core components of this guidance and its
core recommendations are outlined below.

e Project governance and management. The administrative and operational implementation of
the recommended policy framework for the collection of VAT on supplies of services and
intangibles and on supplies of low-value imported goods by non-resident suppliers requires
sound project management. This includes the following aspects:

o Project plan and team. Define the scope of a project plan to implement the recommended
policy framework. This includes identifying deliverables, costs, and the necessary
implementation lead-time. Establish a project team with clear responsibilities to manage and
deliver the legislative design and guidance, the reform of administrative processes, the
necessary IT infrastructure, a communications strategy, a risk and compliance management
strategy, etc.

o Sequencing reform and realistic timeframes. Jurisdictions that have implemented the
policy framework as recommended in this Toolkit have done so in a sequenced manner.
They have first focused on services and intangibles and later extended the regime to low-
value imported goods. Having an appropriate lead-time for the introduction or the later
extension of a vendor collection regime supported by a simplified compliance regime for
non-resident suppliers and digital platforms is important for both tax (and customs)
authorities and non-resident suppliers and digital platforms. A lead-time of 6-12 months
between adoption of the reform and entry into force is considered appropriate for the
implementation of such a regime for supplies of services and intangibles. A lead-time of 12-
18 months is generally considered appropriate for its extension to low-value imported goods.

o Consultation. From the policy development phase onwards, tax policymakers and
administrators may greatly benefit from consulting with the businesses that are likely to be
affected by the reform, with international and regional multilateral organisations such as
OECD and ADB, and with jurisdictions that have experience in the implementation and
administration of the recommended policy framework.

e Design, implementation and administration for a simplified VAT compliance regime.
Simplified VAT registration and collection should enhance and facilitate compliance for non-
resident suppliers and digital platforms under a vendor collection regime by limiting the
information that these businesses must provide to what is strictly necessary for the effective
collection of the tax and reducing administrative burdens to a necessary minimum. This typically
includes the following considerations:

o Onlineregistration and compliance portal. It is recommended that online registration and
compliance be made available for non-resident suppliers and digital platforms under a
simplified compliance regime.

o Simplified VAT registration. It is recommended to limit the information required for
registration under a simplified compliance regime to what is functionally necessary to
ensure the proper collection of the VAT from non-resident suppliers and digital platforms.

_____________________________________________________________________________________________________________________________________|
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Tax authorities should seek to eliminate operational, security and fraud risks as far as
possible when designing the registration process.

o Registration threshold for non-resident suppliers. The possible application of a
revenue-based registration threshold for non-resident suppliers and digital platforms
deserves careful consideration. Relieving non-resident suppliers or digital platforms of the
obligation to register in a jurisdiction where they only make or facilitate minimal sales can
be beneficial to both suppliers and tax authorities, as it reduces the risk of disproportionate
compliance costs for relatively small businesses and the risk of potentially significant
administrative burdens for a tax authority of having to administer large numbers of suppliers
that are likely to generate relatively limited VAT revenues.

o Invoicing requirements. Jurisdictions are encouraged to consider eliminating invoicing
requirements for B2C supplies of services and intangibles under a simplified compliance
regime for non-resident suppliers and digital platforms. In the case of imports of low-value
goods, there are reasons why a jurisdiction may wish to continue imposing a requirement
on suppliers to issue some form of invoice (notably to support the refunding of incorrectly
collected VAT), though not necessarily a full VAT invoice. Where jurisdictions require
invoicing, the Toolkit encourages them to take a pragmatic approach to provide flexibility,
for instance as regards format, content and/or language.

o VAT returns. It is recommended that jurisdictions allow non-resident suppliers and digital
platforms to file simplified VAT returns under a simplified compliance regime. These will
generally require less information and supporting evidence than what would normally be
required for a standard VAT return.

o Record-keeping. Non-resident suppliers and digital platforms should keep reliable and
verifiable records of the supplies they make or facilitate to customers in the taxing
jurisdiction, preferably in an electronic format. Tax authorities are encouraged to limit the
transactional data that suppliers and platforms must record to what is necessary to ensure
that VAT has been charged and accounted for correctly on each supply.

o Input VAT recovery. It is reasonable for a jurisdiction to operate a simplified compliance
regime as a “pay-only” regime, i.e. limiting the scope of the regime only to the collection of
VAT without making the recovery of input VAT available to the non-resident supplier or
digital platform. Such an approach may ensure a proper balance between simplification and
the needs of tax authorities to safeguard revenue. Input VAT recovery could remain
available for non-resident suppliers and digital platforms under the jurisdiction’s normal VAT
refund procedure or under the standard VAT registration regime.

o Foreign currency conversion. Tax authorities should communicate how non-resident
suppliers and digital platforms should convert the value of their sales for determining their
VAT liability, for VAT reporting and for payment of the VAT due, in cases where supplies
are made in a currency that is different from the currency in which VAT must be paid to the
tax authorities in the jurisdiction of taxation.

o Settlement of VAT due. The use of electronic payment methods is recommended to
facilitate the payment process and reduce associated costs and risks for non-resident
suppliers and digital platforms and for tax authorities under a simplified compliance regime.

o Tax agents. Compliance for non-resident suppliers and digital platforms could be further
facilitated by allowing these businesses to appoint a third-party service provider to act on
their behalf in carrying out certain procedures, such as submitting returns. It is not
recommended, however, that jurisdictions require the appointment of a local fiscal
representative under a simplified compliance regime.

o Intermediaries other than digital platforms. Although not recommended as the primary
collection mechanism, jurisdictions could consider a financial intermediary-led VAT
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withholding mechanism as a backstop solution in cases of persistent non-compliance,
whereby the VAT due is withheld from payments to non-compliant non-resident suppliers
and digital platforms. This can also act as a disincentive to non-compliance. Some
jurisdictions foresee obligations for “redeliverers” of low-value imported goods as a fall-back
measure under certain circumstances.

o Minimising risks of double taxation and unintended non-taxation of imports of low-
value goods. The role of timely and correct information is critical for tax and customs
authorities’ processes to minimise risks of double taxation, under-taxation and unintended
non-taxation under a simplified compliance regime for imports of low-value goods. The early
involvement of customs authorities in the design and implementation of the information
collection and data sharing arrangements that are necessary to meet these information
needs is particularly important, as well as the timely consultation with other key stakeholders
such as postal operators and express carriers.

e Operational and IT infrastructure for a simplified VAT compliance regime. When designing,
implementing and administering the operational and IT infrastructure to support a simplified VAT
compliance regime, the following aspects must normally be considered:

o Core functionalities of the online portal for a simplified compliance regime. The online
portal for a simplified VAT compliance regime for non-resident suppliers should at a
minimum include the following functionalities:

— Simplified registration by non-resident suppliers and digital platforms;

— Filing of VAT returns through secure online forms and facility for the secure uploading
of supporting information;

— Payment of VAT due via the online portal or a robust process for managing external
payments;

— Updating and amending registrants’ key registration and account details.

o Additional elements to consider in the development and the operation of an effective
and secure online portal:
— Using secure channels for hosting the online portal and facilitating communications;

— Configuring the portal to enable all activity and functions also in English and in the
languages of the jurisdiction’s main trading partners;

— Facilitating the use of Application Programming Interfaces (APIs), which enable the
direct and automatic communication between the supplier’s accounting and record-
keeping system and the tax authority’s systems to support compliance under the
simplified compliance regime (e.g. to calculate VAT liability);

— Data storage capacity to permit file uploads and storage;

— Integration of payment service providers’ “payment gateways” into the online portal to
support card or e-wallet payments;

— Early and regular consultation with the business community to improve the portal’s user-
friendliness.

o Integrating the IT systems for a simplified compliance regime with tax authorities’
existing IT systems. There are considerable advantages to integrating the online portal for
a simplified compliance regime, wherever possible, with the tax authority’s existing IT
systems. However, in practice this may prove more challenging due to differences in
information requirements and software compatibility.

Tax authorities will normally have a number of options to choose from when deciding on the
approach for the development of the online portal for the simplified VAT compliance regime for
_____________________________________________________________________________________________________________________________________|
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non-resident suppliers. These broadly include: constructing the online portal using in-house IT
expertise; outsourcing the project; or selecting a commercial off-the-shelf (COTS) solution. The decision
will ultimately depend on a range of circumstances, including the functionality of the tax authority’s
existing IT system, the capability of in-house IT staff, the time available for the implementation of the
system, and the funding available.

Guide to Section 5
Section Theme Page
5.1. Roadmap for successful administrative and operational implementation 155
52 Designing and implementing the administration for a simplified VAT 169

registration and collection regime

Operational and information technology infrastructure for a simplified VAT 207

53. registration and collection regime

The policy framework for the application of VAT to digital trade presented in this Toolkit sets out
recommended approaches for jurisdictions to assert the right to impose VAT on online sales made by non-
resident suppliers to customers in their jurisdiction. It presents recommended rules and mechanisms for
imposing VAT collection obligations on non-resident suppliers making online supplies to final consumers
in particular (B2C supplies), and on the digital platforms that facilitate these supplies by implementing a
full VAT liability regime for such platforms. It advises jurisdictions to optimise levels of compliance by
providing these non-resident suppliers and digital platforms access to a simplified VAT registration and
collection regime to fulfil their obligations. These recommendations are set out in detail in Sections 2 and
3 of this Toolkit, first with regard to online sales of services and intangibles and subsequently with regard
to online sales of low-value imported goods. Section 5 of the Toolkit provides guidance on the
administrative and operational implementation of this recommended policy framework. It provides
guidance on:

e Project management and on key aspects of the administrative implementation of the recommended
policy approaches;

e Design and implementation of the administrative requirements for a simplified VAT registration and
collection regime (which is a core element of the recommended policy framework, see subsections
2.2 and 3.2);

e The development of the operational and IT infrastructure to support the operation of a simplified
VAT compliance regime for non-resident suppliers and digital platforms (particularly the online
portal).
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Guide to subsection 5.1.
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Section Theme Page
5.1.1. Robust project governance and management 155
5.1.2. Adhering to principles of good tax policymaking and administration 162
5.1.3. Consultation with businesses 165
5.1.4. Consultation with international bodies 167
5.1.5. Critical decisions and actions during the policy design phase 167
5.1.1. Robust project governance and management
Guide to subsection 5.1.1.
Section Theme Page
5111 Establishing a pro[ect management structure for the implementation of the 156
recommended policy framework
5.1.1.2 Sequencing reform: Focus on services and intangibles before extension to goods 160
5.1.1.3. Realistic timeframes for implementation 160
5.1.1.4. Assuring sufficient funding and adequate resources 161
5.1.1.5. Forecasting and measuring VAT registration and revenue results 162
5.1.1.6. Evaluation of the reform and implementation results 162

Implementing the recommended policy framework for VAT collection on digital trade is a significant
undertaking that requires robust project governance and project management, based on a detailed and
realistic planning of the approach for undertaking all the main elements of policy design and implementation
(“roadmap”). Recommendations for the establishment of a robust project governance and management
framework are outlined in Box 5.1. It is also recommended that the simplified registration and collection
regime for non-resident suppliers and digital platforms be developed in conjunction with, rather than after
or in isolation from, the design and enactment of key legislation. When taking policy decisions, jurisdictions

should always consider the administrative and operational feasibility and effects of these decisions.
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Box 5.1. Overview of main recommendations for project governance and management

e Define the scope of a project plan to implement the recommended policy framework for VAT
collection on international supplies of services and intangibles or of low-value imported goods.

o ldentify deliverables, approximate costs and establish an appropriate implementation lead-
time for tax authorities and businesses to implement changes to systems and supporting
frameworks.

o Alead-time of 6-12 months between the government adoption of the VAT reform to introduce
a vendor collection regime supported by simplified compliance processes and its entry into
force is considered appropriate for reform directed at online sales of services and
intangibles. A lead-time of 12-18 months is generally considered appropriate for its extension
to supplies of low-value imported goods. Close alignment with the OECD recommended
policy framework can considerably shorten these lead-times, as online businesses and tax
authorities can leverage solutions and technology that has already been implemented in
jurisdictions that have adopted a similar approach.

e Establish a project team with clear responsibilities to manage and deliver:

o The design, building and testing of a simplified registration, reporting and payment portal;

o The development of law and guidance;

o The development and delivery of an effective communications strategy;

o An effective risk and compliance management strategy;

o Changes required to existing processes.

5.1.1.1. Establishing a project management structure for the implementation of the
recommended policy framework

Ajurisdiction that wishes to implement the recommended reform to levy VAT on services and intangibles
or on low-value imported goods that consumers purchase via the Internet from suppliers abroad, should
establish an appropriate management structure to oversee the reform project, including the
development of a simplified compliance regime to support compliance by non-resident suppliers and
digital platforms with their obligation to remit the VAT on these supplies to the tax authorities. For reform
targeted at low-value imported goods, the appropriate collaboration between tax authorities and
customs authorities is of critical importance.

Such a structure should clearly establish a governance framework, project scope and a project lead as
early as possible. The project lead must be able to call on a team with direct responsibility for managing
the project’s implementation. The project team may include representatives of other government agencies.
Establishing the project management structure and approach should preferably commence during the
policy development phase, prior to the adoption of the reform. The project lead should be responsible for
reporting on implementation issues to the tax authorities’ senior officers as well as to a wider group of
government officials.

For the implementation of the recommended policy framework targeted at supplies of low-value imported
goods by non-resident suppliers, the participation of customs officials in the project team should be ensured
and the project plan should foresee close co-operation between tax and customs authorities. The
involvement of customs authorities should start at an early stage of the policy, legislation and administrative
and operational design process. These authorities have a critical role to play in the clearance of imports,
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a role that includes checking for evidence of whether non-resident suppliers or digital platforms have
accounted for VAT on imports of low-value goods under the recommended vendor collection regime. This
role becomes even more important where jurisdictions use traditional VAT collection methods for imports
of low-value goods in the absence of proof that the non-resident supplier or digital platform has collected
the VAT at the point of sale under the recommended vendor collection regime.

The creation of a detailed project plan should include the design and delivery of the following components:

e Policy, legislation and taxpayer guidance: This envisions a policy framework that makes non-
resident suppliers and digital platforms liable for the VAT on supplies of services and intangibles
or of low-value imported goods to customers in the jurisdiction of taxation. This is generally
described as a “vendor collection regime” for non-resident suppliers, with a full VAT liability regime
for the digital platforms that facilitate such supplies of services and intangibles or low-value
imported goods to customers in the jurisdiction of taxation. This framework should include a
simplified compliance regime that facilitates compliance for non-resident suppliers and digital
platforms with their VAT obligations under the vendor collection regime in the jurisdiction of
taxation. VAT legislation and supporting regulations should clearly set out the registration process
and compliance requirements. Further elements include the provision of clear and easily accessible
(online) guidance on the operation of the regime, the possible granting of concessions relating to
the application of penalties during a transitional phase following the entry into force of the regime,
and the implementation of processes to manage technical enquiries and the management of
disputes.

e Simplified registration, reporting and payment portal: This means the development of a
separate business case for the development of the digital portal, detailed technical design plans,
development costs, and construction, testing and deployment schedules. See subsection 5.3 for
further details.

e Communications strategy: This contemplates effective strategies and material to communicate
with non-resident businesses, including platforms, intermediaries and other stakeholders such as
consumers and domestic businesses. It also includes help-channels and statements of compliance
expectations (see subsection 6.4 for more details; see also subsections 5.1.3 and 5.1.4 on
consultation).

e Risk and compliance: This embraces analysis and modelling to identify businesses that are
potentially in scope of the vendor collection regime, strategies and processes to address non-
compliance through audits and other actions, and communication of these procedures so that non-
resident suppliers and digital platforms understand the consequences of non-compliance. See
Section 6 for further details.

e Changes required to existing processes: This includes plans to update and change existing
administrative and customs processes and systems relating to account management, such as
processing of returns and payments, application of penalties, debt management and other
procedures, where appropriate.

Figure 5.1 at the end of this subsection provides an indicative high-level project implementation timeline
for all stakeholders, which illustrates how the project elements described above can be concurrently
implemented. By way of reminder, subsection 5.1.5 below further provides an overview of the core policy
design aspects that will need to be considered from the outset when implementing a vendor collection
regime for non-resident suppliers and digital platforms and the core decisions that will need to be taken
during the policy design phase. It includes cross-references to the detailed guidance that this Toolkit
provides on each of these aspects.

IT systems changes and development. Tax authorities may already have established protocols and
project management methodologies to govern the implementation of new tax measures and related IT
systems changes. However, the process of developing a simplified compliance regime for non-resident
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suppliers and digital platforms may present new challenges given the international nature of such a regime,
particularly in respect of the creation of a new online registration and compliance portal. For jurisdictions
seeking additional guidance regarding management of digital government projects, the OECD Digital
Government Toolkit website 8 outlines key principles and best practice examples to support the
development and implementation of digital government strategies. The Observatory of Public Sector
Innovation website® similarly provides useful guidance on a wider range of subjects in the fields of public
sector innovation and transformation, including on “Digital and Technology Transformation”.

Critically, an assessment of IT requirements to deliver a simplified compliance regime is needed at a very
early stage in order to identify:

e Whether an entirely new system, modification to existing systems, or outsourcing is the best
approach for delivering a functional registration, reporting and payment system for non-resident
suppliers;

e The timeframe required to design, test and deploy the necessary changes, noting that this will
determine the entry into force of obligations for non-resident suppliers and digital platforms under
a simplified compliance regime;

e The funding required to undertake necessary information technology changes.

This Toolkit provides more specific guidance on sound project governance and management for the
development of the IT infrastructure for a simplified registration and collection regime in subsection 5.3.1.

64 See further the website at https://www.oecd.org/governance/digital-government/toolKkit/.

65 See further the website at https://oecd-opsi.org/toolkit-navigator/.
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Figure 5.1. Indicative project implementation timeline
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5.1.1.2. Sequencing reform: Focus on services and intangibles before extension to goods

Jurisdictions that have implemented the recommended policy framework for the collection of VAT on
international digital trade have done so in a sequenced manner.

First, they introduced the recommended vendor collection regime for the collection of VAT on
internationally supplied services and intangibles (including digital services and digital products) from non-
resident suppliers and digital platforms. This included the implementation of a simplified compliance regime
to facilitate compliance for non-resident suppliers and digital platforms. Several of those jurisdictions have
subsequently, in a second step, extended (or are planning to extend) the scope of that vendor collection
regime and of the simplified compliance regime to supplies of low-value imported goods. These
jurisdictions include Australia, the 27 EU Member States, New Zealand, Norway, Singapore and the United
Kingdom.

VAT reform for imports of goods from online sales is more complex, particularly due to the connection with
customs processes and therefore requires more lead-time. In a sequenced reform, the implementation for
imports of goods can largely benefit from the experience gained in the area of services and intangibles.
Jurisdictions that have, as a first step, implemented a simplified compliance regime for supplies of services
and intangibles by non-resident suppliers, as recommended by this Toolkit, will be able to use most of the
same administration and operational infrastructure to implement the policy framework for low-value
imported goods. This includes “back-end” IT infrastructure such as registration, returns and reporting, and
payments systems, as well as “front-end” infrastructure such as online registration and tax account
management portals for suppliers. Harmonising administration and operations in this way may produce
significant costs savings. When a jurisdiction decides to adopt such a sequenced approach, it should
therefore ensure from the outset that the administrative and operational infrastructure it builds to support
its VAT reform targeted at international supplies of services and intangibles is adaptable and scalable for
VAT collection under a vendor collection regime for low-value imported goods, and perhaps even in areas
beyond that.

5.1.1.3. Realistic timeframes for implementation

Ensuring that an appropriate lead-time is available for the introduction of a vendor collection regime for
non-resident suppliers and digital platforms, and for the possible extension of its scope (e.g. to supplies
of low-value imported goods), is important for tax (and customs) authorities as well as for the affected
businesses. A lead-time of 6-12 months between the government adoption of the reform and its entry
into force is considered appropriate for the introduction of a vendor collection regime for international
supplies of services and intangibles. A lead-time of 12-18 months is generally considered appropriate
for its extension to supplies of low-value imported goods.

Close alignment with the OECD recommended policy framework can considerably shorten these lead-
times, as online businesses and tax authorities can then leverage solutions and technology that have
already been implemented in jurisdictions that have adopted a similar approach. A longer period may be
necessary, on the other hand, if tax authorities are not able to publish guidance on how they will practically
administer the new measures at the time of their adoption.

Tax authorities, and customs authorities in case of reform targeted at low-value imported goods, will need
an appropriate lead-time not only to design, build and implement the necessary administrative processes
and supporting infrastructure but also to ensure the proper and comprehensive communication of the new
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compliance obligations and the underlying compliance processes to non-resident suppliers, digital
platforms and other stakeholders such as postal services and express couriers.

Non-resident suppliers and digital platforms require an appropriate lead-time to prepare their compliance
systems and commercial processes. They will typically need detailed information on the IT requirements
and specifications for compliance under the new regime. This should allow these businesses (and
developers of tax compliance systems) to adjust their compliance systems and commercial processes to
the compliance requirements of the new regime and to test them to ensure their timely and correct
operation at the date of entry into force. Digital platforms will need to communicate the changes to their
underlying suppliers so that all participants in the supply chain understand their obligations in supporting
compliance by the platform. In respect of low-value imported goods, this will notably help to ensure that
processes are adjusted to allow customs authorities to properly identify the “VAT-paid” status of low-value
goods at the time of their importation and thus enhance the customs clearance process of these goods.
Suppliers and transporters, such as express carriers and postal authorities, may all need to amend their
customs reporting procedures to allow customs authorities to identify consignments on which suppliers or
digital platforms have already collected VAT at the point of sale under the vendor collection regime, as this
will be vital to facilitating fast-track clearance of consignments and to prevent double taxation.

Some jurisdictions have adopted a vendor collection regime for B2C supplies of services and intangibles
by non-resident suppliers but without a simplified compliance regime. In subsequently seeking to build a
simplified compliance regime to facilitate higher compliance levels, these jurisdictions are advised to
recognise the importance of an appropriate transition period that non-resident suppliers and digital
platforms will need in order to adjust their business and compliance systems.

The importance of realistic timeframes for implementation, particularly for low-value imported goods, is
evidenced by the fact that every jurisdiction that has thus far adopted a vendor collection regime for low-
value imported goods has had to delay its implementation or to introduce special transitional provisions.
Such transitional provisions have been aimed at reducing negative effects for businesses where they have
insufficient time or guidance to adapt their pre-existing long-term contracts and their business systems and
processes, or to secure funding and resources to design, test, and implement the necessary changes to
their compliance systems. By way of illustration, examples of jurisdictions that have had to delay the
implementation of a vendor collection regime for low-value imported goods or that have implemented
transitional provisions include:

e Australia: Start date moved from 1 July 2017 to 1 July 2018;
¢ New Zealand: Start date moved from 1 October 2019 to 1 December 2019;

e Norway: Start date of 1 April 2020, with recognition that the short time between enactment and
commencement of the relevant laws necessitated transitional provisions;

e European Union: Start date moved from 1 January 2021 to 1 July 2021.

5.1.1.4. Assuring sufficient funding and adequate resources

Early on in the policy development and decision process, a reliable and realistic estimation is required of
the resource needs for the implementation of the new regime. The necessary funding must be ensured for
the design and implementation of the new regime and for its future operation. In assessing these funding
needs, a wide range of aspects will need to be considered, including any requirements for the design and
adoption of new IT solutions and their integration in the tax authority’s existing IT systems; the need for
changes to administrative tasks and processes; the need for a communication strategy to ensure that the
affected non-resident businesses are properly informed of the VAT obligations under the new regime; the
design and delivery of technical guidance and advice; and the implementation of an adjusted risk
management and compliance strategy.
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The operation and administration of a vendor collection regime and a simplified compliance regime will
require not only technical resources but also sufficiently skilled and trained staff. In particular, tax
authorities with limited experience in dealing with non-resident taxpayers may have to plan for the creation
or development of the necessary human resource capacity, ensuring that the necessary time and funding
are available to build this capacity. Language skills, experience in engaging with foreign taxpayers,
understanding of digital business models as well as knowledge of and experience with administrative co-
operation are some examples of desirable competences. In the initial post-implementation period at least,
a tax authority could consider establishing a dedicated contact point for businesses that may be affected
by the reform, notably to provide information and to assist in addressing questions and compliance issues
that may arise during the early phase of implementation.

5.1.1.5. Forecasting and measuring VAT registration and revenue results

A jurisdiction will normally wish to estimate the potential VAT revenue that it can expect to generate from
the introduction of a vendor collection regime for non-resident suppliers and digital platforms. Subsection
6.5.5 of this Toolkit identifies potential data sources for this purpose. By way of example, Box 5.2 describes
the approach taken by New Zealand to estimate the GST revenue potential of its vendor collection regime
for low-value imported goods.

Box 5.2. Jurisdiction example: New Zealand’s fiscal impact estimates

New Zealand modelled the fiscal impact estimates for its GST vendor collection regime for supplies of
low-value imported goods using retail banking data for the 2017/18 fiscal year, supplied by Datamine.®®
Online transactions were identified using a range of methods, including by identifying whether a credit
card was used for a transaction and isolating transactions with known e-commerce only retailers. To
exclude services and intangibles and other items that are out of scope of the regime, only transactions
with merchant category codes clearly related to goods were included for revenue estimation purposes.

Source: OECD research.

5.1.1.6. Evaluation of the reform and implementation results

Tax authorities should consider how they will measure the results of the implementation of their vendor
collection regime for supplies of services and intangibles or low-value imported goods by non-resident
businesses.

This includes close monitoring of the number of registrants and revenue outcomes, and an assessment of
the effectiveness of the tax authority’s communication with non-resident suppliers and digital platforms in
ensuring that an appropriate level of compliance is reached (incl. evaluating whether the rules and
supporting guidance are sufficiently clear and fit for purpose; whether there is a need for clarification or
fine-tuning of certain requirements; etc.). The publication of regular updates on the performance of the
regime may notably provide assurance to compliant non-resident suppliers and digital platforms that the
new regime is achieving the intended outcomes and that the tax authority works to maximise compliance
levels so as to ensure an even playing field among non-resident suppliers and digital platforms. Domestic
businesses and consumers may also have an interest in the effectiveness of the reform.

Measuring compliance levels and revenues can be more challenging where a jurisdiction provides the
possibility to non-resident suppliers and digital platforms to choose between a standard registration regime
and a simplified compliance regime to comply with their VAT obligations under a vendor collection regime.

66 Datamine is a commercial data and analytics consultancy and product developer.
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Two sources of data will then have to be consulted to evaluate the registration and revenue results. Whilst
it will be easy to identify and analyse non-resident businesses using a simplified compliance regime, the
data for entities that have registered under the standard VAT regime will need to be further analysed to
distinguish between supplies of services and intangibles or low-value imported goods that were within the
scope of the simplified compliance regime and any other types of supplies that these businesses have
made.

Similarly, where a jurisdiction applies a simplified compliance regime to supplies of services and intangibles
as well as to low-value imported goods, it is advisable to ensure early on that filing data can be segregated
between both types of supplies. This will facilitate the monitoring of compliance levels later on. In Australia,
for instance, non-resident businesses are asked in the online registration process to indicate which type of
supplies they make. In the European Union, the VAT return under the simplified compliance regime
contains separate data fields for services and low-value imported goods.

Box 5.3. Jurisdiction example: Estimating revenue results from the reform of VAT collection on
digital trade in Australia

Australia calculates its revenue results and publishes these on a periodic basis®” using a combination
of two methods:

e For the non-resident suppliers and digital platforms registered under its simplified registration
and compliance regime, the Australian tax administration uses the liability amount reported on
the simplified GST return. This liability is attributed respectively to the regime targeted at
services and intangibles or to the regime targeted at low-value imported goods on the basis of
the supply type indicator selected by the non-resident at time of registration. If an entity has
nominated that it is making supplies of both, then an apportionment method is used to allocate
the GST liability reported by this entity (based on analysis or intelligence data).

e For standard GST registrants, the Australian tax administration uses “Net GST liability” from
these registrants’ GST return (Business Activity Statement). If an entity was registered before
the new regime entered into effect, the previous Net GST liability is taken into account to
estimate its GST cross-border liability. The tax administration uses internal intelligence data to
determine this population.

Source: OECD research.

5.1.2. Adhering to principles of good tax policymaking and administration

The Ottawa Taxation Framework Conditions provide an overarching set of principles that aim to guide
jurisdictions on how they should design regimes for the taxation of international trade, especially for digital
trade (OECD, 2001;s6)). These Framework Conditions set out the fundamental principles for carrying out
tax reform, including reform to implement the policy framework for VAT collection on international digital
trade that is recommended in this Toolkit.

67 GST administration annual performance report is available at https://www.ato.gov.au/About-ATO/Commitments-
and-reporting/In-detail/GST-administration/GST-administration-annual-performance-report-2019-20/.
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Box 5.4. The Ottawa Taxation Framework Conditions — Principles

Neutrality

Taxation should seek to be neutral and equitable between forms of electronic commerce and between
conventional and electronic forms of commerce. Business decisions should be motivated by economic
rather than tax considerations. Taxpayers in similar situations carrying out similar transactions should
be subject to similar levels of taxation.

Efficiency

Compliance costs for taxpayers and administrative costs for the tax authorities should be minimised as
far as possible.

Certainty and simplicity

The tax rules should be clear and simple to understand so that taxpayers can anticipate the tax
conseqguences in advance of a transaction, including knowing when, where and how the tax is to be
accounted.

Effectiveness and fairness

Taxation should produce the right amount of tax at the right time. The potential for tax evasion and
avoidance should be minimised while keeping counter-acting measures proportionate to the risks
involved.

Flexibility

The systems for taxation should be flexible and dynamic to ensure that they keep pace with
technological and commercial developments.

Source: OECD (2001), Taxation and Electronic Commerce: Implementing the Ottawa Taxation Framework Conditions (OECD, 2001se)).

In addition, the Forum on Strategic Management approved the following General Administrative Principles
in 2001. This guidance is useful to consider when implementing the recommended policy framework for
VAT on international digital trade at an administrative and operational level, notably in engaging with
businesses.
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Box 5.5. Relations with taxpayers

Revenue authorities are encouraged to:

e Apply tax laws in a fair, reliable and transparent manner;

e Outline and communicate to taxpayers their rights and obligations as well as the available
complaint procedures and redress mechanisms;

e Consistently deliver quality information and treat inquiries, requests and appeals from taxpayers
in an accurate and timely fashion;

e Provide an accessible and dependable information service on taxpayers’ rights and obligations
with respect to the law;

e Ensure that compliance costs are kept at the minimum level necessary to achieve compliance
with the tax laws;

e Where appropriate, give taxpayers opportunities to comment on changes to administrative
policies and procedures;

e Use taxpayer information only to the extent permitted by law;
e Develop and maintain good working relationships with client groups and the wider community.
Source: OECD (2001), General Administrative Principles (OECD, 2001s7).

5.1.3. Consultation with businesses

From the policy development phase onwards, tax policymakers and administrators can considerably
benefit from regular consultations with the businesses that are likely to be affected by the reform.

Early engagement with the business community on the future reform will facilitate subsequent rounds of
consultation and dialogue with the business that will be affected by the reform. Key stakeholders and
representatives to consider in organising these business consultations include: the “Business at OECD”
advisory group, ®® non-resident suppliers, digital platforms, accounting and legal professionals, VAT
compliance technology developers and VAT compliance service providers, transporters and customs
brokers, and international and national industry representatives including jurisdictions’ domestic chambers
of commerce and business federations. Such consultation has proven to be effective in enhancing the
effectiveness of policies, legislation and administrative and technical design by identifying opportunities
and constraints in relation to businesses’ practices, resources and capacities. Businesses that are subject
to a jurisdiction’s simplified compliance regime will generally be subject to similar regimes in other
jurisdictions. They will thus often be able to share their experiences with design features of existing regimes
that are easy to comply with and that have already achieved high compliance levels.

Best practice implementation has seen tax authorities engage with businesses to develop detailed
technical guidance notes explaining how tax authorities will administer the policy framework and the
legislation that implements it along with the obligations it creates for businesses, including examples of
good practices as well as details of any safeguards for businesses acting in good faith. Examples of this
guidance include the notes published by jurisdictions like: Australia, New Zealand, Norway and the

68 “Business at OECD” is an international business network with a global membership representing over 7 million
companies of all sizes and across industries that is conveying business perspectives and expertise to policymakers
on a broad range of global economic governance and policy issues, including VAT.
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European Union.®® Tax authorities are advised to make all or, at the least, the essential parts of this
material accessible to non-resident suppliers in one or more global languages, and in English in particular
as this is the standard language used by developers of the VAT compliance technology that is generally
used by businesses to comply with their obligations under vendor collection regimes worldwide. Business
consultation has proven to be helpful in fine-tuning design elements of the simplified compliance regimes
to improve the compliance process where appropriate. These adjustments have encompassed
adjustments to registration, reporting and payment systems, taking account of national VAT design and
circumstances.

It is also important to recognise and take account of the lead-time that businesses generally require to
update their business and compliance systems and internal processes to comply with new VAT collection
obligations. In the case of digital platforms that are subject to full VAT liability, this includes the process
changes necessary to take on the VAT obligations for the platforms’ underlying non-resident suppliers.
The majority of large international businesses can be expected, and have in practice been found, to engage
directly with the tax authorities in the jurisdictions that have implemented a vendor collection regime, to
ensure their timely compliance with their VAT obligation under this regime. However, their governance
procedures, the available funding and resources for implementing the necessary systems and process
changes may place limitations on how rapidly they can begin complying in practice.

The general announcement of new obligations as such often will not provide sufficient certainty or detail
for businesses to implement the necessary changes to their business and VAT compliance systems.
Jurisdictions may sometimes substantially amend policies and administrative procedures during the design
phase, which may have a significant impact on businesses’ compliance systems design. Most businesses
will therefore wait until the formal and final adoption of the new regime and the associated compliance
obligations, before authorising investments in major systems changes to comply with the new rules.
Jurisdictions must therefore provide appropriate lead-time between the date that new measures are
enacted into law and the date they come into force (see subsection 5.1.1.3). This is critical to securing a
high level of compliance from the start. The lead-time necessary for businesses to prepare for compliance
will most probably also reflect the lead-time needed by the tax (and customs) authorities to implement the
necessary changes to their internal systems and procedures. A reasonable lead-time will finally also allow
the appropriate communication and consultation with the affected non-resident businesses as these
changes are designed and implemented.

Specifically for the implementation of a vendor collection regime for low-value imported goods, experience
suggests that businesses (and their associations) involved in the supply chain logistics for internationally
traded goods will provide excellent advice and feedback on best practices for design and operation of such
aregime. These businesses and their national and international associations, including transporters, cargo
and postal service providers as well as payment processing businesses and digital platforms, generally
have a global focus that gives them exposure to vendor collection regimes that jurisdictions have already

69 see European Commission (2020), Explanatory notes on VAT e-commerce rules at
https://ec.europa.eu/taxation_customs/system/files/2020-12/vatecommerceexplanatory 28102020 _en.pdf; European
Commission (2021), Guide to the VAT One Stop Shop at https://ec.europa.eu/taxation_customs/system/files/2021-
03/oss_guidelines_en_0.pdf; European Commission (2020), Importation and exportation of low value consignments
— VAT e-commerce package, “Guidance for MSs and Trade”, at
https://ec.europa.eu/taxation_customs/system/files/2020-

12/guidance_on_import_and_export _of low_value consignments_final.pdf; further information and guidance is
accessible on the information portal of the European Commission “Modernising VAT for cross-border e-commerce”
at https://ec.europa.eu/taxation_customs/business/vat/vat-e-commerce/modernising-vat-cross-border-e-
commerce_en.
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implemented to collect the VAT on low-value imported goods from non-resident suppliers and digital
platforms.

5.1.4. Consultation with international bodies

International and regional multilateral organisations, including the Organisation for Economic Co-
operation and Development (OECD), World Bank Group (WBG), International Monetary Fund (IMF)
and the Asia Development Bank (ADB), can play an important role in assisting jurisdictions’ reform for
the collection of VAT on international digital trade.

These organisations have vast experience in supporting reform, for instance, through guidance, technical
assistance and facilitation of communication with key stakeholders such as businesses and other
jurisdictions. It is beneficial to consult and co-operate with jurisdictions that have successfully implemented
reform to learn from their experience on both implementation and ongoing administration. Consultation is
also critical to improve consistency among approaches.

The important role that the ADB undertakes in the APAC region cannot be overstated, particularly in
relation to current initiatives such as the Asia-Pacific Tax Hub on domestic resource mobilization (DRM)
and international tax co-operation (ITC). With the objective of maximising international and regional
resources of knowledge, expertise, and finance on DRM and ITC, the Tax Hub is envisioned to serve as
an open and inclusive platform for strategic policy dialogue, knowledge sharing, and development co-
ordination between and among the ADB, its member countries, and development partners.

The Tax Hub will assist each ADB developing member country to define differentiated DRM and ITC goals,
including three foundation blocks: medium term revenue strategies in collaboration with the Platform for
Collaboration on Tax (PCT), a roadmap for digital transformation of tax administrations which facilitates
the introduction of digital tools, and proactive participation in international tax initiatives such as the
Inclusive Framework on BEPS and the Global Forum on Transparency and Exchange of Information for
Tax Purposes.’® The synergy created through collaboration and co-ordination with development partners
will ensure strong value addition and effectiveness in the implementation of necessary reforms.

Additionally, the Pacific Islands Tax Administrators Association (PITAA) promotes closer co-operation and
co-ordination of information sharing in tax administration and policy formulation in Pacific economies. The
Study Group on Asian Tax Administration and Research (SGATAR) is an annual forum for tax
administrators in the region to enhance co-operation, improve administration and discuss issues related to
tax administration.

5.1.5. Critical decisions and actions during the policy design phase

5.1.5.1. General considerations

Tax policymakers and administrators will make many key decisions at the policy design stage, which will
affect the effectiveness and efficiency of a simplified compliance regime. All relevant parties to the
development of a simplified compliance regime should collaborate from the outset in working through key
decisions affecting the scope and design of a jurisdiction’s regime. This includes both the Ministry of
Finance and the tax administration. The process of collaboration should also address the investment and
running costs for tax authorities.

70 ADB has its operations on hold since 15 August 2021 in Afghanistan.
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The main policy decisions affecting the scope and design of a simplified compliance regime to facilitate
compliance by non-resident suppliers and digital platforms with their VAT obligations under a vendor
collection regime have been discussed in the Toolkit. These are:

e Indicia and evidence for determining the place of taxation (see subsections 2.1.3 and 3.1.2);

e Supplies in scope of the regime (see subsections 2.2.2.3 and 3.2.2.5);

e Determining customer status (see subsections 2.1.2.1 and 3.2.2.5);

e For B2B supplies, when and how to adopt a reverse charge mechanism for domestic business
customers (see subsections 2.2.1 and 3.2.2.5);

e Registration thresholds (see subsection 2.2.2.4, 3.2.2.6 and 5.2.1.2);

e Permitting or denying access to input tax credits (see subsection 2.2.2.2 and in more detail 5.2.5);
e The role of the traditional registration regime (see subsection 2.2.2.2 and in more detail 5.2.1.3);
e The role of digital platforms (see subsections 2.3.2 and 3.3.1);

e The role of tax agents and fiscal representatives (see subsection 2.2.2.5 and 5.2.8).

For a more comprehensive analysis, please refer to subsections 2.2.2 and 3.2.2.

5.1.5.2. Special considerations concerning the implementation of the vendor collection
regime for the collection of VAT on low-value imported goods

As previously noted, jurisdictions are strongly advised to align the operation of their vendor collection
regime for supplies of low-value imported goods by non-resident suppliers with the regime for the collection
of VAT on services and intangibles supplied by non-resident suppliers. However, there are several critical
elements in developing a framework for low-value imported goods that require specific attention. These
include:

e Determining the level of various relevant thresholds (see subsections 3.2.2.5 to 3.2.2.7), if any, in
particular:

o A customs duty low-value relief threshold, below which the responsibility to collect the VAT on
imported goods is reassigned from the customs authorities to non-resident suppliers and digital
platforms;

o A VAT registration threshold, below which non-resident suppliers and digital platforms have no
obligation to register and remit VAT under a vendor collection regime.

e Customs clearance processes to determine the VAT settlement status of imports. This is necessary
both to protect consumers from double taxation and to prevent fraud and abuse of the regime. See
subsection 5.2.11.

e Cargo and postal reporting requirements to support customs clearance processes. See subsection
5.2.11.

¢ Rules for the treatment of bundles of low-value goods in a single consignment that collectively
exceeds the customs duty low-value relief threshold (and that is therefore, in principle, subject to
VAT collection under the normal customs procedure). Similarly, rules for the treatment of a
consignment that includes a bundle of low-value goods and high-value goods. See subsection
5.2.10.

e Currency conversion rules for suppliers to determine the value of a good at the time of supply. See
subsection 5.2.6.
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5.2. Designing and implementing the administration for a simplified VAT
registration and collection regime

Simplified VAT registration and collection should facilitate compliance for non-resident suppliers and digital
platforms under a vendor collection regime by limiting their obligations to what is strictly necessary for the
effective collection of the VAT. Jurisdictions that have sought to align with this recommendation have noted
that the ease with which a business can register, report, and settle payment of its VAT obligations under a
vendor collection regime has been critical in achieving high compliance levels.
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5.2.1. Simplified VAT registration

Guide to subsection 5.2.1.

Section Theme Page

5.2.1.1. Simplified registration via online portal 170

5.2.1.2. Registration threshold 171
Retaining the standard VAT registration as an alternative for non-resident suppliers

5213 ' 172
and digital platforms

5.2.14. Considering the broader context 172

5.2.1.1. Simplified registration via online portal

It is recommended that online registration be made available for non-resident suppliers and digital
platforms under a simplified compliance regime. Section 5.3 of this Toolkit provides detailed guidance
on the design and on the key elements of the architecture of a simplified VAT registration and collection
online portal. It is recommended to limit the registration process under a simplified compliance regime
to the information that is functionally necessary to ensure the proper collection of the VAT from non-
resident suppliers and digital platforms under the vendor collection regime.

Relieving businesses of the time and cost of providing unnecessary or excessive documentation to verify
their identity is warranted, especially in cases where they do not need to recover input VAT in the
jurisdiction of taxation. Such a minimalist approach to business identification for VAT registration under a
simplified registration and collection regime could limit the required information to the following elements:

The name of the business;
The trading name of the business;

Postal and/or registered address of the business and its contact person(s). Even where registration
is electronic, a physical mailing address is useful in the event of a system outage;

The VAT or tax identification number (TIN) of the business in its jurisdiction of establishment, where
applicable;

Names of responsible contact persons, including the title of the authorised person (e.g. “Indirect
Tax Manager”) to support continuity in case of any subsequent changes within the registered
business.

It is recommended that businesses provide information on multiple contact channels where possible:

Telephone numbers of contact persons;
Email addresses of contact persons;

The website URL(s) of the business, through which it engages with consumers in the jurisdiction
of registration.

An optional feature could allow suppliers to communicate during the registration process which types of
supplies they intend to make — for instance by ticking a box next to the applicable categories. For example:
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e Services and intangibles;
e Online sales of goods.

Tax authorities should ensure that access to the registration portal under a simplified compliance regime,
and any applicable process to establish a digital credential permitting such access, be as easy as possible
and be supported by clear and readily available guidance including on the tax authority’s website. It is
preferable that guidance on registration is available in English as well as in the language of the jurisdiction.
Jurisdictions can further consider making the information available in the language(s) of their main trading
partners. To support businesses that encounter problems with the registration, jurisdictions may wish to
set up a central contact point or dedicated helpdesk (e.g. a hotline).

Section 5.3 of the Toolkit provides further detailed guidance on the design and implementation of the
operational infrastructure, especially IT systems and software requirements, for a simplified VAT
registration and collection portal, as well as on the generation of digital credentials and other related issues.

Some jurisdictions may lack the necessary administrative or technological capacity to implement and
operate an online registration process. In such cases, they may consider implementing a registration
process through a secure e-mail exchange, facilitated by a dedicated e-mail gateway address for all
communications, registration applications and other processes (see subsection 5.3.6). Tax authorities
have noted that the risks associated with this approach, such as phishing, are increasing. Extremely careful
e-mail correspondence management is thus strongly recommended. Where e-mails are not an option,
jurisdictions could consider international post channels for registration and filing of returns. However,
international post will result in time delays and can present other operational, security and fraud risks and
create barriers to compliance.

Finally, tax authorities should clearly set out the process by which a business can cancel its registration,
e.g. if its turnover falls below a registration threshold (see also “Changing registration types and cancelling
VAT registration” under 5.2.9 below).

5.2.1.2. Registration threshold

A VAT registration threshold in this context refers to a threshold that a jurisdiction can adopt, typically by
reference to the value of all supplies made to customers in that jurisdiction, below which a non-resident
supplier or digital platform has no obligation to register for VAT and to collect and remit VAT on these
supplies in that jurisdiction. VAT registration thresholds are discussed extensively in subsections 2.2.2.4
and 3.2.2.6 of this Toolkit.

Jurisdictions that adopt a registration threshold for non-resident suppliers and digital platforms should
provide clear guidance on how an affected business should calculate the threshold and on how the tax
authority will administer it. They are advised to make this information accessible in English and in the
languages of the jurisdiction’s main trading partners in addition to the jurisdiction’s national language(s).

Jurisdictions with a volatile currency that adopt a sales or revenue-based threshold may wish to establish
and express the threshold for non-resident suppliers and digital platforms in a global reserve currency (e.g.
USD or EUR). They could subject this to periodic review (e.g. annually or over another timeframe) to ensure
alignment with any domestic registration thresholds.

Non-resident suppliers and digital platforms will further need clear guidance on the time limits for
registration when they exceed the registration threshold and on any penalties and penalty concessions
that may apply for late registration. Most tax authorities allow non-resident suppliers and digital platforms
to self-assess whether they have reached or surpassed the registration threshold. A jurisdiction could
instruct non-resident suppliers and digital platforms to periodically (e.g. monthly or quarterly) assess their
activities both retrospectively against the previous 12 months and prospectively using forecasts for the
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next 12 months. If either historical activities have exceeded, or future activities will likely exceed, the
threshold under these measurements, then it could require the supplier to register.

5.2.1.3. Retaining the standard VAT registration as an alternative for non-resident suppliers
and digital platforms

A jurisdiction may wish to evaluate the operation of its standard VAT registration procedure with a view
to making it accessible as an option for non-resident suppliers and digital platforms to comply with their
VAT obligations under the jurisdiction’s vendor collection regime.

There are circumstances where non-resident suppliers and digital platforms may find it more appropriate
to access the standard VAT registration regime to comply with their VAT obligations under a jurisdiction’s
vendor collection regime. This may arise for instance because of VAT obligations that such a business
may have in that jurisdiction in respect of other activities, because of direct tax obligations (e.g. those
related to the presence of a “permanent establishment”), or because it wishes to recover input VAT on
business costs incurred in the jurisdiction. A non-resident supplier may also wish to register under the
standard regime to be able to account for VAT on all imports of goods, including high-value goods. A
supplier may, for example, wish to market the handling of all VAT and customs duty formalities as part of
its customer service offering, and improve and streamline its own internal systems for managing multi-
jurisdictional VAT returns. The supplier would then take responsibility for the importation process and the
associated costs as the importer of record, paying any applicable VAT, customs duties and other customs
charges. This supplier would generally be able to recover VAT on these importation costs only if it has a
registration under the standard VAT regime.

Some jurisdictions have made registration under the standard VAT regime a legal obligation under their
vendor collection regime for non-resident suppliers and digital platforms, with simplified compliance
representing an optional alternative for the obligation to register under the standard regime (e.g. Australia).
In practice, most of non-resident suppliers and digital platforms are likely to prefer the simplified compliance
approach. For example, in Australia the total number of GST registrations by such businesses under its
vendor collection regime for making supplies of services and intangibles to Australian consumers was 650
as of 30 June 2021, comprising 605 registered under the simplified compliance regime and only 45 under
the standard regime.

The complexity of a requirement to appoint local, and sometimes fiscally liable, representatives for non-
resident businesses is discussed in subsection 5.2.8.3. It is recommended that jurisdictions do not
implement a requirement for the appointment of a fiscal representative for non-resident suppliers and
digital platforms that comply with their VAT obligations under the jurisdiction’s simplified compliance
regime.

5.2.1.4. Considering the broader context

Jurisdictions should carefully review their national legal and regulatory framework before proceeding with
implementation of the approach to registration under a simplified compliance regime to ensure that the
policy and administrative design of this regime conforms to other relevant rules and regulations. These
include general rules regarding tax administration, which will encompass rules regarding security, use of
electronic communications and taxpayer privacy and confidentiality. These rules are likely to affect the
permissible design of a simplified compliance regime, e.g. with respect to such matters as publication of
registrants’ identities and authorised methods of communication between tax authorities and taxpayers.
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5.2.2. Invoicing requirements

Guide to subsection 5.2.2.
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VAT invoicing requirements are generally among the most burdensome VAT compliance obligations. The
elimination of invoicing requirements for B2C supplies under a simplified VAT registration and collection
regime will normally provide significant administrative relief to non-resident suppliers and digital platforms
and entail limited risks because consumers generally have no entitlement to recover the VAT they pay on
such supplies.

This subsection considers possible approaches to invoicing under a simplified compliance regime for non-
resident suppliers and digital platforms in some further detail for B2C supplies of services and intangibles
and of low-value imported goods as well as for B2B supplies.

5.2.2.1. Invoicing for B2C supplies of services and intangibles under a simplified compliance
regime

It is recommended that jurisdictions consider eliminating invoicing requirements for B2C supplies of
services and intangibles under the simplified registration and collection regime for non-resident
suppliers and digital platforms.

However, it may be that wider tax legislation or other trade or customer protection rules in some
jurisdictions may require suppliers to produce tax invoices. Where this is the case, jurisdictions are
encouraged to take a pragmatic approach to provide flexibility and help reduce the costs that invoicing
requirements can involve for non-resident suppliers and digital platforms under the simplified compliance
regime. In such a case, jurisdictions are encouraged to allow non-resident suppliers and digital platforms
to use an electronic invoicing format. These businesses normally rely almost exclusively on digital
technology to sell and deliver their services and intangibles electronically to their customers worldwide,
which should normally allow them to comply with an electronic invoicing approach more easily than with a
paper-based process.

The possible use of a jurisdiction’s existing e-invoicing framework under a simplified compliance regime
for non-resident suppliers and digital platforms will depend heavily on the design and operation of the
jurisdiction’s e-invoicing regime. Experience suggests that integrating a jurisdiction’s existing e-invoicing
process into a VAT compliance system can be particularly challenging for a non-resident business.
Compliance challenges for non-resident businesses with a jurisdiction’s e-invoicing framework may
include:
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e The process for receiving authorisation to issue e-invoices, which may include the completion of
specific application forms, the submission of records and certificates, and file format testing;

e The invoice format, with XML as the most widely used language;

e The use of “tax control codes”, via a mechanism that inserts an electronic code into each invoice
to make it valid for tax purposes;

o Different e-signature systems to ensure the integrity and authenticity of invoices;
e The requirement that e-invoices be issued through an “authorised provider” in the jurisdiction.

Compliance by non-resident businesses with the legal, administrative and technical requirements under
an existing e-invoicing regime will often require the services of a specialised local service provider. This
may involve considerable compliance costs for non-resident businesses and heavily impact the ease of
compliance and overall compliance levels under a simplified compliance regime for non-resident suppliers
and digital platforms. Jurisdictions could therefore consider simplifying a number of e-invoicing
requirements to facilitate compliance for non-resident businesses under a simplified compliance regime,
including allowing the possible use of any available standard e-invoicing solutions that would not require
the intervention of a specialised local service provider.

Alternatively, or in addition, jurisdictions could also consider acceptance of the following:

e Invoices that suppliers issue in accordance with the rules of their home jurisdiction;

e Commercial documentation that suppliers issue for purposes other than VAT, e.g. electronic
receipts;

¢ Invoices in the languages of the taxing jurisdiction's main trading partners;
e Flexible rules on invoice delivery, e.g. allowing customer self-printing.

5.2.2.2. Invoicing for B2C supplies of low-value imported goods under a simplified compliance
regime

Although the guidance in the previous subsection advised that jurisdictions could permit non-resident
suppliers to dispense with VAT invoicing for B2C supplies of services and intangibles, there are additional
practical issues to consider for supplies of low-value imported goods under a simplified compliance regime.
This is because:

e Double taxation may occur, in particular where, due to a lack of co-ordination between suppliers,
transporters and/or the customs authorities, a customer is charged import VAT by the customs
authorities even though this customer has already been charged VAT by the supplier at the time
of sale.

e Consumers may have a right to a refund for the VAT paid on the supply when they return goods or
because the supplier incorrectly charged VAT at the time of sale.

Supporting documentation will normally be required to correct the treatment of low-value imported goods
that has led to double taxation or to support a VAT refund request. This does not necessarily mean that
suppliers should be required to produce full VAT invoices. It would normally be sufficient to provide the
customer with some electronic or paper documentation, which states whether the supplier charged VAT at
the point of sale and, if so, how much.

It is recommended, however, that non-resident suppliers and digital platforms are not required to disclose
their VAT registration number on any invoices they must issue in respect of low-value imported goods
under a simplified compliance regime, where this number serves as an indicator for the “VAT-paid” status
of the goods upon importation. This will help prevent the fraudulent appropriation of VAT numbers by
fraudulent operators and reduce risks of non-taxation of imported low-value goods. Subsection 5.2.11
discusses these risks in further detail, with Annex D presenting further detailed examples from a selection
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of jurisdictions. The European Union is one example of a jurisdiction that relieves non-resident suppliers
and digital platforms from the requirement of including their VAT registration number under the simplified
compliance regime on invoices for low-value imported goods.

5.2.2.3. Invoicing for international B2B supplies

Jurisdictions globally take a variety of approaches to invoicing requirements for non-resident businesses
making supplies to business customers in their jurisdiction, where it requires these local business
customers to perform a reverse charge or where it treats such supplies as free of VAT (see examples in
Box 5.6).

Box 5.6. Jurisdiction examples: Invoicing for international B2B supplies

For example, Australia,! Chile,2 New Zealand?® and Singapore* do not require full VAT invoices for B2B
supplies by a non-resident business to a local business. Other jurisdictions, however, have established
special invoicing requirements including India,> Mexico,® the Russian Federation” and South Africa.®

1, Australian Taxation Office, GST cross-border transactions between businesses at https://www.ato.gov.au/Business/International-tax-for-
business/In-detail/Doing-business-in-Australia/GST-cross-border-transactions-between-businesses/.

2. Chilean VAT Law, Article 35C.

3. New Zealand Inland Revenue Department, GST for overseas businesses: Supplying remote services into New Zealand at
https://www.ird.govt.nz/gst/gst-for-overseas-businesses/supplying-remote-services-into-new-zealand.

4. Inland Revenue Authority of Singapore, IRAS e-Tax Guide: GST: Taxing imported services by way of an overseas vendor registration
regime (second edition) at https://www.iras.gov.sg/media/docs/default-source/e-tax/etaxquide gst taxing-imported-services-by-way-of-an-
overseas-vendor-registration-regime.pdf?sfvrsn=7b9b52a7_0.

5. See Global VAT Compliance, India: Key features of mandatory GST e-invoicing as from 1 October 2020 clarified at
https://www.globalvatcompliance.com/globalvatnews/india-key-features-of-mandatory-gst-e-invoicing-as-from-1-october-2020-clarified/.

6. See Taxamo, Digital VAT/GST rules around the world at
https://cdn2.hubspot.net/hubfs/2759176/Marketing/Taxamo%20booklet%20digital%20tax%20rules %20around%20the %20world.pdf;
BlIZLatin Hub, Understanding Mexico’s digital services tax for businesses at https://www.bizlatinhub.com/understanding-mexicos-digital-
services-tax-for-businesses/.

7. See DLA Piper, Russia’s new VAT rules on cross-border e-commerce services: Key points for B2B service providers at
https://www.dlapiper.com/en/us/insights/publications/2018/06/russias-new-vat-rules-on/.

8. See DLA Piper, Country specific: South Africa — South Africa draws more foreign suppliers of electronic services into its VAT net at
https://www.dlapiper.com/no/global/insights/publications/2019/05/vat-monthly-alert-april/country-specific-south-africa-april/.

Source: OECD research.

In general, domestic businesses should be able to rely on an invoice that a non-resident business issues
as long as it contains the relevant information, such as:

e The name and address of the supplier;

e Invoice number and date;

e A description of the supplied items;

e The value of the supply, i.e. consideration that the customer must pay for the supply.

Non-resident businesses could be required to provide supplementary information upon request if they are
unable to provide the necessary information under the standard invoicing regime. For example:

e If a supplier issues an invoice in a foreign language, the jurisdiction could direct the business to
translate it.

e Requesting copies of contracts and other supporting documentation to be submitted (ideally in an
electronic format) where it is necessary to provide additional explanation of the supplies that a non-
resident supplier is making.
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e Any alternate documentation that would provide relevant information when an invoice is not
available.

Jurisdictions that operate an e-invoicing system for domestic suppliers may consider allowing its
application to non-resident suppliers making supplies to local businesses, notably to facilitate the input
VAT recovery for these local business customers. Note, however, that the extension of an existing e-
invoicing requirement to non-resident businesses may lead to compliance complexity for these businesses,
as discussed in subsection 5.2.2.1 above.

5.2.2.4. VAT-inclusive pricing

A jurisdiction’s VAT, trade or consumer protection rules may require VAT-inclusive pricing of B2C supplies.
It is important to note in this context that a non-resident (online) supplier or digital platform will normally be
able to display a VAT-inclusive price only when it can determine the place of taxation of the supply and its
VAT treatment. This will require knowing the customer’s status (when a VAT regime distinguishes between
B2B and B2C supplies) and the jurisdiction of the customer’s usual residence for B2C supplies of services
and intangibles or the location to which a consignment should be delivered in the case of B2C supplies of
low-value imported goods. In practice, a non-resident supplier or digital platform will typically be able to
make that determination only when the consumer reaches the “virtual checkout” on the supplier’s or the
platform’s website and confirms its location.

In light of this, within the framework of consumer protection rules, jurisdictions may wish to carefully
consider the possibility of applying an exception to normal rules and require suppliers and platforms to
display VAT-inclusive pricing only after the customer has confirmed its status and its usual residence (for
services and intangibles) or the consignment delivery destination (for goods). Suppliers and digital
platforms should in any case clearly communicate to consumers in advance of a sale that taxes could
apply at the checkout stage depending on the details of the supply and the customer.

Jurisdictions might also consider whether there is any need to state the currency in which suppliers and
digital platforms should display prices and VAT due to customers.

5.2.3. VAT returns

Most jurisdictions with a simplified compliance regime for non-resident suppliers and digital platforms
have implemented a simplified electronic return filing procedure. These returns require minimal VAT
information. While requirements vary, most jurisdictions require returns to be filed on a quarterly basis.

Satisfying obligations to file VAT returns can be a complex process for non-resident suppliers and digital
platforms, resulting in considerable compliance burdens for such businesses that typically face obligations
in multiple jurisdictions. It is therefore recommended to consider authorising non-resident suppliers and
digital platforms to file simplified returns under a simplified compliance regime, which would be less detailed
than returns required for businesses that are entitled to input VAT deduction. The required information on
a VAT return under a simplified compliance regime could remain limited to:

e The supplier's or digital platform’s VAT registration number, which the tax authority could pre-
populate from the supplier’s or digital platform’s online taxpayer account;
e The return period;

e If suppliers and digital platforms can submit returns in foreign currencies, then the currency and,
where relevant, the exchange rate the supplier or platform has employed;

e Total sales;
e VAT payable at the standard rate;
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e VAT payable at reduced rate(s), if any;
e Total VAT payable.

Tax authorities are encouraged to allow the application of reasonable and coherent methods of rounding
the amounts in the VAT return to the nearest whole number or appropriate decimal point, in line with what
suppliers and platforms use for internal accounting purposes.

Tax authorities that operate a website which includes an online portal through which non-resident suppliers
and digital platforms can register and comply with their VAT obligations under a simplified compliance
regime are advised to provide a central location on their website for suppliers and platforms to easily
access the online portal for filing VAT returns and making VAT payments to the tax authority.

Tax authorities should provide clear instructions on their website for completing and submitting VAT returns
under the simplified compliance regime, including on the information that is required for each of the
informational fields on the VAT return. To further facilitate compliance, online VAT returns could also
provide a possibility to select the jurisdiction’s VAT rate(s). The tax authority may also include links to
additional guidance material, such as currency conversion rules. This information could be further
complemented with information on any penalties that may apply to late filing of returns, including the
circumstances under which tax authorities may waive or reimburse them (e.g. in case of disruption of
business systems due to natural disaster).

Jurisdictions that do not apply a registration threshold (see subsections 2.2.2.4 and 3.2.2.6) could consider
releasing non-resident suppliers and digital platforms from the obligation to submit a return for a period if
the total VAT payable remains below a negligible amount as specified by the tax authority. Instead, the
supplier or platform could include any residual VAT payable in a future filing period. It must be recognised,
however, that such an approach could be difficult to reconcile with a tax authority’s taxpayer account
management system, which may be configured to automatically flag non-submission of returns and to send
a reminder to non-resident suppliers and digital platforms to make a submission.

Section 5.3 of the Toolkit provides further technical analysis of the design features for the IT and
operational systems for electronic VAT return filing by non-resident suppliers and digital platforms,
including features related to account access, security, and confirmation notifications for suppliers and
platforms.

5.2.4. Record-keeping and data storage

Non-resident suppliers and digital platforms should keep reliable and verifiable records of the supplies for
which they have VAT obligations under the jurisdiction’s vendor collection regime, preferably in electronic
format. This is particularly important for jurisdictions’ audit verification processes.

Jurisdictions are encouraged to allow non-resident suppliers and digital platforms to use, to the widest
possible extent, their internal business records and accounting systems to fulfil their record-keeping
obligations under a simplified compliance regime. In addition, allowing remote data storage, i.e. outside
the taxing jurisdiction, in an electronic format and in conformity with the relevant privacy protection rules
may provide significant benefits for both tax authorities and taxpayers.

Because it is likely that most supplies will be of a high-volume, low-value nature, tax authorities are
encouraged to limit any transactional data that suppliers and platforms must record to what is necessary
to ensure that these businesses have charged and accounted for VAT correctly on each supply.
Jurisdictions could limit the information that suppliers and platforms must record to the following:

e Type of supply;

e Date of the supply;

e VAT payable;
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Information that the supplier or platform used to determine the usual residence of the consumer
(for supplies of services and intangibles) or the delivery address (for low-value imported goods).

Depending on the design of the simplified compliance regime (e.g. whether it requires invoices to be
issued), further information to be kept should normally include:

Copies of invoices or receipts and/or underlying accounting records for all supplies that are subject
to a VAT collection and payment obligation for the non-resident supplier or digital platform under
the simplified compliance regime;

Copies of invoices and/or records identifying B2B supplies and indicating whether the non-resident
supplier or digital platform charged VAT on these supplies or whether it made them VAT-free based
on the jurisdiction’s requirement that the business customer performs a reverse charge or on the
VAT-free treatment of these supplies in the business customer’s jurisdiction. Suppliers and
platforms should substantiate this information with reasonable evidence to support the
determination that a customer is a VAT-registered business, e.g. the customer’s VAT registration
number or tax identification number (TIN);

Records and supporting evidence for VAT-exempt supplies, zero-rated supplies and reduced-rated
supplies.

Box 5.7. Jurisdiction example: Record-keeping

Norway? requires suppliers and digital platforms to keep a list of, respectively, supplies of “electronic
services” and supplies of low-value goods to Norwegian private individuals. The list must be sufficiently
detailed to permit comparison with the VAT return and thereby function as a means of verification for
audit purposes. These businesses must store the records for 5 years and make them available
electronically within three weeks at the Norwegian tax authorities' request.

1. For example, see Norwegian Tax Administration, VAT on Electronic Services at
https://www.skatteetaten.no/en/business-and-organisation/vat-and-duties/vat/foreign/e-commerce-

voec/electronic-services/legal-information/which-electronic-services-are-included-in-the-system/.

Source: OECD research.

When introducing a requirement for non-resident suppliers and digital platforms to make records
electronically available under a simplified compliance regime, tax authorities are advised to consider the
following aspects (OECD, 20173):

Directing non-resident suppliers and digital platforms to maintain the usability and readability of
data throughout the mandatory retention period. If a business encrypts its data, it should maintain
the necessary key-recovery procedures to ensure that it can make decrypted data available to the
tax authority in a readable format.

Directing non-resident suppliers and digital platforms to have appropriate safeguards in place to
secure their records regardless of whether such records are stored electronically or in paper form.

Adopting a reasonable and proportionate period for the mandatory storage of data in order limit the
costs of storage of bulk data. A retention period consistent with that in place for registrants under
the standard VAT regime should normally be sufficient.

Jurisdictions may consider waiving the obligation to store very sensitive data fields for long periods
because this increases the risk of misappropriation, e.g. hacking to acquire payments details;
identity theft, etc.
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e Consider allowing remote storage, i.e. outside the taxing jurisdiction, in an electronic format and in
conformity with the relevant privacy protection rules.’*

e Given the significant amount of data that digital platforms generally manage, additional specific
considerations on data reporting and record-keeping may apply for these platforms under a full
VAT liability regime as outlined below in Box 5.8.

Box 5.8. Specific considerations on data reporting and record-keeping by digital platforms under
a full liability regime

Digital platforms typically manage significant amounts of transactional information, including on the
supplies they facilitate for underlying suppliers. It is normally not necessary to establish specific
information reporting requirements for digital platforms under a full VAT liability regime. It could cause
undue administrative burden if, for instance, a systematic and regular reporting were required, e.g. to
complement regular VAT returns, for all the supplies that platforms facilitate for underlying suppliers
and for which they have full VAT liability.

It will generally be more efficient to impose record-keeping obligations so that these platforms keep
detailed records of the supplies that they facilitate for underlying suppliers and for which they have full
VAT liability. The reporting of these data could then be requested as part of the jurisdiction’s audit
activities or in the context of compliance risk mitigation activities that could e.g. be targeted at digital
platforms that are considered posing high compliance risks. Including the identity of the underlying
supplier in the transactional data sets that platforms are required to keep, will permit further analysis of
the major entities in the underlying supplier population. Because of the volume of data that platforms
produce and hold, tax authorities could consider limiting the period for which platforms can be requested
to provide these detailed transactional data for analysis. It is finally noted that these data will normally
be in electronic format and that tax authorities therefore need to be aware of any data limits to their e-
mail or other electronic communications gateways that could create obstacles for receiving these data.
They should also have the capability to undertake proper transactional analysis of the reported data.

In general, requests for regular and systematic reporting of bulk transactional data are not necessarily
the most effective means for jurisdictions to monitor compliance by digital platforms under a full VAT
liability regime. Instead of requesting bulk transactional data for whole years or several months, tax
authorities may rather wish to focus on:

e Reduced periods initially, with

e Minimal data fields such as the underlying suppliers’ names, their VAT or tax identification

numbers, value of supplies, product categories and description.

Tax authorities can then make more extensive data requests if they identify errors or concerns about a
platform’s records or their underlying suppliers for the periods that are initially tested. Carefully
constructed data requests can provide immediately useful information for tax authorities without the
requirement for more extensive data reporting.
Source: OECD analysis.

" Remote storage could, under appropriate circumstances, allow suppliers to keep centralised records for all the
jurisdictions in which they have VAT liabilities under these jurisdictions' registration and collection regimes and provide
these jurisdictions access to these records as and when required. This would considerably reduce the associated
compliance costs for suppliers and is likely to benefit the quality of the records that they keep.
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5.2.5. Input VAT recovery

It is recommended that simplified registration and collection regimes for non-resident suppliers be
designed and operated exclusively to facilitate payments of VAT due by non-resident suppliers and
digital platforms (“pay-only”) and that systematic refunds are thus excluded under this regime.

Most non-resident suppliers and digital platforms that register under a simplified compliance regime make
online supplies to customers in the jurisdiction where they register without having any physical presence
there. They are thus unlikely to incur substantial amounts of input VAT in that jurisdiction. The
recommendation to implement a “pay-only” regime therefore strikes an appropriate balance between
simplification and the requirement that tax authorities safeguard revenue and reduce refund fraud risks.

There nevertheless may be certain circumstances under which suppliers or platforms that have registered
under a simplified compliance regime wish to recover input VAT incurred in the jurisdiction of registration
on a one-off basis. For example, this may arise when business staff visits this jurisdiction as part of a trade
show or through other local engagements. Input VAT recovery could then remain available under the
jurisdiction’s normal VAT refund procedure. A jurisdiction may, for instance, have special mechanisms in
place for non-resident businesses to recover input VAT (e.g. input VAT refund regimes). These
mechanisms could (continue to) also apply to non-resident suppliers and digital platforms that are
registered under the simplified compliance regime. As an example, the European Union provides an input
VAT refund procedure for non-resident taxable persons as outlined in Box 5.9.

Box 5.9. Jurisdiction example: VAT refunds for non-established taxable persons in the European
Union

The EU VAT system allows taxable persons that are not established in the European Union to recover
input VAT incurred in an EU Member State, under a procedure determined by that Member State and
subject to any restrictions that this Member State wishes to apply (e.g. requiring reciprocity or excluding
refunds of input VAT incurred on certain types of supplies). The use of the European Union’s simplified
registration and collection regime for VAT (often referred to as “One-Stop-Shop”) does not impede this
right.

Source: OECD research.

A jurisdiction could also allow non-resident suppliers and digital platforms that wish to seek a more
systematic input VAT relief to register for VAT under the standard regime, rather than under the simplified
compliance regime (see subsection 5.2.1.3). New Zealand, for example, allows non-resident businesses
to recover input VAT through registration that is aligned with the standard registration (see Box 5.10).

While the general recommendation is to exclude input VAT recovery through the simplified compliance
regime, there may be specific circumstances where the possibility for refunds could be considered under
that regime, e.g. in case of overpayment, corrections and product returns (see subsection 5.2.9.4 for more
details).
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Box 5.10. Jurisdiction example: Input VAT deduction for non-resident suppliers and digital
platforms in New Zealand

New Zealand enables non-resident suppliers and digital platforms to recover input GST to the extent
that the relevant inputs are used for making taxable supplies in New Zealand. The non-resident GST
registration form asks applicants whether they intend only to pay GST on their sales, or to pay GST on
sales and claim GST back on New Zealand-based costs. A simplified “pay-only” GST return is available
for suppliers and platforms that only pay GST. The simplified return only includes fields relevant to
paying GST, such as the amount of supplies to New Zealand-resident customers and the amount of
GST on those sales. Applicants who indicate that they intend to pay and claim GST may be asked to
provide further information about their business during the registration process to better confirm their
identity. These applicants will be required to file a full GST return and generally have all other tax
obligations aligned to standard registration.

Source: New Zealand Inland Revenue Department website at https:/taxpolicy.ird.govt.nz/publications/2016/2016-sr-gst-cross-border-
supplies.

5.2.6. Foreign currency conversion

Guide to subsection 5.2.6.
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5.2.6.1. Exchange rates

Tax authorities are advised to publish guidance on their website on the currency conversion procedures
applicable to non-resident suppliers and digital platforms in complying with their VAT obligations under
the jurisdiction’s simplified registration and collection regime.

In online trade, suppliers and digital platforms may often display sales prices and require payment in a
currency other than the official currency of the jurisdiction of their customers. This will often be the case
for supplies to customers in smaller jurisdictions. When a supplier or digital platform executes a transaction
in a currency that is different from the currency that a jurisdiction mandates for VAT reporting, tax
authorities should determine and communicate how non-resident suppliers and digital platforms should
convert the value of their sales for calculating the amount of VAT due and for submitting VAT returns and
making payments.
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Most jurisdictions that have implemented a simplified compliance regime provide details of or links to official
published rates that suppliers can use for conversion into the currency of reporting and payment.’?> Some
tax authorities allow businesses to choose among different conversion methods, such as commercial rates
or use of internal business rates, which could be based on averages of official rates over time (with a built-
in tolerance for small differences). Examples of conversion methods that jurisdictions mandate or permit
are:

e Rates published by the jurisdiction’s (or another jurisdiction’s) central or reserve bank;

e Rates determined by other institutions, notably those that actively trade in foreign currency
markets, such as commercial banks;

e Arate agreed by the supplier and customer for the period of a business agreement.

Clear guidance should be given to businesses on any other rules and requirements for the use of
conversion rate methodologies under a simplified compliance regime. These may include rules on whether
the method must be used consistently over time or whether tax authorities permit a change in method (e.qg.
after 12 months), and whether a change requires notification to or prior approval by the tax authority.

5.2.6.2. Timing of foreign currency conversion

Jurisdictions should specify conversion date options for non-resident suppliers and digital platforms, i.e.
the date or range of dates at which suppliers can convert the value of supplies into the currency of reporting
and payment. Tax authorities may want to direct businesses to apply the same option consistently. The
following conversion date options could be considered:

e The transaction (sales) date;
e The day on which the payment is received for the supply;
e The invoice date; or

e Thefinal day of the tax period. If suppliers choose this option, they should apply the rate to all sales
on which VAT is payable for the period.

Some jurisdictions allow non-resident suppliers and digital platforms to choose between cash accounting
and accrual accounting. This often depends upon the business’s level of revenue. For businesses that use
cash accounting for VAT purposes (i.e. by reference to the actual receipt of the payment for the supply),
jurisdictions may consider excluding the option to convert the value of supplies based on the exchange
rate on the final day of the tax period and even mandate that such businesses utilise the rate on the day
that the consumer makes the payment for the supply. It is noted that several economies in the APAC region
use cash accounting, including for VAT purposes. The International Federation of Accountants has
reported, however, that a growing number of economies in the region have switched to accrual accounting
or are transitioning to accrual accounting for both businesses and government. (International Federation
of Accountants, n.d.sg)).

5.2.6.3. Additional foreign currency conversion considerations

Some supplies may be made on a periodic or continuing basis. Jurisdictions should clarify whether
suppliers in such cases must treat each periodic or continuing component of the supply as if it were a
separate supply for VAT accounting and subject each component to the exchange rate that applies to the
reporting period in which it falls.

Jurisdictions that choose to develop or support the use of Application Programming Interfaces (APIs) by
non-resident suppliers and digital platforms could make the official exchange rate available to these

2 See the example for Singapore — Inland Revenue Authority of Singapore, Exchange Rates at
https://www.iras.gov.sg/irashome/Quick-Links/Exchange-Rates/.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022


https://www.iras.gov.sg/irashome/Quick-Links/Exchange-Rates/

| 183

businesses through an API to facilitate the conversion of foreign currency for returns and payments.
Subsection 5.3.3.2.iii contains further analysis of APIs. Alternatively, they could also provide for a currency
conversion tool in the VAT return.

5.2.6.4. Foreign currency conversion rules for determining whether supplies of goods are
‘low-value”

Under a simplified compliance regime for imports of low-value goods, non-resident suppliers and digital
platforms need to determine whether goods sold in a foreign currency meet the definition of a low-value
good in the jurisdiction of importation. This determination will normally need to be made by reference to
that jurisdiction’s customs duty low-value relief threshold.

These non-resident suppliers and digital platforms will need to know what currency conversion mechanism
they should apply to determine whether goods sold in a foreign currency should be treated as “low-value”,
including at what time this valuation and conversion must be carried out. Possible approaches to
establishing the appropriate time for determining the value of goods supplied by non-resident suppliers
and digital platforms under a simplified compliance regime, and the related currency conversion, include:

e The time that the customer orders the goods;
e The time when the consideration for the supply is agreed with the customer (e.g. Australia);
e The time when a customer provides a contractual signature or a supplier processes a contract;
e The time when a supplier issues an invoice;
e The time when a customer makes a payment; or
e The time that is relevant for customs procedures (if this is not one of the above).
Customs authorities should be made aware of any conversion rules that are allowed under a simplified

compliance regime for non-resident suppliers and digital platforms that differ from the normal rules that
apply to imports, and have access to the necessary data to apply these rules.

5.2.7. Settlement of VAT due

It is recommended that jurisdictions facilitate the ease of settlement of VAT due under a simplified
compliance regime by enabling electronic payment. Clear guidance must be provided on the accepted
means of payment.

The following aspects can be considered in designing an approach to facilitate the settlement of VAT due
by non-resident suppliers and digital platforms under a simplified compliance regime:

e Provide the possibility for non-resident suppliers and digital platforms to use a suitable range of
available electronic payment options that are low-cost and adequately secure.

o For example: New Zealand offers a wide range of payment methods for non-resident suppliers
and digital platforms in addition to more conventional payment options. These options include
payment methods offered by businesses such as “OFX”, “OrbitRemit”, “Western Union” and
“xe.com”.

e Accept payments in the currencies of the taxing jurisdiction's main trading partners. As an example,
Georgia accepts payments in GEL, EUR and USD under its simplified compliance regime.

o Jurisdictions will have to indicate the conversion rate to be used for the payment of VAT due in
a foreign currency. They may wish to limit suppliers’ and platforms’ ability to choose the
currency in which they make their VAT payments by requiring that they utilise only the currency
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they selected and requiring them to obtain approval from the tax authority before switching to
another currency.

e Exempt non-resident suppliers and digital platforms under a simplified compliance regime from any
requirement to maintain a local bank account. Opening a local bank account abroad can be a very
burdensome administrative process for a non-resident supplier or digital platforms including, for
example, extensive proof-of-identity checks. Jurisdictions should refrain from mandating the
opening of a local bank account especially if doing so would require the non-resident business to
create a presence in the jurisdiction in order to act as proprietor of the account.

e Ensure that appropriate safeguards are in place to mitigate risks from potential attacks on
electronic payment channels (see subsection 5.3.3.2, notably parts (i) and (v) to (vii)).

Tax authorities are advised to clarify whether non-resident suppliers and digital platforms should bear the
costs of foreign currency conversion and any fees that banks or payment service providers (PSPs) charge
to ensure that the VAT due is settled in full and that the tax authority does not experience a shortfall.

The online portal for a jurisdiction’s simplified compliance regime should normally generate a payment
reference number when a supplier or platform files its VAT return or provide the supplier or platform a
payment reference upon registration, which it can retain for all payments. The supplier can then specify
the payment reference number as an identifying reference for its bank or PSP to cite when executing the
payment. The tax authority can then more easily reconcile the payment with the supplier's or platform’s
VAT return. Providing a standard payment reference number unique to a particular supplier or platform
may assist it in managing its accounting system more effectively. Following payment, tax authorities are
advised to send a notification or receipt to the supplier through a secure channel and confirm settlement
of the VAT due on the supplier’s or platform’s online taxpayer account.

Tax authorities should clearly communicate the interest or penalties that may apply to late payments,
including the circumstances under which tax authorities may waive or reimburse the interest or penalties.
When suppliers or platforms overpay VAT, jurisdictions must ensure that these businesses understand
any time constraints that apply to the processing of refunds and any arrangements for the payment of
interest on overpayments. Subsection 5.2.9.4 provides further analysis of refunds and amendments.

Tax authorities should consider the design features analysed in subsections 5.3.1 through to 5.3.3, which
relate to building and maintaining the operational and IT-infrastructure for an online portal for simplified
registration and collection that is secure and robust and includes payment processing and protection of
confidential financial and banking data of non-resident suppliers and digital platforms.

5.2.8. The role of tax agents and intermediaries other than digital platforms under a
simplified registration and collection regime

Guide to subsection 5.2.8.
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Compliance by non-resident suppliers and digital platforms can be further facilitated by allowing them
to appoint a third-party service provider to act on their behalf in carrying out certain procedures, such
as submitting returns. This can be especially helpful for SMEs and businesses that are faced with multi-
jurisdictional obligations.

Non-resident suppliers and digital platforms may opt to use the services of a variety of intermediaries (other
than digital platforms) to either assist or act on their behalf in complying with their VAT obligations. The
decision to use intermediaries may arise because of commercial preferences or for legal reasons (for
instance, where a business adopts distribution arrangements with third parties to serve a specific region
or jurisdiction). For some businesses that trade across international borders, especially for SMEs, it may
simply be more practical to use the services of intermediaries to comply with their VAT obligations abroad
rather than having to build and maintain in-house expertise to directly manage all of the tax obligations in
every jurisdiction into which they make sales. Specialised service providers increasingly offer compliance
services for VAT and other taxes in many jurisdictions. This is often an attractive option for businesses
with multi-jurisdictional tax exposure but limited in-house capacity to manage VAT-compliance processes
for all the jurisdictions into which they make sales.

This subsection focuses on a number of administrative considerations for the treatment of such
intermediaries, other than digital platforms (which are analysed separately in subsection 2.3.4.4), under a
simplified compliance regime for non-resident suppliers and digital platforms.

5.2.8.1. Compliance facilitation services by specialised third-party service providers

With the development and implementation of vendor collection regimes across numerous jurisdictions,
traditional service providers such as accounting, legal, payment and software service providers, have
expanded their service offerings to assist non-resident businesses in complying with their VAT obligations
under these regimes. In addition, specialised third-party service providers have emerged that offer services
to assist businesses in complying with their VAT obligations under vendor collection regimes in jurisdictions
worldwide. By representing business clients across multiple jurisdictions, these providers often have a
higher level of understanding of each jurisdiction’s rules than individual businesses. The activity of these
service providers is likely to contribute to greater consistency in businesses’ compliance approaches, to
enhance compliance levels while reducing compliance costs for businesses engaged in digital trade,
particular for SMEs.

While many larger non-resident businesses may prefer to directly manage all aspects of their interactions
with tax authorities, others may instead prefer to use third-party service providers to assist with specific
compliance tasks, such as VAT calculation and remittance, return filing and record-keeping. The
contractual VAT liability normally remains with the supplier or digital platform under such arrangements.

In reflecting on the design of a registration, reporting and payment portal, jurisdictions may consider the
option of allowing third-party service providers to establish their own electronic identity credential and link
to their clients’ online accounts so that they can more easily undertake these functions on their client’s
behalf. This may first require the non-resident business to register in its own name and establish its own
credentials before granting access to its third-party representative.

5.2.8.2. Commercial intermediaries that take on contractual liability for VAT compliance on
behalf of a non-resident supplier or digital platform

A non-resident supplier or digital platform may have entered into a commercial agreement with a third party
whereby the third party agrees to assume contractual liability for VAT compliance, including VAT payment,
on behalf of the non-resident business as part of the contractual arrangement. The reasons why
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businesses may wish to enter into such contracts are manifold. It is common in online trade, for example,
for online suppliers to outsource their customer-facing processes in a certain market to e-commerce
intermediaries that may be specialised in that market and that provide a full suite of services, including
communication with consumers and secure electronic delivery. These commercial arrangements may also
include an agreement whereby the commercial intermediary takes on the responsibility for VAT compliance
on behalf of the non-resident business. Such a contractual arrangement may (often) not be known to the
tax authority in the taxing jurisdiction.

A commercial intermediary acting on behalf of a non-resident supplier or digital platform as described
above will, in practice, often itself be a digital platform that will be subject to full VAT liability obligations
under the taxing jurisdiction’s simplified compliance regime (see subsections 2.3 and 3.3). Where this is
not the case, or where a jurisdiction has not implemented such a full VAT liability regime, the contractual
arrangement between a non-resident business and the third party should in principle not affect the VAT-
liability of the non-resident business towards the tax authority in the taxing jurisdiction. The non-resident
supplier will normally remain responsible for its VAT obligations in accordance with the rules of the taxing
jurisdiction, even though it may have contractually agreed with a third party that the latter will assume
responsibility for carrying out these obligations on its behalf. This is no different from the arrangement
whereby a third-party service provider carries out compliance tasks for a non-resident supplier as outlined
in the previous subsection.

Tax authorities could consider allowing such commercial intermediaries to take on the full liability to
account for the VAT on the supplies made by a non-resident business in the jurisdiction and to comply with
all the associated VAT obligations. Tax authorities may wish to limit such a treatment to commercial
intermediaries with a good compliance record or with a low-risk compliance status. Such a treatment could
be subject to the condition that the full content of the commercial agreement between the non-resident
business and commercial intermediary is disclosed to the tax authority with the requirement to inform the
tax authority promptly of any changes to these arrangements. The tax authority would need to be satisfied
that the intermediary is fully capable of complying with all requirements for non-resident businesses under
a simplified compliance regime, including that:

e Itis either in possession of the information needed to make the appropriate taxing decisions and
to meet the compliance obligations under the simplified compliance regime, including in respect of
corrections and refunds to customers, or that it can readily access that information. This includes
appropriate controls for determining the status (private consumer or business) and location (usual
residency or permanent business establishment) of the customers of the supplies for which it
assumes VAT liability.

e It has access to the relevant accounting data, software systems and records to facilitate any tax
authority request for information.

5.2.8.3. Local fiscal representatives

Tax authorities in APAC may have historically required non-resident suppliers to appoint a local fiscal
representative who is a resident or has an establishment within the jurisdiction to be responsible for the
tax obligations of non-resident businesses. This was particularly common when such international
transactions were relatively limited in number and individual transactions involved relatively high amounts.
The requirement to appoint such a fiscal representative was usually motivated by a range of policy
considerations such as the fiscal representative's understanding of local language and of national laws
and its easier access to accounting and other documentation. At the moment, almost one third of
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jurisdictions in the APAC region have requirements for a local tax representative for non-resident
businesses.”

Where there is joint liability for VAT debts, fiscal representatives take on a significant amount of risk on a
non-resident business’s behalf. Consequently, to be accepted by a fiscal representative there is usually a
detailed due diligence process to be completed. In addition, most fiscal representatives will require the
taxpayer to provide a financial guarantee. Guarantees typically take the form of bank guarantee or cash
deposit.

Notwithstanding the potential of such a fiscal representative to facilitate tax collection and enforcement, in
theory, the mandatory nature of such an appointment may result in unintended consequences in practice.
Non-resident businesses facing the obligation to appoint such a person in the taxing jurisdiction may decide
that it is too onerous and costly to do so — or they may find that it is practically impossible to find a fiscal
representative that is willing to take on non-resident businesses’ responsibility under a vendor collection
regime in the taxing jurisdiction. Accordingly, they may decide instead to restrict their trade with that
jurisdiction or not comply with the rules there, particularly when sales for relatively low amounts or with
relatively small profit margins are involved. For a small business with a modest turnover in the taxing
jurisdiction, the cost of maintaining a fiscal representative may be disproportionate to its revenue,
particularly in cases where the fiscal representative shifts the financial risks of non-compliance to the non-
resident business by requiring it to provide a financial guarantee.

It is therefore recommended that jurisdictions do not require the appointment of a local fiscal
representative under a simplified compliance regime for non-resident suppliers and digital platforms.

The overall simplicity and mitigation of fraud risks that are inherent in the design of simplified VAT
registration and collection regimes effectively remove the need for a local fiscal representative. The
Republic of Korea and Singapore, for example, allow such representation as a voluntary option for non-
resident businesses.

5.2.9. Additional elements in developing the administration for simplified VAT registration
and collection regimes

Guide to subsection 5.2.9.
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73 These include Bangladesh, Bhutan, Cambodia, China, the Republic of Korea, Fiji, India, Japan, Kiribati, Myanmar,
Samoa, Singapore (optional), Thailand and Vanuatu.
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Section Theme Page
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5.2.9.1. Changing registration types and cancelling VAT registration

Non-resident suppliers and digital platforms registered under a simplified compliance regime may request
to change to a standard VAT registration and vice versa. Where a tax authority permit such a change, it
should communicate the process for changing and consider practical administrative matters for managing
the transition, including maintaining continuity in suppliers’ taxpayer accounts and records and ensuring
that suppliers understand any changes in obligations resulting from switching registration types.

Jurisdictions should also set out a process for registrants to cancel their registration and for tax authorities
to initiate cancellation in the interest of risk management. This should be complemented with guidance on
registrants’ ongoing obligations after the cancellation of their registration, such as a requirement to
periodically self-assess whether they expect to exceed their registration threshold in the next 12 months.

5.2.9.2. Taking account of multiple VAT rates and VAT exemptions

Several APAC jurisdictions, such as China or India, apply multiple VAT rates that could also apply to online
sales depending on the nature of the supply. A number of jurisdictions in the APAC region also apply
exemptions, e.g. Indonesia for a range of services including insurance, religious and educational services;
Viet Nam for medical and educational goods and services; and Japan for educational services. Where
transactions in scope of a simplified compliance regime can be subject to such differential VAT treatments,
the VAT return and reporting process under this regime should be designed to allow disaggregated
reporting of sales revenues (turnover) and associated VAT due for each of the applicable VAT rates. The
tax authority should also provide clear guidance whether it requires registration under the vendor collection
regime for non-resident businesses that exclusively make exempt supplies and whether it requires
registrants that make taxable as well as exempt supplies to report these exempt supplies under the
simplified compliance regime. Tax authorities should assist suppliers in making the correct taxing decisions
by publishing guidance material on identifying the correct VAT rate for a supply and on identifying exempt
supplies.

5.2.9.3. Corrections and amendments to VAT returns

For a variety of reasons, non-resident suppliers and digital platforms may need to report corrections or
amendments to VAT returns in connection with the output VAT that they have previously reported and
paid. These corrections will typically result from orders being cancelled or sold goods that are returned,
but could also be caused by accounting or systems errors. Also tax authorities’ audit or other compliance
actions could result in a requirement for registrants to make corrections and amendments to VAT returns.

Jurisdictions have often required taxpayers to amend their original VAT return in case such corrections are
needed. Experience suggests, however, that this could be particularly complex to administer by non-
resident suppliers and digital platforms in practice under a simplified compliance regime. Tax authorities
could therefore consider an alternative approach allowing such non-resident suppliers and digital platforms
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to account for amendments and corrections in their VAT return relating to the period during which the need
or obligation to amend or correct their original return has been established. This could be made conditional
upon this amendment or correction not resulting in a net refund outcome for that return period (see next
subsection for the possible treatment of refunds).

VAT returns under a simplified compliance regime could include a data field for registrants to report the
value of adjustments and, if considered necessary, a free-text field for suppliers to offer a brief explanation
for the adjustments. Alternatively, the tax authority could develop a list of pre-determined summary
explanations from which suppliers can select.

5.2.9.4. Refunds in case of overpayment, corrections and product returns

Although it is recommended that simplified compliance regimes be “pay-only” in nature, and thus not to
make input VAT recovery available to registrants under such a regime, circumstances may arise where a
refund of VAT for registrants could be warranted. Examples include, in particular, overpayments of VAT
by suppliers and refunds made by suppliers or platforms to their customers after a product recall.

Jurisdictions should consider how to manage the process for providing such refunds from a practical
standpoint, including relevant time limitations commensurate with those for domestic suppliers. Tax
authorities will need to undertake essential verification checks to establish the validity of the registrant’s
refund position and to ensure that the funds are distributed to the appropriate entity and bank account.

Specific guidance will be required for refunds or amendments in VAT returns under a simplified compliance
regime where low-value imported goods have been subjected to VAT twice, i.e. once at the point of sale
and once at importation (see subsection 5.2.11). To minimise risks of abuse, jurisdictions are advised to
restrict access to such refunds and adjustments to situations where the supplier or digital platform has
evidence of:

e The reimbursement of the VAT charged on the supply to the customer; and

e The payment of the import VAT to the customs authorities, e.g. on the basis of a customs
declaration or other information indicating the payment of the import VAT by the customer.

5.2.9.5. VAT treatment of non-resident suppliers’ and digital platforms’ bad debts

A bad debt is a receivable that is no longer collectible for a business because a customer is no longer able
to fulfil its payment obligation. Tax authorities need to clarify to registrants under a simplified compliance
regime how they should treat the VAT on supplies that are likely to remain unpaid by their customers. VAT
regimes often include provisions allowing a business to claim a refund for the VAT that it has previously
reported and remitted in respect of such unpaid supplies, subject to certain conditions on the basis of which
it is reasonable to accept that those invoices have indeed become uncollectible (“VAT bad debt relief”).
Tax authorities will need to clarify the application of such “VAT bad debt relief’ provisions under a simplified
compliance regime.

A specific issue may arise for a digital platform under a full VAT liability regime, where it allows customers
to pay the price of the transaction it facilitates directly to the underlying supplier (including the amount of
VAT the platform is required to collect) and where the underlying supplier subsequently does not forward
that amount of VAT to the digital platform that is liable for remitting it to the tax authorities. To address such
cases, New Zealand allows digital platforms to claim GST bad debt relief under the following conditions:

e The platform and the underlying supplier are not associated persons;
e The platform operator charges the underlying supplier a fee for making the sale on its platform;

e The platform files a GST return for the taxable period during which it facilitated the sale and includes
the sale and the amount of GST on the sale in the return;
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e The customer pays the underlying supplier directly for the supply, and the platform and the
underlying supplier have an agreement that requires the underlying supplier to pay the platform an
amount that includes the GST on the sale that the platform has accounted for in its return;

e The underlying supplier fails to pay the platform the entire amount that it is contractually obligated
to pay in relation to the sale;

e The platform has written off this entire amount as a bad debt, including its fee or commission on
the sale. This prevents the platform from claiming bad debt relief for the GST in the situation where
it did receive some money from the underlying supplier.

5.2.9.6. Regularisation of non-resident suppliers or digital platforms that failed to register

Jurisdictions could consider encouraging regularisation by non-resident suppliers or digital platforms that
failed to register through a voluntary compliance scheme that strikes an appropriate balance between
incentivising those engaged in non-compliance to come forward and not rewarding or encouraging such
conduct.’”

Tax authorities could notably consider facilitating such regularisation by allowing these businesses to
report supplies made before their registration and for which they were required to collect and remit the
VAT, in the first return that they submit following their registration under the simplified compliance regime.
Such regularisation could be considered on a case-hy-case basis so as to minimise risks of abuse.

5.2.9.7. Vouchers and discounts

Vouchers and discounts are common features of online trade. Examples may include, but are not limited
to, simple book tokens, gift vouchers, pre-paid cards and general electronic vouchers that consumers can
purchase from specialised businesses.

VAT regimes often distinguish between single-purpose and multi-purpose vouchers,’ thereby applying
broadly the following approaches:

e Single-purpose vouchers are vouchers for which their issuer generally knows in advance which
goods or services will be supplied in exchange for the voucher and what is the appropriate VAT
treatment (taxable amount, tax rate, place of supply, etc.). This allows an approach whereby the
issuer of the voucher or a person transferring it is made liable for the VAT at the point of issuance
or transfer of the voucher.

e Multi-purpose vouchers are generally vouchers that issuers do not designate for a single purpose
and that consumers can redeem for a variety of goods or services. The place of taxation of the
supplies that are paid for by means of a multi-purpose voucher may not be determinable until the
consumer redeems the voucher — and these goods or services may be subject to a standard, a
reduced, or a zero VAT rate or be exempt in the jurisdiction of taxation. Jurisdictions generally treat
the exchange of multi-purpose vouchers as though they were the consideration for the supply and
therefore apply VAT at the point where the consumer redeems the voucher, in full or in part, for the
supply. In addition, at the end of a defined time period following purchase, jurisdictions may subject
any remaining unused portion of the voucher to VAT at a standard rate.

Jurisdictions should carefully consider how they wish to treat these supplies and how other jurisdictions
may assert their taxing rights, especially in relation to multi-purpose vouchers. This is necessary to provide

4 For more details, see e.g. OECD (2015) Update on voluntary disclosure programmes a pathway to tax compliance
at https://www.oecd.org/ctp/exchange-of-tax-information/Voluntary-Disclosure-Programmes-2015.pdf.

5 See the example for the United Kingdom'’s approach — HM Revenue & Customs, VAT: treatment of vouchers from
1 January 2019 at https://www.gov.uk/government/publications/changes-to-the-vat-treatment-of-vouchers/vat-
treatment-of-vouchers-from-1-january-2019.
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certainty to non-resident suppliers and digital platforms that accept payments in the form of vouchers and
to minimise risks of double taxation and unintended non-taxation.

Importantly, the jurisdiction where a voucher is issued may be different from the jurisdiction where the
voucher is redeemed. International distribution chains for vouchers accentuate the risk of non-taxation due
to lack of clarity in different jurisdictions’ rules as to how suppliers should treat such voucher payments.
Tax authorities may wish to engage directly with voucher issuers to establish measures to mitigate these
risks.

Jurisdictions should also consider the appropriate treatment of certain types of discounts. Two common
examples of discounts in online trade are the following:

e Discount from a digital platform to an underlying supplier: digital platforms may provide volumetric
or promotional discounts to underlying suppliers to promote suppliers’ use of their platform. This
will generally involve an arrangement purely between the platform and the underlying suppliers
that sell via that platform. It will normally take the form of a reduction in the commission fee that
the platform charges the underlying supplier and will not directly relate to the supply by the
underlying supplier to its customers. Such a discount will thus normally not impact the VAT that is
due on the supplies made by the underlying suppliers to customers in the jurisdiction of taxation.

e Discount from a supplier to a customer: a supplier can provide discounts to consumers to
encourage higher levels of purchases or to reward consumer loyalty. Such discounts directly
reduce the total price that the consumer pays and will thus reduce the VAT liability on the supply
to the customer in the jurisdiction of taxation (for the supplier or for the digital platform that has full
VAT liability for such a supply under a jurisdiction’s simplified compliance regime for non-resident
suppliers).

5.2.10. Special considerations for imports of low-value goods: Determining whether
goods are within the scope of the vendor collection regime

Guide to subsection 5.2.10.

Section Theme Page
5.2.10.1. Alignment with customs valuation rules for determining whether a good is “low-value” 191
5.2.10.2. VAT treatment of multiple (low-value) goods in a single consignment 193

Potential expression of relief thresholds in a reserve currency or a major trading

5.2.10.3. ;
partner’s currency

196

5.2.10.1. Alignment with customs valuation rules for determining whether a good is “low-
value”

Jurisdictions should provide clear guidance to non-resident suppliers and digital platforms on the
valuation methodology for determining whether a supply relates to a low-value or a higher-value
imported good. A proper approach requires alignment of the VAT valuation criteria with the valuation
criteria that customs authorities use in assessing imports against the customs duty low-value relief
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threshold. Lack of alignment or lack of clarity on this aspect creates substantial risks of double taxation
and unintended non-taxation.

Customs authorities will generally use the “customs value” of goods to determine whether VAT and
customs duties should apply at importation under the applicable low-value consignment relief regimes, if
any. This value is usually exclusive of transport, insurance, import duties, taxes and other charges.

A vendor collection regime for supplies of low-value imported goods by non-resident suppliers is normally
targeted exclusively, or primarily, at goods below a jurisdiction’s customs duty low-value consignment relief
threshold (low-value goods). Such a regime transfers the responsibility to collect and remit the VAT on
these low-value imported goods from the customs authorities to the non-resident suppliers that supply
them or to the digital platforms that facilitate these supplies. Customs rules setting out customs authorities’
role in the collection of import VAT will often distinguish between goods with a customs value “below” or
“at or below” the customs duty low-value consignment relief threshold and other goods. To ensure
consistency between the VAT and the customs processes, tax authorities must ensure alignment of
terminology used in customs and VAT rules setting out the scope and operation of the vendor collection
regime and in their communication towards the non-resident suppliers and digital platforms that will have
VAT obligations under the vendor collection regime.

Box 5.11. Example — Customs duty low-value relief threshold and application of the vendor
collection regime

If a jurisdiction sets its customs duty low-value relief threshold to apply to goods with a value below
USD 100, then the rules that impose VAT collection responsibilities on non-resident suppliers and digital
platforms should likewise generally apply only to goods below USD 100. In this scenario, goods of a
value of USD 100 or greater are higher-value goods and customs authorities remains legally
responsible for VAT collection at the time of importation.

e Risks of double taxation arise where the jurisdiction does not clearly communicate to non-
resident suppliers and digital platforms in its legislation and guidance that they should not collect
VAT on goods of USD 100 (and above).

If the jurisdiction sets the customs duty low-value relief threshold to apply to goods at or below USD
100, then goods of a value of USD 100 are low-value and subject to VAT collection responsibilities for
non-resident suppliers and digital platforms at the point of sale.

¢ Risks of unintended non-taxation arise where the jurisdiction does not clearly communicate to
non-resident suppliers and digital platforms in its legislation and guidance that that they should
collect VAT on goods of USD 100 (and below).

Source: OECD analysis.

It is crucial to clarify that non-resident suppliers and digital platforms should use the specified valuation
methodology only for determining if goods are of low-value and thus whether or not they are subject to the
vendor collection regime. This valuation methodology does not determine the tax base for the calculation
of VAT due on the supply, which the non-resident supplier or digital platform must determine at the point
of sale. This tax base for VAT normally includes the full value of the supply including transport and
insurance costs.
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5.2.10.2. VAT treatment of multiple (low-value) goods in a single consignment

The jurisdictions that have introduced a vendor collection regime transferring the VAT liability for low-value
imported goods to non-resident suppliers and digital platforms, have limited those obligations to goods
below their customs duty low-value consignment relief threshold. VAT on the importation of consignments
above that threshold continues to be collected by the customs authorities. In practice, determining whether
a consignment containing low-value goods is below or above the customs duty low-value relief threshold
can be challenging in a number of circumstances, in particular:

e Where a supplier sells multiple low-value goods and transports them together in a single
consignment to the jurisdiction of importation, which results in that consignment having an
aggregate value above the customs duty low-value relief threshold. The supplier or the digital
platform that facilitates this supply may not always be aware that this is the case, for instance,
when a third-party services provider arranges packaging and transportation.

 Where one or more high-value goods form part of a single consignment including low-value goods
that may therefore collectively exceed the customs duty relief threshold upon importation.

The VAT collection responsibilities of non-resident suppliers and digital platforms and of customs
authorities in these scenarios needs to be clarified respectively, in both the relevant customs and VAT laws
and in communication with non-resident suppliers and digital platforms. The approach adopted by a
jurisdiction in this context is likely to impact the customs clearance processes for imports of low-value
goods.

Figure 5.2 provides an illustrative overview of key issues to consider in this regard.
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Figure 5.2. How the composition of a consignment can affect the operation of a vendor collection
regime for low-value imported goods - lllustrative examples

Examples where import duty de minimis is equivalent of USD 200

( N\ ( )
@ Supplier registered and
USD 90 collects VAT
\. J
' )
E& Supplier registered and
USD 160 collects VAT
\
( ) )
@ Supplier under VAT
@'—\U registration threshold and
USD 35 does not collect VAT
\_ J
z
Y . .
é Supplier registered but
does not collect VAT
USD 300
\_ J 0 J
4 )
&Cﬁj Supplier registered and
o collects VAT
USD 125
\ J L J
g ) N\
@ Should the registered
) supplier collect VAT on
':% each low value good if they
NPy, are unsure whether they will
all be consigned and
g& imported together above
USD 28 the duty de minimis?
5
\_
( / Should the registered \
@ - supplier collect VAT on low
3: value goods if they are also
-0 shipped with at least one
By, high value good if they are
» unsure whether they will all
5%,3 be consigned and imported
together above the duty de
USD 585 y minimis? /

4 )
» Below duty de minimis
» VAT applied on the supply and should not be subject
to import VAT
\ J
( )
 Below duty de minimis
» VAT applied on the supply and should not be subject
to import VAT
» Below duty de minimis
» VAT not applied on the supply
* May be subject to import VAT depending on VAT de
minimis
[« Above duty de minimis )
* High value goods not subject to VAT on supply
* May be subject to import VAT and/or duty depending
\___onlocal rules )
( N
» Below duty de minimis
» VAT applied on the supply and should not be subject
to import VAT
. J
K Above duty de minimis
+ Low value goods may have had VAT applied on the
supply where the supplier was not sure how goods
were to have been consigned
» Consideration of process is needed to account for
instances where the supplier charges VAT on
supply before importation
+ Process needed to ensure risk of double taxation

\ (VAT on supply and import) does not occur

K Above duty de minimis

Low value goods may have had VAT applied on the
supply where the supplier was not sure how the low
value goods were to have been consigned
Consideration of process is needed to account for
instances where the supplier charges VAT on supply
of low value goods before importation

Process required to ensure risk of double taxation

\ (VAT on supply and at import) does not occur

Source: OECD analysis.
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Jurisdictions have taken the following approaches for the treatment of multiple low-value goods that are
presented in a single consignment at importation under their vendor collection regime for low-value
imported goods:

The “item-level” approach: Australia, New Zealand and Norway take this approach by default. In
practice, this means that non-resident suppliers and digital platforms must collect VAT at the point
of sale on any good below the customs duty low-value relief threshold, irrespective of how these
low-value goods will be packaged for transportation. This approach is usually complemented with
other approaches, to avoid that tax is charged twice, namely at the point of sale and upon
importation (see below for Australia and Norway and Box 3.3 for New Zealand).

The “high-value consignment exception” approach: Australia takes this approach in a limited
number of cases. This approach allows non-resident suppliers and digital platforms not to collect
the VAT on the supply of a low-value good at the time of the supply, where they have a reasonable
belief that this good will be transported to the jurisdiction of importation in one consignment with a
total customs value exceeding the customs duty low-value consignment relief threshold. Customs
authorities will then apply import VAT, duties and any charges upon importation of this
consignment. Under this Australian approach, suppliers need to take reasonable steps to obtain
information about whether or not Australian customs authorities would consider the goods to
comprise a taxable importation, i.e. part of a consignment with a value above the customs duty
low-value consignment relief threshold (Australian Taxation Office, 2018isq)). After taking these
steps, the supplier must have a reasonable belief that the goods will form part of a taxable
importation. In the case of Australia, because its customs duty low-value consignment relief
threshold is relatively high at AUD 1 000 (USD 751), the incidence rate of suppliers with possible
cause to apply the exception is relatively low. When non-resident suppliers and digital platforms
are uncertain how goods will be transported, they must apply VAT on their supplies of all low-value
goods at the point of sale, in accordance with normal obligations under Australia’s vendor collection
regime.

The “split value” approach for supplies comprising multiple goods: This is the approach
taken by Norway if multiple goods are supplied including both low-value goods and goods with a
value above the NOK 3 000 (USD 349) customs duty low-value relief threshold or goods that are
outside the scope of the Norwegian vendor collection regime for low-value imported goods (e.g.
foodstuffs or restricted goods). Under this approach, suppliers must send the goods in separate
consignments to avoid a requirement for a full customs declaration for the low-value goods
component of the order. On the other hand, if multiple goods are supplied that individually have a
value of less than NOK 3 000 (and none of the goods are foodstuffs or restricted goods) they are
still considered "low-value goods", even if the total value of the consignment exceeds the NOK
3 000 threshold. The supplier must collect VAT on each item but the supply may be shipped in one
single consignment.”®

The “consignment value” approach: In the European Union, the value of the consignment
determines whether VAT is due at importation or at the point of sale under the vendor collection
regime. This means in practice that supplies of goods imported together in a single consignment
exceeding EUR 150 (USD 177; i.e. the customs duty relief threshold) are not within the scope of
the vendor collection regime but subject to import VAT, even if the value of some of those goods
individually is below this threshold.”” Where the supplier is not aware at the point of sale that the

76 See further Norwegian Tax Administration’s Guidelines on VAT on e-Commerce at
https://www.skatteetaten.no/globalassets/bedrift-og-organisasjon/voec/sell-charge-and-ship-to-norway---guidelines-

for-online-stores-and-marketplaces.pdf.

7 see European Commission (2020), Explanatory notes on VAT e-commerce rules at
https://ec.europa.eu/taxation _customs/system/files/2020-12/vatecommerceexplanatory 28102020 en.pdf for more

details and examples.
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goods will be imported in a single consignment, it will charge VAT for the supplies of goods with
an individual value below the threshold. Jurisdictions are required to implement a mechanism to
prevent or resolve cases where VAT has been collected twice under such an approach, e.g. by
allowing adjustments in the VAT return under the simplified compliance regime if the supplier or
digital platform has sufficient proof that VAT was levied at importation and that it has refunded the
VAT it had collected at the point of sale to the consumer (see subsections 5.2.9.3 and 5.2.9.4 and
5.2.11 for more details).

Under all these approaches, it is essential that customs processes at the time of importation are able to
readily distinguish between imported goods on which suppliers or digital platforms have collected VAT at
the time of supply and those on which they have not collected VAT. Subsection 5.2.11 provides further
detailed guidance on the design of these processes.

5.2.10.3. Potential expression of relief thresholds in a reserve currency or a major trading
partner’s currency

Jurisdictions could provide additional certainty to non-resident suppliers and digital platforms by expressing
their customs duty and VAT low-value consignment relief thresholds in a reserve currency or major trading
partner’s currency. This may be particularly useful to consider for relatively small economies or economies
with a relatively volatile domestic currency. This can facilitate compliance for non-resident suppliers and
digital platforms with their VAT obligations under a vendor collection regime for low-value imported goods
taking into account existing practices in global e-commerce, including the following:

e Vendors will not always set the price of the goods they offer for sale in the currency of the
jurisdiction to which these goods will be transported.

e Suppliers and digital platforms will not always transact (i.e. settle customer payments) in the
currency of the jurisdiction to which the goods will be transported.

Suppliers and digital platforms would need to continuously update the exchange rates in their business
and compliance systems to determine the appropriate VAT treatment of goods that they sell and transport
to jurisdictions whose VAT or customs duty low-value consignment relief thresholds are denominated in a
currency other than the currencies it uses for conducting its business (which are generally the main global
currencies). Suppliers would therefore need ready access to accurate exchange rates that reflect real-time
values. Obtaining this information could be difficult with respect to currencies that businesses do not
normally use in global markets. Without access to accurate rates, the risk of systematic double taxation or
unintended non-taxation increases significantly if the exchange rate used by the supplier at the time of sale
is consistently and materially different from that used by the customs authority when the goods are cleared
at importation.

In the APAC region, Indonesia, Cambodia, the Republic of Korea, Uzbekistan and Kyrgyzstan, for
example, operate a customs duty and import VAT low-value relief threshold based on USD.
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5.2.11. The critical role of data to determine the VAT-settlement status of low-value

imported goods at importation, to minimise risks of double taxation and unintended non-
taxation

Guide to subsection 5.2.11.

Section Theme Page
5.2.11.1. Risks of double taxation and unintended non-taxation 197
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5.2.11.3. . 4 200
importation
The exchange of electronic advance data (EAD) to establish the VAT-status of low-

5.2.114. . 202
value imported goods

5.2.11.5. Data sharing between customs authorities and tax authorities 204

5.2.11.6. Alternative sources of information 205

Double taxation and non-taxation risks arise especially where customs authorities are unable to identify,
from available information at importation, the VAT settlement status of consignments of low-value goods
at the time of importation. This subsection considers the information reporting requirements and data
sharing approaches to support tax and customs authorities’ strategies to minimise risks of double taxation,
under-taxation, and unintended non-taxation under a vendor collection regime for low-value imported
goods. Minimising these risks helps protecting revenue and avoiding cases where complex and
burdensome refunds and adjustments may be necessary (see subsection 5.2.9.4).

This subsection first outlines key risks and causes of possible double taxation and unintended non-taxation
or under-taxation. It then explores possible approaches and available tools for data collection and data
exchange to support tax and customs authorities’ risk management strategies, including data sharing
between the tax and customs authorities in the jurisdiction of taxation.

5.2.11.1. Risks of double taxation and unintended non-taxation

The main risks of double taxation under a vendor collection regime for low-value imported goods arise
where a non-resident supplier or digital platform collects VAT at the point of sale while customs
authorities also assess and collect import VAT on these goods at importation.

This can follow from errors in determining the appropriate VAT treatment by either the supplier or digital
platform or by customs authorities. Alignment of policies, legislation and procedures for setting out the
respective VAT collection responsibilities of the various parties involved will mitigate these risks. Decisions
at the policy design stage can in particular affect a jurisdiction’s exposure to these risks, including in respect
of the issues outlined below.
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e Useof the customs-based collection process as a fall-back. A jurisdiction may decide that VAT
must be collected at importation under the traditional customs process on any low-value imported
good for which the customs authorities cannot ascertain that the VAT has been collected by the
supplier or digital platform at the point of sale (see subsection 3.2.2.7.i). This creates a necessity
for customs authorities to verify at the time of importation whether the VAT on such goods has
been collected at the point of sale. A lack of a robust verification process or any flaws are likely to
increase risks of double taxation, and considerable complexity, as customs authorities will be
required to collect the VAT on any low-value consignments for which they do not have the
necessary information to determine the VAT-settlement status at the time of importation.

e Customs duty low-value relief thresholds. The level of the customs duty low-value relief
threshold directly affects the proportion of imported low-value goods on which non-resident
suppliers and digital platforms must collect VAT at the time of supply. The lower the proportion of
goods with a value close to the customs duty low-value relief threshold, the lower the potential for
incidences of double taxation due to errors by either suppliers or customs authorities or because
of different approaches to conversion of foreign currencies (e.g. different sources of exchange
rates or methodologies for determining the time and date on which to base currency conversion).

e Rules for the treatment of consignments containing multiple goods. Consumers often
purchase more than one good, which suppliers or digital platforms package and collectively
consign to the jurisdiction of destination. Such packages could contain a low-value good and a
high-value good or, alternatively, two or more low-value goods that together have a value above
the customs duty low-value relief threshold. Jurisdictions must provide certainty to customs
authorities as well as to suppliers and digital platforms on the treatment of such consignments to
minimise risks of double taxation as a result of both parties electing to collect VAT on the same
goods. All other relevant parties to the sale and the delivery of the goods, such as transporters,
should understand their obligations and their reporting requirements. Subsection 5.2.10.2
discusses the VAT treatment of multiple (low-value) goods in a single consignment in more detalil.

e Supplies of goods under a domestic fulfilment house model. Compliant non-resident suppliers
or digital platforms that make supplies of goods through fulfilment houses (see subsection 3.3.2.3)
could face effective double taxation if they are unable to recover the VAT paid at the time of
importation of the goods that are stored in the fulfilment house. This is because they must account
for the VAT again when the goods are sold. Jurisdictions can facilitate timely recovery of the import
VAT either by permitting registration under the standard VAT regime or through an alternative
refund mechanism.

In addition to double taxation risks, there is also a potential for unintended non-taxation under the operation
of a vendor collection regime for low-value imported goods. This can notably occur in the scenarios set out
below.

e Where a customs-based collection process is operated as a fall-back:

o Customs authorities will verify at importation whether VAT has been collected at the time of
supply for consignments that are subject to the vendor collection regime for low-value imported
goods. Where they are not satisfied that VAT was collected at the point of sale, customs
authorities will collect the import VAT. Non-taxation may, for instance, occur when non-
compliant suppliers or platforms fraudulently claim to have collected VAT at the time of supply
and fraudulently use the VAT registration numbers of a compliant supplier or platform to evade
detection and assessment by customs authorities at importation. This can include non-
compliance by non-resident suppliers that sell through a digital platform, fraudulently using this
platform’s VAT registration number to evade VAT collection on sales they make to consumers
outside this platform (direct sales).
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e Where avendor collection regime for low-value imported goods is combined with an import
VAT low-value relief threshold:

o Under such a regime, at the time of importation, the customs authorities will normally clear all
goods with a value below the import VAT low-value relief threshold without collecting any import
VAT. As arule, the VAT will have been collected by the non-resident supplier or digital platform
at the point of sale of these goods under the vendor collection regime (see subsection
3.2.2.7.ii). For non-resident suppliers or digital platforms that choose not to comply with their
VAT registration and collection obligations under the vendor collection regime, however, this
approach creates an opportunity to sell to customers in the jurisdiction of importation without
remitting the VAT on these sales and while avoiding VAT collection at importation. Tax
authorities need to implement robust risk-based compliance strategies to detect and address
these instances of non-compliance.

e Lack of co-ordination between a supplier and the digital platform with full VAT liability, in
establishing the correct VAT status of the supplied goods:

o Where a digital platform has full liability for the VAT on a low-value imported good, a lack of
co-ordination with the underlying supplier of this good can lead to non-taxation. This can
notably occur where the underlying supplier incorrectly assumes that the platform has collected
the VAT on the supply of a low-value good at the point of sale and therefore labels the
packaging of its consignment to reflect this “VAT-paid” status. The digital platform, on the other
hand, may have acted on the assumption that the underlying supplier would consign multiple
low-value goods for the same consumer together in a single consignment with a value above
the customs duty relief threshold, thus refraining from collecting VAT at the time of supply as
VAT would in that case be collected by the customs authorities at importation. In such case,
no VAT is collected at the time of supply nor at importation.

5.2.11.2. Minimising risks of double taxation and unintended non-taxation through reporting,
data collection and data exchange

Information is key to minimising risks of double taxation and risks of fraudulent or abusive practices
undermining the integrity of the VAT system. However, jurisdictions should balance the benefits of
information reporting requirements proportionately against the costs of compliance for businesses.

To ensure proper management of revenue risks and risks of double taxation under a vendor collection
regime for low-value imported goods, while facilitating an efficient customs clearance process, customs
authorities must have access to the appropriate information on the VAT settlement status of such goods
at the time of importation. The following two components are essential in achieving that objective:

e Mandatory reporting by non-resident suppliers and digital platforms on the VAT settlement (“VAT-
paid”) status of consignments that are subject to the vendor collection regime;

e Appropriate processes and infrastructure to make that information available to customs authorities
at the time of importation.

The most straightforward process that is currently available is one whereby non-resident suppliers and
digital platforms are required to indicate on the labelling of the low-value consignment that VAT has been
collected at the time of supply, thereby using readily available technology such as customised barcodes
or “quick response” (QR) codes. This is discussed in further detail in the next subsection. This information
needs to be complemented, for each of these consignments, with the VAT registration number of the
supplier or digital platform that has collected the VAT on that low-value consignment at the point of sale.
This should allow the customs authorities to verify the validity and reliability of the information concerning
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the VAT-settlement status as indicated on the consignment (e.g. whether the VAT-number is correct,
whether it refers to a supplier or platform with an appropriate compliance record, etc.).

Ideally, the information on the suppliers’ and digital platforms’ VAT registration number is transmitted to
the customs authorities via a secure electronic channel, with the appropriate cross-references to the low-
value consignments for which they have collected the VAT at the point of sale. This approach limits the
risk of fraud from the misappropriation of VAT-numbers by fraudulent actors (see below).

The use of such secure electronic channels may not (yet) always be possible, for instance, because the
jurisdiction or an intermediary in the information chain (e.g. potentially postal operators in different
jurisdictions) cannot facilitate the electronic data flow. In this case, the jurisdiction can require suppliers to
inscribe their VAT registration number onto the package labelling, along with its VAT-settlement status.
Customs authorities, and other key actors in the customs process such as transport intermediaries can
thus visually identify the VAT-settlement status of the consignment relatively easily. Tax and customs
authorities should be aware, however, that this approach to demonstrating the VAT-settlement status of
consignments is vulnerable to fraud, particularly from the appropriation of compliant suppliers’ and
platforms’ VAT registration numbers by fraudulent operators seeking to evade both charging VAT on
supplies and assessment by customs authorities.

The information provided at the time of importation not only serves to avoid double taxation by identifying
the goods on which VAT is already paid through the vendor collection regime. It also allows the cross-
checking of customs information with the data reported by non-resident suppliers and digital platforms in
their VAT returns with a view to counter unintended non-taxation. It should however be noted in this context
that:

e Consumers often return goods and receive refunds, which is likely to lead to differences between
the VAT liabilities that non-resident suppliers and digital platforms report in their VAT returns and
the cumulative values that customs authorities record for imports (as customs authorities’ records
may not precisely capture export data/records for low-value goods that consumers return to
suppliers).

e The value of goods for customs declaration purposes may not align exactly with the price that the
consumer pays.

e The time of importation does not coincide with the time of supply of the goods. Therefore, the time
of supply under a vendor collection regime (see subsection 3.2.2.9) may fall into a different
reporting period than the submission of the customs declaration.

e Reporting inconsistencies may be caused by fraudulent actors using a supplier's VAT registration
number without its knowledge.

e Transposition and other errors can occur when electronically recording the information on customs
declarations.

The following subsections present further detailed guidance on information reporting tools and data sharing
approaches to establish the VAT-settlement status of consignments at importation and to support tax and
customs authorities’ risk management strategies, including data sharing between the jurisdiction’s tax and
customs authorities in the jurisdiction of taxation. Further elaborations on risk management strategies,
along with international administrative co-operation and information exchange issues, can be found in
Section 6 of this Toolkit.

5.2.11.3. Labelling and other tools for reporting the VAT-settlement status of consignments
at importation

A minimum level of information must accompany imports of low-value goods on which non-resident
suppliers and digital platforms have already collected VAT under the vendor collection regime, including
an indicator of VAT collection at the point of sale and the VAT registration number of the supplier.
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If they have access to appropriate technology, jurisdictions could combine these minimum requirements
with additional tools such as customised barcodes, ’® QR (“quick response”) codes, ’® RFID (radio
frequency identification) tags® that provide a link to key transactional and tax compliance information to
confirm the identity of the supplier and the “VAT-paid” status of goods.

Jurisdictions should align as closely as possible with existing standards for information reporting and
labelling for consignments or seek international recognition for any new standard. For example, in respect
of electronic advance data for use in the international post (i.e. M33 ITMATT standard®), it is important to
note that the “S 10” barcode standard is the only standard used by the UPU and postal authorities. The
UPU guidance note Identification of postal items - 13-character (Data definition and encoding standards
identifier) explains that the “identifier is used for visibility in the supply chain, for example in an ITMATT
message for electronic advance data” (Universal Postal Union, 2018e0)).

Figure 5.3. Examples of an S10 identifier on paper CN22 and CN 23* customs declaration forms

(1) Give a detailed description (generic descriptions such
as “clothes” are not accepzable? quantity and unit of
measure for each article, e.g. two men's cotton shirts.

(2), {3) Give the weight and value with currency for each
icle, e.g. CHF for Swiss francs.

5
2
® CN 22 (Back)
i §
[T I]]!\Illﬁlll.llwllﬂjlﬂl 1 £ Instructions
T 2 2 To accelerate customs clearance, you must complete all
CUSTOMS May be opened CN 22 % applliacaAI:Ie fields, and fill in this lcc’xm‘m %ngllsh. an,‘f'r;ho'
officiall ina e accepted by the destination country. If the
DECLARATION sl = value o?me contents is more than 300 SDR, you must
Designated operator Tlimportant! 2 use a CN 23 form. You must give the sender’s full name
See nnslmcuons é and address on the front of the item.
on the back
® For commercial items, it Is recommended that you
| |Gift |__|Commercial sample =3 complete the fiekds marked with an asterisk (%),
@ and attach an invoice to the outside, as it will assist
Documents Returned goods i
| |sale of goods | | Other (pleasa specify): g Customs in processing the items.
= = ey o c NSl |Co = Selact a reason for export. (“Gift" is not an acceptable
Wm‘vm detail v::n‘gm f:;';w el ;:‘;;f‘ 3 reason for export for commercial items.)
|of contents (1) 2) (€] (@) 0] 'g
&

g'] The HSdtanﬂ nurgdber dlgn.!s) is based on the
z o armonized Commodity Description and
[fotal welght fn k) 1) T System developed by the World Customs Organzanon.

(5%) Country of origin means the country where the

|, the undersigned, whose name and address are given on the item, goods originated, e.g. were produced, manufactured
cartify that the pemajars gven in this dedaration are correct and or assembled.
that this item not contain any dangerous articke or artides i
prohibited by |eg.gaum ‘or by post: tal orCustoms: requdations {B), (7) Give tha total value and weight of the item.
Date and senders signature (8) (8) Your signature and the date confirm your liablity for
the item.
Size 74 x 105 mm, white or gresn Note. - It Is recommended that designated operators indicate

the equivalent of 300 SOR in ther national curency

8 Multiple international barcode standards exist, some of which businesses use exclusively in general distribution and
logistics.

 see QR code standards (ISO/IEC18004) by International Organisation for Standardisation at
https://www.iso.org/obp/ui/#iso:std:iso-iec:18004:ed-3:vl:en.

80 See RFID standards (ISO/IEC 18000-63:2015) by International Organisation for Standardisation at
https://www.iso.org/obp/ui/#iso:std:iso-iec:18000:-63:ed-2:v1:en.

81 See WCO-UPU guidelines on the exchange of electronic advance data (EAD) between designated operators and
customs administrations, pages 8 to 14 at http://www.wcoomd.org/-
/media/wco/public/global/pdf/topics/facilitation/instruments-and-tools/tools/upu/joint-wco-upu-guidelines.pdf?db=web.
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CP 72 manifold set, first part — “Receipt”

(Designated operator) The item/parcel may be opened officially CP 007 0 75 992 NO
From| Serderscusoms | RECEIPT
Name refarance (iF any) Nos). of parcel(s) ';
Business {parcods, if any) ‘l‘
; |
gj Street Tel. No. Insured value — Words I igures
5 Postcode City
N W T— W
E Country Cash-on-delivery amount — Words |ﬁgd'es
2 To
5 Name Giro account No. and Giro centre
- Business
= Street Tel. No. Importer/addresses refersnce (if any) (tax code/VAT No./importar cods) (optional)
o o s
wc
g 2 Postcode Gty Importer/addrassee fax/e-mail (if known)
= § Country
17
e s For commercial items only
§ ° Detailed description of contants (1) Quantity (2) (?:\Q}\_V?‘Q{gm Value (5) —
El_) E (inkg) (3) HS teriff number (7) Country of origin of goods (8)
£3
(o] 1
< “
wg
=8
o -8 Pleass indicate senvice required (tick one box) Total gross waight (4)| Total value (6) Postal chargea/Fees (9)
8 3 _[ International Priority [—l International Economy
o>
23 5 Category of itam (10} Commercial sample I__| Cther (please specify): Office of origin/Dete of posting | Number oflparcals T cegr‘r.axes
3 ] ; = &nd imvoicss
= s Gift Returned goods ~ Explanation:
% Documents Sale of goods Insured veius SDR
L_.I Comments (11): {8.g.: goods subject to quarantine, sanitary/phytosanitary inspection or other restrictions)
E-J Total gross weight Charges
= of the parcalis)
o
O _l Licence (12) _J Certificate (13) _1 Invoice (14) Sender's instructions in case of non-delivery
w A Retun immediataly
o« Licence number(s) Cartificate number(s) Invoice number 10 sander
Q Rewn [Days Treat
w 10 sandar afier _E’ &s abandoned
= | certify that the particulars given in this customs [ Date and sender's signeture (15) Rediract ) Retur/ D oy surface/ by
declaration are correct and that this item does not B0, exidrass Dalow oot SAL ar.
contain any dangerous article prohibited by legisla- Address
tion or by postal or customs regulations

Size 210 x 148 mm (basic format AS) with a tolkerance of 5 mm

Note:

- To take account of the needs of their sarvice and/or the methods of production of this manifold set, designated operators may alter sightly the sizes of the boxas, the font for the titles and
indication, provide the appropriate number of copies for each part, without however deviating too much from the directives contained in the modeal.

- ltis strongly recommendad that instructions halping the customer to compists this manifold set should be given on the back of the cover page or on the back (of the last page) of the manifold
sat self.

1. The CN 22 and CN 23 are the standard customs declaration forms that apply to postal consignments, which the UPU authorises in its Acts
currently in force. Customs officials use these forms for customs clearance purposes. The CN 22/23 forms contain the following information
fields: 1). Sender and recipient information (CN 23); 2). Postage paid and insurance costs (CN 23); 3). S10 item identifier; 4). Designated
operator; 5). Nature of transaction, i.e. gift, sale of goods, commercial sample, documents, other; 6). Quantity and detailed description of
contents; 7). Weight, being individual item weight and total weight; 8). Value, being individual item value and total value, and currency; 9). HS
tariff number per item, for commercial items only; 10). Country of origin of goods.

* The CN 23 customs declaration can form part of the “manifold form” set that composes the wider CP 72 customs declaration, as in the image
above with the title “CP 72 manifold set, first part - “Receipt” “. The CP 72 manifold set also incorporates the customer receipt, the CP 71 dispatch
note, the parcel labels (CP 73 or CP 74), as well as parts that can be used for address labels. The CN 23/CP 72 is a more extensive form of
declaration than a CN 22.

Source: WCO-UPU guidelines on the exchange of electronic advance data (EAD) between designated operators and customs administrations,
(WCO-UPU, n.d.s1)).

5.2.11.4. The exchange of electronic advance data (EAD) to establish the VAT-status of low-
value imported goods

Timely exchanges of VAT-status information throughout the entire supply and delivery chain are important
to mitigate risks of double taxation and unintended non-taxation under a vendor collection regime for low-
value imported goods. This is achieved primarily through the exchange of electronic advance data (EAD)
with customs authorities. Such EAD are normally already available for goods that are transported via cargo
and express courier channels. For goods that are transported via postal operators, the availability of EAD
is also increasing, although at the time of writing of this Toolkit this development is still in its early stages.
While postal operators may not yet have fully implemented EAD, many have participated in pilot activities
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to test systems and some postal authorities are now routinely exchanging EAD. Several jurisdictions have
plans to mandate the exchange of EAD through the international post, including the United States and in
Europe.

Jurisdictions should carefully consider how transport intermediaries such as express carriers and postal
operators can most effectively exchange information with customs authorities. The WCO-UPU guidelines
on the exchange of EAD between postal operators and customs authorities outline electronic transmission
standards and processes to facilitate customs clearance and revenue collection. EAD enable exchange of
item-level attributes (ITMATT) between postal authorities, thereby communicating key information
necessary for customs clearance. Postal authorities transmit the information to the customs authority in
the jurisdiction of destination via a customs item (CUSITM) to enable advance assessment for pre-
clearance or selection of consignments for holding. The customs authorities will transmit a response
(CUSRSP) to the postal authority to advise on the appropriate actions. See Figure 5.4 for an illustration of
electronic data exchange in the postal supply chain. The UPU E-Commerce Guide 2020 provides useful
guidance on the operation of EAD in a postal environment (Universal Postal Union, 2020(s2)).

Figure 5.4. High-level overview of electronic data exchange in the postal supply chain

Electronic advance data flowchart (Global Postal Model)

Origin Post Air Carrier
‘ 7 - Consignment data (including EAD flag) |
-
oy
=
1]
2]
33
1-CN23 | E[[5- Dispatch data |
data g
& I
1N
_E 4-Assessment || g
& || complete/ g L
Referral o Z
w
Destination Territory
!r"’_ B e [ Y \‘
[ + | 6-Receptacle ID and tem D st | i \
I > !
I Destination Post Subset of PREDES Destination Customs I
|
I
|
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| ‘ 3 - Assessment complete / Referral notification ‘ !
! < I
i .\ " CUSRSP (or local equivalent) |
] |
| R |
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| 25 | 2 CN 23 data to border agency | J = ,:
| ’
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-

_____________________________________________________________ & UPD 2001 = BT AGHE reserved

Legend:

EAD - electronic advance data

CN 23 — standard customs declaration form used for postal consignments

ITMATT - item level attributes — contains the data corresponding to the content of paper postal forms CN23 or CN23 customs declaration.
CUSITM - customs item — sent from designated postal operators receiving an item to the local customs administration

CUSRSP - customs response — sent from a customs authority to a designated postal operator in response to a CUSITM

PREDES - preadvice despatch- the name of an EDI (electronic data exchange) message containing information on a mail dispatch.
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FFM - Airline Flight Manifest Message

FWB - Air Waybill Data Message

FHL — House Manifest Data Message

Source: WCO-UPU guidelines on the exchange of electronic advance data (EAD) between designated operators and customs administrations
(WCO-UPU, n.d.j1).

Readers will find a range of examples of information reporting requirements for imports of low-value goods
that jurisdictions have implemented under their vendor collection regimes in Annex D of this Toolkit.

5.2.11.5. Data sharing between customs authorities and tax authorities

Jurisdictions should ensure that the appropriate legal, information technology, and operational frameworks
are in place to enable data sharing between customs authorities and tax authorities. During the policy
design phase, tax and customs authorities should consider what actions will be required to achieve such
data sharing, including any necessary changes to existing legislation and procedures; and which IT,
operational, and financial resources are needed to implement it.

Even where a jurisdiction administers both tax and customs authority functions within a single government
unit, legal separation of responsibilities can still limit the data that can be collected by and exchanged
between tax and customs officers. For example, a postal authority may have legal ability to disclose
information only to customs officers. Likewise, a confidential register of non-resident suppliers that have
registered for VAT under a simplified compliance regime for imports of low-value goods may be accessible
only to tax officers by default. Therefore, tax authorities should consider the information access
requirements for both tax and customs officers and implement the necessary legal and operational
instruments to facilitate exchange where necessary, such as a memorandum of understanding/agreement
(MOU/MOA) between the two sets of officials and their respective governance structures.

The WCO Guidelines for Strengthening Co-operation and the Exchanging of Information between Customs
and Tax Authorities at the National Level (WCO Customs and Tax EOI Guidelines) make
recommendations on how to enable co-operation and exchange of information between customs and tax
authorities (World Customs Organization, 2016is3)). These Guidelines also provide a framework of
principles for the development and operation of MOU/MOA arrangements, which jurisdictions should
consider as part of their policy implementation strategies.

Jurisdictions should establish appropriate procedures to enable customs authorities and, where
appropriate, other relevant actors in the supply chain to access VAT-relevant information (see Box 5.12
for the example of the European Union). Under a vendor collection regime that reassigns the liability for
the VAT on low-value imported goods to non-resident suppliers and digital platforms, customs authorities
shift their focus away from the declaration value of the goods to new critical pieces of information. This
relates in particular to the information on the packaging and customs declaration, stating whether the
supplier or digital platform has collected the VAT on the imported items and providing the VAT registration
of the supplier or digital platform that is liable for the VAT on the imported goods under the vendor collection
regime. Suppliers and digital platforms can also use this process to inform customs authorities of the B2B
character of a transaction, which may not be subject to the vendor collection regime, by providing their
customer’s VAT registration number. To improve the integrity of this customs verification process, customs
authorities must have access to the tax authorities’ register of VAT numbers for non-resident suppliers and
digital platforms under the vendor collection regime and, preferably, any records on these suppliers’ and
platforms’ compliance history.

Interaction between customs and VAT systems can also increase the efficiency of risk management
strategies. Access to import data may, for instance, allow tax authorities to detect irregularities in the VAT
reported under the vendor collection regime. Box 5.12 describes how this is enabled in the European
Union. This information can then, in return, be fed back to customs risk management. If the tax authority
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thinks that a Tax Identification Number has been fraudulently reported on a parcel, it may provide the
necessary data for customs to identify the consignor of these parcels. Tax authorities should be aware,
however, of the limitations to the use of customs information for VAT compliance monitoring and risk
management. They should be cautious when evaluating the results of data analysis based on customs
data for assessing VAT compliance levels under a vendor collection regime (see subsection 5.2.11.2 for
more details). Detailed guidance on effective risk management strategies is given in subsections 6.2 and
6.3.

Box 5.12. Jurisdiction example: The EU Import One-Stop-Shop (I0SS)

When it introduced its vendor collection regime for low-value imported goods as of 1 July 2021, the
European Union removed its VAT low-value consignment relief for the importation of goods with a
value not exceeding EUR 22. All goods imports into the European Union have thus become subject to
VAT as a general rule. The Import One-Stop Shop (IOSS) was created to facilitate and simplify the
declaration and payment of VAT for supplies of low-value imported goods with a value not exceeding
the European Union’s customs duty low-value relief threshold of EUR 150. All the I0SS VAT
identification numbers issued by tax authorities in EU Member States are made available electronically
to all customs authorities in the European Union. The database of IOSS VAT identification numbers is
not public. When receiving an I0SS VAT identification number in the dataset of the customs declaration,
the customs authorities will automatically check its validity against the IOSS VAT identification number
database. If the IOSS number is valid and the customs value of the consignment does not exceed EUR
150, the customs authorities will not request the payment of VAT on low-value goods imported under
the IOSS. The person who declares the goods to customs (e.g. postal operators, express carriers,
customs agents, etc.) does not and cannot itself check the validity of the I0SS VAT identification
number.

Data on imports made under an IOSS number are shared by customs authorities with tax authorities,
allowing the latter to use the data for risk management of the respective I0SS returns (i.e. the VAT
reported by the supplier or digital platform under the EU vendor collection regime).

Source: OECD analysis.

5.2.11.6. Alternative sources of information

Where tax and customs authorities are unable to obtain the necessary information through customs
reporting processes alone, they can turn to additional third-party data sources for transactional data (see
subsection 6.5 for more details), such as:

e Non-resident suppliers and digital platforms;
e Financial intermediaries;

e Jurisdictions’ “Financial Intelligence Units”.82

This information may not be readily accessible to tax or customs authorities. They may need to utilise
specified powers of legal access to obtain such information, including:

e A MOU or other information sharing arrangement between customs and tax authorities where one
these authorities has access to the relevant data;

e Information access powers, such as formal notices requesting information from suppliers,
exporters, intermediaries or other actors in the supply and value chain;

82 See List of Members by The Egmont Group at https://www.egmontgroup.org/en/membership/list.
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e Exchange of Information provisions in Double Tax Treaties or in the Multilateral Convention on
Mutual Administrative Assistance in Tax Matters (MAAC) that can be employed to obtain supplier-
specific information from another jurisdiction (see subsection 6.8).

5.2.12. Facilitating fast-track customs clearance processes

Any policy framework that transfers the VAT collection on imports of low-value goods from the customs
authorities to non-resident suppliers and digital platforms should recognise the continuing authority of
customs authorities to subject all goods to inspection notably in respect of product safety and security.
From a revenue assessment and collection perspective, however, a regime that transfers VAT collection
obligations for imports of low-value goods to non-resident suppliers and digital platforms does provide
opportunities for fast-track customs clearance of these goods. Fast-track customs clearance creates an
important incentive for non-resident suppliers and digital platforms to comply with their VAT obligations
under a vendor collection regime for low-value imported goods.

The European Union’s framework, effective since 1 July 2021, adjusts the customs declaration process to
deliver fast-track clearance of consignments for which non-resident suppliers and digital platforms have
collected VAT at the time of supply. Under the EU framework, it is possible to declare low-value goods, i.e.
goods with a value up to EUR 150 (USD 177), using a customs declaration that requires three times less
data than a standard customs declaration (European Commission, 20194)).2° If a non-resident supplier or
digital platform does not collect VAT under the vendor collection regime for low-value imported goods, then
itis collected by the transporter under the traditional customs process at importation. The EU model permits
transporters to charge customers a clearance fee for submitting a customs declaration on the customer’s
behalf. The cumulative effect of these features is to incentivise consumers to buy from suppliers or digital
platforms that have registered for VAT under the vendor collection regime for low-value imported goods.

In Australia and New Zealand, low-value imported goods (i.e. below the VAT and customs low-value duty
relief threshold) are not subject to import VAT, except goods that would attract excise duties. Customs
authorities therefore will not routinely stop low-value imported goods for revenue collection purposes at
the border. Australia operates a simplified customs clearance regime, which transporters (e.g. express
carriers) administer for clearance of imports below the customs duty low-value relief threshold. This allows
for fast-track clearance with customs authorities stopping only low-value goods for inspection if they have
product safety and security concerns in relation to a consignment.

Some jurisdictions in the APAC region are parties to free trade agreements that may include the obligation
to adopt or maintain customs processes for expediting clearance of imports. Because of these agreements,
those jurisdictions may already have fast-track clearance processes in place, which they could expand and
utilise in the context of a vendor collection regime for low-value imported goods.

For example, Chapter 7 of the United States — Republic of Korea Free Trade Agreement (KORUS), uses
a typical model, which in general requires the parties to:
e Adopt or maintain procedures providing for the release of goods within a maximum time period,;
e Endeavour to use information technology that expedites procedures for the release of goods; and
e Adopt or maintain expedited customs procedures for express shipments.

8 The availability of the customs declaration with reduced data set in a Member State may depend on whether it
manages to change its systems in time (which has to be done before 2023 at the latest).
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5.3. Operational and information technology infrastructure for a simplified VAT
registration and collection regime

Guide to subsection 5.3

Section Theme Page

Governance framework for building the operational and IT infrastructure for a

531, simplified registration and collection regime 208
5.3.1.1. Creating the appropriate project management structure 208
5.3.1.2. What kind of expertise should the project team contain? 209

Data protection and ownership of intellectual property rights: Contractual
5.3.1.3 ; ) ; ; 209
considerations for staff developing operational and IT systems
5.3.1.4. Specific considerations for supplies of low-value imported goods 210
5.3.2 Establishing the overall objective of an online simplified VAT registration and 210
R collection regime
Creating the operational and IT systems and software for a simplified VAT
5.3.3. A - L) . 211
registration and collection regime: The online portal
5331 Key functionalities of an effective and secure portal for a simplified compliance 213

e regime
5.3.32. Additional systems and software requirements 221

5.3.4. Integrating the new compliance infrastructure with existing infrastructure 225

535 Several options are available, including in-house development or outsourcing 226

R and the use of “commercial off-the-shelf” (COTS) solutions
5.3.6 Alternatives where an online portal cannot be provided and related IT security 229
R issues

5.3.7. Internal audit and risk management 230
5371 Internal risk management during the design and implementation phase of the online 23

e registration and compliance portal and supporting infrastructure
5.3.7.2. Security and confidentiality of tax data 232

This Section of the Toolkit provides further specific guidance to support tax authorities’ decision making in
respect of the development of the operational and IT infrastructure to support the operation of a simplified
VAT compliance regime for the collection of VAT from non-resident suppliers and digital platforms under
a vendor collection regime.
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5.3.1. Governance framework for building the operational and IT infrastructure for a
simplified registration and collection regime

5.3.1.1. Creating the appropriate project management structure

Readers are reminded that a roadmap for the implementation of a simplified compliance regime for the
collection of VAT from non-resident suppliers and digital platforms is presented in subsection 5.1.

A project-based approach is recommended for the development of the operational and IT infrastructure
that is necessary to support the implementation of a simplified compliance regime, with an appropriate
governance structure to ensure proper project management and project delivery.8*

Such a governance structure should identify the staff or project team members that will lead the project
and its various components, their respective roles and responsibilities, and the interactions between them.
The main roles and responsibilities in such a project management structure normally include the following:

e The “project sponsor” (usually a senior executive in the tax authority), who is responsible for
successfully delivering the objectives of an IT infrastructure development project, ensuring
appropriate staffing of the governance structure, chairing high-level meetings, and sourcing and
distributing funding for the project;

¢ An “independent assurer”, to provide an assessment of the performance of any external software
development firms supporting the project, general progress of the project and issues resolution;

o A “steering committee”, to provide strategic direction to all project staff, ensure that the project
scope aligns with the tax authority’s objective, allocate resources and address issues and risks that
have implications for the project;

* A “project manager”, to prepare, implement and update the project plan and to manage delivery of
outcomes according to the plan;

o A “project team”, to work with the project manager to achieve the requirements of the project plan;

e The operational and IT infrastructure “process owners” in the tax authority, which provide input to

the development of the project plan and are responsible for managing business-as-usual
processes after the completion of the project;

e Subject matter experts to address particular elements of the project.

The project manager should ideally be a senior official or consultant with a good degree of knowledge of
the jurisdiction’s administrative and IT environment, as well as of its VAT framework and of the
internationally agreed standards and principles for the application of VAT to international digital trade,
including for the collection of VAT from non-resident suppliers and digital platforms. The project manager

84 see IMF (2017), Use of Technology in Tax Administrations 1-3:

e Use of Technology in Tax Administrations 1: Developing an Information Technology Strategic Plan (ITSP) at
https://www.imf.org/en/Publications/TNM/Issues/2017/03/15/Use-of-Technology-in-Tax-Administrations-1-
Developing-an-Information-Technology-Strateqic-44714

e Use of Technology in Tax Administrations 2: Core Information Technology Systems in Tax Administrations at
https://www.imf.org/en/Publications/TNM/Issues/2017/03/15/Use-of-Technology-in-Tax-Administrations-2-Core-
Information-Technology-Systems-in-Tax-44689

e Use of Technology in Tax Administrations 3: Implementing a Commercial-off-the-Shelf (COTS) Tax System at
https://www.imf.org/en/Publications/TNM/Issues/2017/03/15/Use-of-Technology-in-Tax-Administrations-3-
Implementing-a-Commercial-Off-The-Shelf-COTS-Tax-44719
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should preferably have prior experience of assisting with the implementation of major IT infrastructure
projects for VAT and or for other taxes.

5.3.1.2. What kind of expertise should the project team contain?

The approach that jurisdictions take towards the development of the operational and IT systems, whether
they opt for an in-house, a commercial off-the-shelf (COTS), or an outsourcing solution, will affect the
nature and quantity of resources that they will require (see subsection 5.3.5 on the different options).

Where they adopt a COTS or outsourcing approach, there will be less need for systems architecture,
development and design experts. In-house solutions will require a greater investment in staff with expertise
in the specialised areas of software design and IT architecture along with the allocation of time to evaluate
and understand the key objectives of the project. This could impact the staffing or commencement of other
IT projects until the completion of the project to develop the infrastructure for a simplified compliance
regime.

As an estimate for in-house solutions, when there is a pre-existing IT framework (including an existing
website to host the online portal for the simplified compliance regime) as well as qualified staff with
sufficient capacity and a strong support structure, the process of implementation could require a relatively
small core project team, e.g. between 10 and 20 full-time staff.

Such a core team would typically include business analysts, IT systems developers and testers, and user
interface support staff. The required skillsets would include project planning, systems architecture building,
skills in the design, deployment, testing and monitoring of systems, management of systems security and
authentication controls, product support, and incident management. Access to VAT policy specific and
legal support should be available where appropriate.

If a tax authority lacks such internal expertise, then it may need to seek advice or support from an
experienced external website and software developer. Such an external service provider would preferably
have experience in building systems to support taxpayers in managing tax compliance obligations, ideally
in the area of VAT. Certain providers of IT and technology advisory services will be willing to act as a
contractor that provides its own staff to assist in project management or in developing the IT systems for
the simplified compliance regime or of specific components.

Staffing resources will further depend on the amenability of the tax authorities’ existing IT systems to “add-
ons” or minor modifications and on the availability of COTS to address specific systems needs for the
implementation and operation of the simplified registration and collection regime.

The closer a jurisdiction’s policy framework and administrative processes and regulations align to the
OECD guidance for the collection of VAT on online supplies by non-resident suppliers and digital platforms,
the easier it will be to build on the experience of other jurisdictions around the world in achieving effective
implementation of operational and IT systems and to readily obtain assistance from systems and software
developers.

5.3.1.3. Data protection and ownership of intellectual property rights: Contractual
considerations for staff developing operational and IT systems

Generally speaking, governments require their agencies to have strong safeguards in place to protect data,
such as privacy and financial secrecy legislation, secure buildings and IT systems along with strict controls
on employees and contractors who have access to data.

Tax authorities should clearly set out the obligations of staff involved with the creation and administration
of the online portal for a simplified compliance regime in their contracts, unequivocally requiring them to
respect the confidentiality of any sensitive personal and commercial information they encounter in the
course of their duties.
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Contracts should provide that the online portal and any supporting technology developed to support its
operation remain the intellectual property of the national government/tax authority and that staff may not
publish the technical specifications and operating software codes that the portal utilises, whether for
commercial gain or for non-commercial reasons. Tax authorities should also strongly consider assigning a
dedicated IT security team to continually test and reinforce the security of the online portal to protect it
against organised hacking, cyber-attacks and unauthorised use.

Further analysis, guidance and recommendations on digital security risk management have notably been
developed by the OECD in its publication on Digital Security Risk Management for Economic and Social
Prosperity (OECD, 2015;s5)). Readers may also refer to subsection 5.3.7 for guidance on internal risk
management including on information security management.

5.3.1.4. Specific considerations for supplies of low-value imported goods

Governance arrangements will need to take account of the additional requirements for the operational
and IT infrastructure when the scope of the simplified compliance regime is extended to the collection
of VAT on low-value imported goods.

As subsection 5.2 of the Toolkit explicitly outlined, it is recommended that jurisdictions utilise substantially
the same administrative, operational and IT infrastructure for a simplified compliance regime for the
collection of VAT on low-value imported goods as they utilise for supplies of services and intangibles by
non-resident suppliers. Tax authorities should thus ensure that senior IT and technology staff that manage
the design of the infrastructure for the simplified compliance regime for supplies of services and intangibles,
consider at the outset also the principal additional features and functionalities that this infrastructure would
require to support registration and the remittance of VAT on supplies of low-value imported goods by non-
resident suppliers and digital platforms.

In particular, jurisdictions will need to implement processes to ensure that customs authorities do not collect
import VAT on consignments of low-value goods at importation where non-resident suppliers and digital
platforms have already collected VAT at the time of sale. This is likely to require the involvement of customs
officials or staff with the appropriate customs expertise in the design and development of the operational
and IT infrastructure for the simplified compliance regime.

Subsection 5.2.11 of the Toolkit discusses mechanisms to prevent double taxation and non-taxation of
low-value imported goods in detail, including analysis of operational and IT systems that can underpin
these mechanisms.

5.3.2. Establishing the overall objective of an online simplified VAT registration and
collection regime

The successful construction of the operational and IT infrastructure should start with clearly communicating
the objectives of the simplified VAT compliance regime to the senior IT and technology staff that will lead
the development. These senior officers can use these objectives as the basis for establishing a core project
management and design architecture framework.

The objectives do not need to be complex but rather should communicate the essential purpose for
designing the operational and IT infrastructure. An example could be the following statement:

“The online portal for a simplified VAT registration and collection regime should allow eligible non-resident
businesses to easily register with the tax authority in order to report and settle VAT obligations. It shall provide
an alternative to the standard VAT registration, reporting and payment regime, and should align to similar
simplified VAT compliance regimes operating in other jurisdictions. This design feature will make the system
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more familiar and user-friendly for non-resident businesses and thus further encourage high levels of
compliance.”

5.3.3. Creating the operational and IT systems and software for a simplified VAT
registration and collection regime: The online portal

Guide to subsection 5.3.3.

Section Theme Page
5331 Key functionalities of an effective and secure portal for a simplified compliance 213
e regime

(i) Identification and authentication 215
(ii) Access to the portal of the simplified compliance system and its main 217
functionalities

5.3.3.2. Additional systems and software requirements 221
(i) Hosting a secure online portal 221
(i) Ownership, technical prowess and location of the underlying servers and 299
hardware that host the portal and store taxpayer data
(iii) The use of Application Programming Interfaces (APIs) for network

P . . Y e , 222

communications with non-resident suppliers’ and digital platforms’ IT systems
(iv) Language of the online portal content 223
(v) Creating secure electronic forms 224
(vi) Facilitating file uploads 224
(vii) Facilitating payment by registrants under the simplified compliance regime 224
(viii) Business consultation on the design of the online portal (“co-design’) 224

The portal for a simplified VAT registration and collection regime is normally designed to be a microcosm
of the system that a tax authority uses to support domestic businesses in complying with their tax
obligations, including for VAT registration, reporting and payment.

When designing the portal for a simplified compliance regime, tax authorities must be aware, however,
that it will be directed at non-resident businesses that will often have no prior familiarity with the
jurisdiction’s VAT regime, and that the design of the portal should seek to accommodate the geographic,
linguistic, and cultural barriers, as well as associated costs, that could otherwise act as a deterrent to
compliance.
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Box 5.13 sets out the core components of a well-designed online portal to facilitate registration and
compliance by non-resident suppliers and digital platforms under a simplified compliance regime as
outlined in OECD guidance. The possible design of the main functionalities of such an online portal is
discussed further below.

Additionally, certain procedures, which jurisdictions typically support through “back office” IT tools, must
be in place, either as standalone functions or through integration with existing IT infrastructure to enable
tax officials and tax administration systems to carry out core tasks including to:

Communicate with registrants;

Follow up on outstanding VAT returns or payments;

Validate returns;

Check if registered taxpayers are complying with their obligations;

Calculate revenue collected under the simplified compliance regime;

Manage transitions between simplified and standard VAT registration regime;
Manage cancellation of registrations.
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Box 5.13. Typical characteristics of a well-designed online portal to facilitate registration and
compliance for non-resident suppliers and digital platforms

e Simple and secure access to the registration portal
o Log on to the government’s online service;
o Insert basic identification information (e.g. name, address, website URLS, contact persons);
o Create a verification code or establish a credential to get access to the portal.
e Simple operating instructions and navigation including
o Compatibility with the most commonly used business systems;
o Capacity to upload data rather than having to fill in tables online;
o Availability of structured templates (e.g. XML, Excel) that can be filled in offline;
o Automated controls for submission/lodgement (e.g. validating totals);
o Ease of making corrections or changes at any time during or after the registration;
o Frequently updated Questions and Answers;
o Supporting the operation of the portal through a back-office support team;

o Sending out of automatic notifications/alerts to taxpayers when there is communication
uploaded on the portal.

e Operation at least in English and/or the language(s) of the major trading partners, in
addition to the jurisdiction’s local language(s)

o Accepted language(s) to be kept simple and clear to avoid any confusion.
e Secureto use
o Different levels of credentials may dictate the level of self-service that can be offered;

o Avoid complexity in cases where authorised persons need to be replaced. Such complexity
can arise when encryption keys or specific individual passwords are used and a registrant’s
authorised member of staff departs without informing its successor of its individual password
or of how to unlock encryption keys, resulting in the registrant’s loss of access to the system;

o Secured communication of pass codes. Sending pass codes via the post can present risks

of accidental loss or deliberate appropriation.
e Include easily accessible information on compliance obligations

o Facilitate access to information on how to comply with VAT obligations under the simplified
compliance regime, e.g. through information bubbles on forms; links to relevant guidance;
a point of contact for questions and resolving difficulties; etc.

o No need for a VAT registration number (whether under the simplified compliance or under
the standard VAT regime) for accessing information because this may not be available at
the point where a non-resident business has a legitimate need to review such information.

Source: OECD (2017), The Collection Mechanisms Report, Annex A (OECD, 20173)).

5.3.3.1. Key functionalities of an effective and secure portal for a simplified compliance regime

Tax authorities’ IT systems are, in principle, fundamentally the same in terms of function and purpose, i.e.
they need to identify taxpayers, process information to determine tax liability, and ultimately collect tax
(Cotton and Dark, 2017s6)). Figure 5.5 demonstrates the functionality that a tax authority is likely to need
in its IT systems. These requirements apply equally to a simplified VAT compliance regime.
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Figure 5.5. Functionality that a tax authority normally needs for its IT system
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Source: IMF (2017), Use of Technology in Tax Administrations 2: Core Information Technology Systems in Tax Administrations (Cotton and
Dark, 2017s6)).

Simplification under a simplified VAT compliance regime is focused primarily, if not exclusively, on the
front-facing (service) features of the IT-system. The aim is to provide optimal simplicity of access and use
for non-resident suppliers to comply with their VAT obligations in the taxing jurisdiction while ensuring the
appropriate security safeguards for the tax authority and registrants. The back-end (client record) features
of the simplified compliance regime will normally benefit from replicating or integrating the structures of
existing IT systems for domestic taxpayers into the simplified regime, as the tax authorities’ responsibilities
for service standards and systems security must in principle be equally applicable to non-resident suppliers
and digital platforms that register under a simplified regime.

The key elements of the IT architecture on which a tax authority will thus need to focus when designing
and implementing a simplified registration and collection regime for non-resident suppliers and digital
platforms are outlined in the table below.

Table 5.1. Key elements of the architecture for a simplified VAT registration and collection portal

Architecture element ‘ Functionality description

Allows entities (non-resident suppliers and digital platforms) wanting to access the system to
Identification credential obtain a credential. These credentials must be stored so that access to the system can be granted
once the identification credential is satisfied.

Authenticate using an identification

s b Allows a user with a credential to authenticate itself in order to be granted access to the system.

Allows for intermediaries or agents also to be authenticated users with a credential to access the
“Act on behalf of” functionality system to act on behalf of a taxpayer (non-resident supplier or digital platform) that has
authorised them to do so.

Allows an authenticated user to sign in to access a set of online services including, but not limited
to, registrations, return filing and payments. The home page should also provide access to
information to assist the individual’s compliance with VAT obligations.

Website homepage for the portal for
a simplified compliance regime

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



| 215

Architecture element Functionality description

Registration

Returns

Payment

Information Access

Data analytics and user feedback

Enables an authenticated user to register using the online portal where eligible. The system
issues an identification number to the new registrant. It also creates a new account to facilitate
the filing of returns, and payments of VAT.

Allows an authenticated user to report the VAT due under the simplified compliance regime for a
specific period. The filing of the return creates a liability on the supplier's tax account for the
reported period.

Allows an authenticated user to make an online payment for the VAT liability created by a filed
return.

The provision of links to information relating to the compliance obligations under the simplified
registration and collection regime assists users in complying.

Ensures comprehensive monitoring of user activity and reporting by users on their experiences.

Source: Australian Taxation Office.

() Identification and authentication

The identification credential provides proof of qualification for access to the secure online portal and is
usually sourced separately from the system for which a user needs to provide identification. The system
for generating identification credentials will provide one to the user after it submits specific identifying
information during the application process.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



216 |

Box 5.14. Creating and authenticating a digital identity

Tax authorities’ requirements for digital credentials for identity verification in accessing an online portal
for a simplified compliance regime will need to balance the need for very strong protection of non-
resident suppliers’ and digital platforms’ identities, commercial data and payment details against the
imperative that the regime be simple to access and use.

The Financial Action Task Force (FATF) provides guidance on how organisations can permit users of
a system to create and authenticate a digital identity (FATF, 2020p7). The FATF is an independent
inter-governmental body whose mission is to develop policies to protect the global financial system
against money laundering, terrorist financing and the financing of proliferation of weapons of mass
destruction. Jurisdictions designing an authentication system for a simplified compliance regime could
utilise this guidance to develop processes and mechanisms for ensuring secure access to the regime’s
online portal for the reporting and settlement of VAT liabilities.

The main features of FATF’s recommendations for creating and authenticating a digital identity are as
follows:

e Collection: Collect identity attributes and evidence, e.g. by requiring users to fill out an online
form, upload photos of documents such as passport or driver’s license, etc.

e Validation: Ensure that documents are authentic and that the data and information the user
provides are accurate, e.g. checking (images of) physical security features, expiration dates,
and verifying attributes via other services.

e “Deduplication”: Establish that the identity attributes and evidence relate to a unique person,
e.g. via duplicate record searches, biometric recognition or de-duplication algorithms.

e Verification: Link the individual to the identification evidence that it has provided.

e Enrolment in a user account on the basis of the digital identity and binding of the account to
authenticators: Create an account for the user on the basis of the identity it has created and
evidenced; issue and link one or more authenticators with the user’s account for approving
system access, e.g. passwords, a one-time-code (OTC) generator on a smartphone, etc.

The following diagram summarises this process as FATF recommends:

| Applicant

Validation
Authentcity and accuracy of identity evidenca/information
determined and related to a living individual

Step & Verification
Caonfirm 1D relates 1o the applicant

Source: FATF (2020), Guidance on Digital Identity (FATF, 2020(7)).
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The authentication of an identification credential may be as simple as the provision of a password that the
user selects to validate the credential. More complex authentication may involve the generation of one-
time codes sent by SMS or email, secret questions or codes generated by separate software. The strength
of an authentication transaction is characterised by an ordinal measurement known as the Authentication
Assurance Level (AAL) (National Institute of Standards and Technology, 2021ss]). Stronger authentication
levels, such as those provided by the use of digital certificates, effectively reduce the risk of cyber-attacks
but may not be necessary depending on the severity of the consequences of the credential being
compromised.

Non-resident businesses often engage with intermediaries and agents to undertake compliance
responsibilities for them. For that purpose, it is advisable to have a facility that enables a non-resident
business that has obtained an identification credential to share the credential and the authentication so
that its authorised intermediary can access the online portal. Alternatively, the intermediary should be able
to register in its own name and obtain authorisation to link submissions to the accounts of the taxpayers it
supports.

(ii) Access to the portal of the simplified compliance system and its main functionalities

The successful input of an authenticated identification credential will give the authenticated user access to
the home page of the portal for the simplified compliance regime. The authenticated user will then have
access to a set of online services including, but not limited to, registration, VAT returns filing, and payment.
The home page should also provide access to other information to assist in compliance with VAT
obligations such as help text functions and links to detailed guidance on the jurisdiction’s website covering
obligations for non-resident businesses.

There are a minimum of four distinct user interfaces that a non-resident supplier or digital platform will use
to engage with a tax authority within the portal for a simplified VAT compliance regime. These are
registration, return filing, payment, and updating taxpayer information, and are described in further detail
below:

e Registration: The system will issue an identification number (a unique identifier; UID) to the new
registrant, i.e. the non-resident supplier or digital platform, and it will create a new account for the
new registrant to enable the filing of returns and payments of VAT. Tax authorities are advised to
adopt unigue identification numbers for registrants under the simplified compliance regime in a
format that is distinguishable from normal VAT registration numbers in recognition of the fact that
the registrant is generally a non-resident and has normally passed a lower level of identity
verification checks to obtain registration.

Alternatively, where it is preferred that the format of the simplified registration regime be consistent
with domestic registration syntax, it is recommended that underlying indicators be put in place so
that the type of taxpayer is evident in a system query and so that simplified system registration
population can be easily segregated for reporting purposes.

Jurisdictions could consider incorporating a facility to upload data files as part of the registration
process to allow businesses to provide documents that the jurisdiction requires in an electronic
format. This facility will generally be useful only if the tax authority has a strong desire to request
supporting documents as part of registration despite the recommendations above to adopt a
minimalist approach. Singapore has, for instance, included in its simplified registration form a
facility to upload documents in an electronic format such as:

e Signed declaration form;
e Certificate of incorporation;
e Other attachments.
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Tax authorities will also need to design verification rules and identify any conditions under which
registration applications must be rejected, such as incorrect formatting or failure to provide
mandatory data. A balance between these rules and the goal of simplification is needed to ensure
both the quality of registration data and ease of registration.

It is strongly advised that registrants be notified of their registration number under the simplified
compliance regime by secure electronic means. For security purposes, registrants have sometimes
been required at the registration stage to create a verification code that is later used to retrieve
their VAT registration number. Assigning digital credentials or other identifiers may also help strike
a balance between security considerations and ease of use.

Figure 5.6. Example of a simplified VAT registration process for non-resident suppliers

Simplified
Decides i i Receive and
. Understand registration
Identify tax registration VAT re is?r(;cti?;sform record
obligation req?]irements registration 9 online credential or
o type unique identifier
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- Complete and
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< . registration g's Client is
E implement process and details are registered
© simplified VAT . ¢ validated
> compliance requirements
3 .
= regime

Note: The sourcing of the identity credential is from a separate stand-alone system available on the Australian Taxation Office’s business
registration webpage.
Source: Australian Taxation Office.

Return filing: This functionality allows the authenticated user to report the VAT due under the
simplified compliance regime for a specific period. As recommended previously in subsection 5.2.3,
the reporting fields required for return filing under a simplified compliance regime can remain
limited, focusing primarily on the total value of supplies made to customers in the jurisdiction for
the reporting period (per VAT-rate where applicable) and the calculated VAT due on these supplies.
The filing of the return will create a liability in the registrant’s tax account for the reporting period.
Returns should be secure electronic forms (see subsection 5.3.3.2.v).

It is recommended that tax authorities include a validation mechanism for the automatic
acceptance/approval or rejection of VAT returns. In their simplest form, these checks could identify
whether the vital elements of the return are provided and whether registrants have entered the
information in the proper format. A balance between robust validation rules and simplification is
needed in order to ensure both quality of data and ease of use.
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platforms
Australia’s simplified GST return process (for non-resident suppliers and digital platforms)
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Source: Australian Taxation Office.

Payment: This functionality allows an authenticated user to make an online payment for the VAT
liability created by filed returns. Where a selection of payment options is available then the user
interface should permit the registrant to select the payment option it wishes to utilise. The system
may redirect the user temporarily to a payment processor’s website or simply provide the user with
a number to include as a reference in the payment information when making the payment. The
system should update the client’s account records to recognise receipt of the payment and also
provide a confirmation message. For further details, see also subsections 5.2.7 and 5.3.3.2.vii.
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Figure 5.8. Example of a simplified VAT payment process for non-resident suppliers and digital
platforms (after receipt of payment reference number)

2 Make payment using _ _
2 Payment Reference Sent confirmation
>
a Number (PRN)
a
=
B .
< Receive payment
3
8

Source: Australian Taxation Office.

e Updating taxpayer information: As non-resident suppliers and digital platforms continue to
operate under the simplified compliance regime, they will at times experience changes in personnel
responsible for using the simplified compliance regime portal. For this reason, it is important that
the system provides functionality to enable users to be deleted, details to be updated or new users
to be added. In this connection, it is useful that the registration system’s functionality permits
registration applicants to save their draft applications and to retain the ability, on their own initiative,
to update relevant details in their application (such as contact details) following registration.
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Figure 5.9. Simplified update process for registrants under a simplified compliance regime
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Source: Australian Taxation Office.

5.3.3.2. Additional systems and software requirements

(i) Hosting a secure online portal

It is highly recommended that the login page to the simplified registration and collection portal be hosted
on the tax authority’s existing website rather than creating a standalone Internet address. The reason for
this is that the inclusion within existing webpages will provide a high level of certainty to users that the
portal is legitimate and not a fraudulent site designed to steal funds from businesses.

Hosting the portal on the jurisdiction’s existing webpages also ensures that the security and integrity
processes already in place for the pages in the tax authority’s website are extended to the simplified
compliance regime.

An online portal will normally be underpinned by a number of fundamental technology standards. Two key
standards are:

HTTP: The Hypertext Transfer Protocol (HTTP) is a stateless application-level protocol for
distributed, collaborative, hypertext information systems. HTTP is the underlying protocol used by
the World Wide Web and this protocol defines how messages are formatted and transmitted, and
what actions web servers and browsers should take in response to various commands. It was first
standardised in 1999.

TLS: The Transport Layer Security protocol provides communications security over the Internet.
The protocol allows client-server applications to communicate in a way that is designed to prevent
eavesdropping, tampering, or message forgery. It is the successor protocol to SSL (Secure
Sockets Layer).

The exchange of data that are encrypted with TLS achieves a high level of security (HTTP Secure;
HTTPS). Well-configured TLS ensures that no third party can eavesdrop or tamper with any
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communications and is internationally recognised as the preferred standard. Tax authorities are most likely
to have already adopted the TLS standard, especially if they allow electronic filing through web forms.

A website is normally secured with SSL if “https” is included in the web address. A properly configured
public HTTPS website includes an “SSL/TLS” certificate that is signed by a publicly trusted certification
authority (CA). Users visiting an HTTPS website can be assured of:

e Authenticity. The server presenting the certificate is in possession of the private key that matches
the public key in the certificate.

e Integrity. Documents signed by the certificate (e.g. web pages) have not been altered in transit.
e Encryption. Communications between the client and server are encrypted.

These properties allow users to securely transmit confidential information such as credit card numbers, tax
identification numbers, and login credentials over the Internet, and to be sure that the website to which
they are sending the information is authentic. With an insecure HTTP website, these data are sent as plain
text, readily available to any eavesdropper with access to the data stream. Users of such an unprotected
website will have no trusted third-party assurance that the website they are visiting is what it claims to be.

(ii) Ownership, technical prowess and location of the underlying servers and hardware that
host the portal and store taxpayer data

Since IT equipment is capable of processing, storing or communicating sensitive or classified information,
it is important that an IT equipment management policy be developed and implemented to ensure that IT
equipment, and the information it processes, stores or communicates, is protected in an appropriate
manner.

Regardless of whether IT equipment is purchased and owned by the tax authority, or leased from a third
party, the security of the servers and hardware should be at the forefront of project planning for the
implementation of the IT changes. IT equipment should be classified for security purposes based on the
highest sensitivity or classification of information that is approved for processing, storing or communicating
for tax purposes. The tax authority or other government agencies may already have a contractual
relationship with IT services providers, which governs issues such as server location, storage protocols
and security.

When jurisdictions choose to outsource or purchase commercial off-the-shelf (COTS) solutions, this could
include the provision of IT servers or even cloud-hosted services as part of the arrangement. Again, in
these cases, the tax authority will need to assure the security of information that may be accessed via
third-party service providers, and contractual arrangements should reflect such obligations.

(iii) The use of Application Programming Interfaces (APIs) for network communications with
non-resident suppliers’ and digital platforms’ IT systems

Jurisdictions are increasingly moving towards greater connectivity between tax authorities’ compliance
systems and businesses’ commercial and accounting systems for VAT reporting and compliance. This
includes the use of Application Programming Interfaces (APIs), which enable the direct and automatic
transfer of data from a taxpayer’s business or accounting system to the tax reporting system. APIs minimise
the need to enter information manually.

APIs are useful whenever system-to-system integration is possible, for example, for the provision of
transactional data. They allow the automation of data provision and thus the reduction of compliance costs.
They also provide an opportunity for the tax authority to make information that is relevant for determining
a supplier’s VAT-liability directly available to the supplier's compliance system (e.g. the currency exchange
rate to be used by a registrant under the simplified compliance regime for VAT filing and payment; VAT
rate information in jurisdictions with multiple VAT rates; access to information to determine whether a
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customer is a business or a private consumer for VAT purposes such as a mechanism to validate VAT
identification numbers).

APIs are widely used in many environments and their use will increase in the coming years. The use of
APIs by tax authorities to facilitate compliance under a simplified compliance regime for non-resident
suppliers and digital platforms enhances the opportunity for providers of VAT compliance solutions and
software to manage VAT compliance on behalf of these businesses across multiple jurisdictions. The use
of APIs to support VAT compliance will also further enable the integration of functionality to support more
automated international VAT compliance utilising businesses’ Enterprise Resource Planning (ERP)®
systems.

The more consistency there is among simplified compliance regimes and APIls implemented by tax
authorities across jurisdictions, the greater the opportunity for non-resident suppliers and digital platforms
to integrate VAT-reporting obligations into their accounting and tax compliance systems to maximise the
efficiency and quality of multi-jurisdictional VAT compliance.

(iv) Language of the online portal content

The online portal to a jurisdictions’ simplified compliance regime is primarily directed at non-resident
businesses. It is therefore recommended that the operation of the portal be made available in English and,
ideally, in the language(s) of the jurisdiction’s main trading partners. This will facilitate and enhance
compliance considerably, as suppliers’ staff tasked with accounting and tax compliance may not always
be familiar with the language in each of the jurisdictions in which they have VAT obligations. Making the
necessary operating instructions and information available at least in English will also facilitate the
introduction of the necessary changes to accounting and tax compliance systems, as English is often the
default language used by systems developers.

Multilingual websites are becoming more and more common. Website translation is the process of taking
website content in its original language and adapting it, often word-for-word, into other languages to make
it accessible and useable to global users. This is best achieved by the creation of versions of the website
rather than by creating duplicate sites, so that any changes to the original site will appear across all
language versions. Automatic translation of information for taxpayers may create challenges. Jurisdictions
must legally protect their procedures against the consequences of incorrect translation and potential
misinformation to taxpayers when using automated translation.

Translating a website is fundamentally a technology issue, requiring automation and software to manage
numerous workflows and processes. A number of different technologies® can be used to handle these
workflows, in particular:

e A proxy-based solution: Technologies are used to leverage content and structured code of the
main website. This makes it easy to translate, deploy and operate multilingual versions.

e Content management system (CMS) connectors: CMS connectors allow website owners that
prefer to store and control translated content internally, to manage the process without the aid of
external service providers (rather than with a translation vendor).

85 Enterprise resource planning (ERP) refers to a type of software that organisations use to manage day-to-day
business activities such as accounting, procurement, project management, risk management and compliance, and
supply chain operations.

86 see, for example, The Technologies of Translation by Motionpoint.com at
https://en.motionpoint.com/resources/translation/the-technologies-of-translation/.
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e Application programming interfaces (APIs): Translation APls are sourced from translation providers
and have a broader scope than a CMS connector, providing flexibility to create workflows for any
type of content requiring translation, not just content stored in a CMS.

(v) Creating secure electronic forms

Online forms, which businesses can complete to securely record and transmit their VAT obligations for
filing and reporting purposes, can be used to streamline and improve the compliance process. A well-
designed form replaces time consuming and complicated paper-based processes.

The creation of a secure electronic form through which information can be submitted electronically for
registration, reporting, payment or updating information to a tax authority is a critical design element of a
simplified registration and compliance portal. For more guidance on hosting a secure online portal and
standards to secure communications on the internet see subsection 5.3.3.2.1.

(vi) Facilitating file uploads

As discussed in subsection 5.2.1, a file upload facility could be incorporated into the design of the simplified
system to enable registrants to electronically upload documents to the tax authority where required.
Whether this is incorporated into the simplified regime or not, it is recommended that where tax authorities
require registrants to submit additional information electronically, a facility for secure transmission of
transactional data be provided.

(vii) Facilitating payment by registrants under the simplified compliance regime

Tax authorities are encouraged to consider the nature, identity, status and domicile of payment service
providers (PSPs) that could interface with or be embedded within the online portal for a simplified
compliance regime in order to facilitate payments for settlement of VAT due by non-resident suppliers and
digital platforms. As noted in subsection 5.2.7, some jurisdictions have embedded the payment process
into the tax authority’s website to facilitate payments (e.g. New Zealand).8” Other jurisdictions provide a
form through which registrants can communicate credit card details where this is used as the payment
mechanism, or an option to advise that the payment will be made through bank transfer (with reference to
the applicable SWIFT code, i.e. the international bank code that identifies financial institutions involved in
international payments; also known as a Bank Identifier Code or BIC; e.g. Australia). When a VAT return
is filed, it is recommended that a payment reference number is generated that is then reflected in the
separate payment process that the registrant makes, e.g. via means of a bank/electronic funds transfer.

(viii) Business consultation on the design of the online portal (“co-design”)

Experience from tax authorities that have successfully implemented a simplified registration and collection
regime suggests that consultation with representatives from the relevant businesses and business sectors
has contributed considerably to the design quality and performance of the online portal. The following
diagram represents an example of such a “co-design process” aimed at identifying user requirements and
incorporating them into the design architecture where possible.

87 see Pay using a debit or credit card on the Inland Revenue Department website at
https://www.ird.govt.nz/managing-my-tax/make-a-payment/ways-of-paying/paying-electronically/credit-or-debit-card.
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Figure 5.10. Example of a co-design process
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Source: Australian Taxation Office.

5.3.4. Integrating the new compliance infrastructure with existing infrastructure

A key aspect of the implementation of a simplified VAT compliance regime for non-resident suppliers
and digital platforms is the integration of the new regime into the existing tax IT infrastructure.

Tax authorities are likely to be faced with a number of challenges in integrating the online portal for the
simplified compliance regime, which involves primarily the “front-end” (taxpayer-facing end) of a tax
authority’s IT-system, with the “back-end” functions of the existing IT system. Particular issues to consider
include the following:

Client account systems. A simplified compliance regime for non-resident suppliers and digital
platforms will typically require less information to be provided by registrants than the information
that is required from businesses that register under the standard VAT regime. This can create
issues for the operation of existing client account systems, for instance where the system does not
permit the creation of a client account when information is missing that is not required under the
simplified compliance regime (e.g. a non-resident supplier’s local bank details). The client account
system should be adjusted to allow either that the information is not required or, as a last resort,
that a dummy number be utilised to satisfy the system demand.

Compliance case management systems, which allow the steps and details of an audit to be
properly documented, are another example of back-end systems that may need to be adjusted in
light of the implementation of a simplified compliance regime. Actions facilitated by the case
management system can, for instance, include the issuance of a tax assessment and the
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application of administrative penalties. If this functionality cannot be extended to audits of
registrants in the simplified system, then manual processes may be required to create such a tax
assessment or administrative penalty.

e Law referencing systems are sometimes part of a tax authority’s IT infrastructure, so that correct
and up-to-date reference can be made to legal provisions and administrative guidance in
communicating with taxpayers. This could, for instance, include system-generated reminders for
late filing of returns or for non-payment. Where a simplified compliance regime does not connect
with this system, it may require manual intervention to ensure the correct referencing to the relevant
legal and administrative provisions.

e Other systems that support client engagement such as website pages, call centre scripting,
correspondence and complaints may also require integration or stand-alone processes.

Integrating new IT infrastructure with tax authorities’ legacy IT-systems includes a number of key actions,
such as:

¢ ldentifying the points of integration: systems components, services, pages, screens, tables,
database objects, lines, etc.

¢ Designing the integration strategy for each point of integration, with the objective of creating access
to the existing function or information using standard protocols supported by the great majority of
market tools. New technologies such as screen scraping software and Robotic Process Automation
(RPA) could be very valuable options at this stage.

e Executing the designed changes. Some components may need to be totally or partially
reconstructed, which will require the support of a specific accompanying strategy for their migration
to the existing system (Inter-American Center of Tax Administrations (CIAT), 2020(sq).

5.3.5. Several options are available, including in-house development or outsourcing and
the use of “commercial off-the-shelf” (COTS) solutions

Tax authorities will normally have a number of options to choose from when deciding on the approach
for the development of the online portal for the simplified VAT compliance regime for non-resident
suppliers and digital platforms. These broadly include: constructing the online portal utilising in-house
IT expertise; outsourcing the project; or selecting a commercial off-the-shelf (COTS) solution.

The decision will ultimately depend on an assessment of a range of circumstances, including the
functionality of the tax authority’s existing IT system, the in-house capability of IT staff, the time available
for the implementation of the system, and the funding available. Although the capabilities of modern (e.g.
in-house) custom-built IT solutions and commercial off-the-shelf (COTS) IT solutions may ultimately be
similar, the approaches for their implementation can differ (Jimenez, Mac an tSionnaigh and Kamenov,
201370)).

Custom solutions built in-house or delivered via outsourcing can accommodate specific existing business
processes. These solutions may have lower initial costs, as they can leverage off internal experience and
existing systems and can allow more control over the final product. On the other hand, these solutions are
dependent on internal expertise, which may not be readily available, and they may not fully keep pace with
technological innovations.

In-house development may be most suitable in circumstances where the existing IT infrastructure supports
the desired features of a simplified online portal, in particular:

e Providing a webpage in the existing IT infrastructure that could operate as the online portal for the
simplified registration and collection process; and
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e Ultilising an identity credential verification process that provides non-resident suppliers and digital
platforms, who are unable to claim VAT refunds under the simplified compliance regime, secure
access to the portal without imposing the typically strict identification protocols that are necessary
to reduce the risks of refund fraud under a standard VAT registration regime.

In comparison, COTS solutions are ready-made, third-party products designed to accommodate best
practice in business processes. They can provide advanced technology solutions with potentially shorter
implementation timelines, and are more likely to have been rigorously tested. However, COTS solutions
allow fewer controls over customisation, maintenance and intellectual property rights.

Box 5.15. The “Digital Economy Compliance” software developed by the Inter-American Center
of Tax Administration (CIAT)

The Inter-American Center of Tax Administrations® (CIAT), in co-operation with the Norwegian Agency
for Development Co-operation (NORAD), has recently developed an open-source software aimed at
facilitating registration and compliance obligations for VAT and consumption taxes on transactions
carried out by non-resident suppliers. Depending on the set-up, this software, which has been named
“Digital Economy Compliance”, is intended to assist tax authorities in implementing a simplified
registration and collection regime for non-resident suppliers and digital platforms in line with OECD
guidance.

According to CIAT specifications, the software is multilingual and can be installed in a local data centre
or in the cloud, for use to comply with vendor collection obligations in a single or multiple jurisdictions,
and it supports the following processes:

e Simplified registration;

e VAT return filing and settlement;

e VAT liability calculation;

e Adaptability to different business models of the digital economy;

e Statistical reports, amongst others.

The Inter-American Center of Tax Administrations (CIAT) has identified challenges with the use of COTS
encountered by tax authorities in developing economies, which became confronted with the need to make
radical changes to processes that had not been considered when acquiring the product (Inter-American
Center of Tax Administrations (CIAT), 20209]). The cost of licenses, maintenance and support, which are
generally paid annually, may also create pressures, including those attributable to cost increases due to
upgrades and extensions that had not been anticipated and that may be required to keep the system
operational. If a tax authority procures solutions from private providers, it will in any case need to
contractually define a service level agreement (SLA) for the provided solutions. The contractual
relationship will need to clearly specify responsibilities, confidentiality requirements, and liability for non-
compliance with the SLA.

8 The Inter-American Center of Tax Administrations (CIAT) is a non-profit international public organisation that
provides specialised technical assistance for the modernization and strengthening of tax administrations. Founded in
1967, CIAT currently has 42 member countries and associate member countries from four continents: 32 countries of
the Americas, five European countries, four African countries and one Asian country.
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Box 5.16. In-house development of IT infrastructure vs. COTS solution: Examples

Different approaches have been taken globally by jurisdictions that have implemented a simplified

compliance regime, for example:

e Australia constructed its simplified VAT compliance system in-house utilising existing IT
infrastructure. Adapting this infrastructure for the simplified reporting portal and complementing
it with a standalone identity credential process with significantly reduced identity authentication
requirements have been key to reducing costs and minimising system build time.

o New Zealand used existing customer registration, return filing and self-service portal functions
utilising standard configuration in a COTS package. It ensures that front-end (taxpayer-facing)
and back-end systems can operate on the basis of tax identification numbers that are structured
consistently for both domestic and non-resident businesses. The non-resident registrants can
be isolated for specific tax management practices through the use of underlying attributes.

Source: OECD research.

The following table provides a summary overview of possible advantages and disadvantages for tax
authorities to consider in evaluating the possible approaches to the development of the IT infrastructure to
support the operation of a simplified VAT compliance regime for non-resident suppliers and digital

platforms.

Table 5.2. Approaches to building the IT infrastructure for a simplified compliance regime

System Type

Commercial Off-the-Shelf (COTS)
Solution

Bespoke COTS Solution

Advantages

May allow for faster delivery and
ready-to-use solutions.

Likely to provide latest technology or
proven software that is pre-tested and
supported.

Opportunity for tax authority staff to
work alongside external service
providers in implementation and thus
increase capability.

May result in lower cost over time (but

need to carefully manage costs of
maintenance and upgrades).

Same as above COTS IT solution, plus:

Tailored solution to organisational
needs.

Disadvantages

Minimal customisation.
No intellectual property rights.
Higher initial costs.

May create a reliance on external IT
providers for system maintenance or
require upskilling of existing IT staff to
support changes in the COTS system.

Requires continued assessment of
available upgrades and the additional
cost of those upgrades if not part of
the initial contract.

Same as above COTS IT solution, plus:

Client experience impacted when a
bespoke COTS solution is too
inconsistent with other tax authority
systems.

Complex integration to core back-end
systems can be expensive to maintain
and difficult to change.

Custom design systems may be more
complex and incur higher costs to
upgrade.
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System Type ‘ Advantages ‘ DICELENTELES

e Allows tax authorities more control

over the solution e  Lower initial functionality and slower

deployment unless mature IT
infrastructures and systems are in
e  Can leverage off internal experience place.

and systems.

e Lower initial and maintenance costs.

e  Dependent on internal expertise which

e System changes can be easier and be may be difficult to acquire or retain.
made more quickly depending on
capability of IT staff and complexity of
the regime.

In-house IT Solution

e  May not keep pace with technological
innovations.

e  Taxauthority incurs all costs and risks

e |Intellectual property rights/source of the project

code are with the tax authority.

Same as above in-house IT solution, plus:

S bove in-h IT solution, plus: T
ame as above in-house IT solution, plus «  Higher inital costs.

e Opportunity for tax authority staff to

: , e Increased focus on contract
work alongside external service

Outsourced IT Solution (Not COTS) . . management.
providers and consultants in
implementation and increase *  High dependence on the service
capability. provider which can make the tax
authority captive.

Source: OECD analysis.

5.3.6. Alternatives where an online portal cannot be implemented and related IT security
issues

A jurisdiction may lack the necessary administrative or technological capacity to implement and operate
an online portal for a simplified compliance regime, including an online VAT return process. In these
exceptional circumstances, such a jurisdiction may consider implementing a VAT return process
through an alternate channel with appropriate safeguards, such as a secure e-mail exchange.

To facilitate compliance and administration under such an e-mail-based approach, a jurisdiction could
consider adopting the following features:

e Using a dedicated email address for VAT returns so that the tax authority can properly segregate
and manage the returns.

e Sending confirmation emails to registrants that the tax authority has received their VAT return and
payment.

e Ensuring that the dedicated email channel is supported by dedicated administrative and IT staff to
resolve issues quickly.

To limit security risks under an e-mail-based approach for VAT return filing under a simplified compliance
regime, tax authorities are strongly advised to require only those pieces of information on the VAT return
that are essential to identifying the non-resident supplier or digital platform and to determine the VAT due
at an aggregate level.

Where a jurisdiction is unable to provide an online portal for non-residents and digital platforms to register
and file VAT returns under its vendor collection regime, it is likely to face risks that will need to be mitigated.
These risks and potential compliance challenges include the following:
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e The vulnerability of manual forms to manipulation by persons attempting fraud against businesses
and tax authorities.

o Difficulty to collect and validate an appropriate level of identity credentials in the registration
process.

e Insufficiently rigorous checks on identity credentials and on the authenticity of the mandates of
intermediaries acting (or claiming to act) on behalf of registrants.

e The protection of confidential taxpayer information included in VAT registration forms and returns.

o Complexity of processing communication (including return filing and other reporting requirements)
in multiple languages.

e The inability of the tax authority to automate the validation of manually completed forms, leading
to time-consuming manual verification and follow-up processes, including the gathering of any
missing information from registrants.

The Forum on Tax Administration published the findings of a survey of member tax administrations noting
that while revenue bodies rely increasingly on electronic services to improve customer services and costs,
there has also been an exponential growth in the frequency and sophistication of criminal attacks (OECD,
2012(71)).

A range of safeguards and protective systems are available to secure email channels, including electronic
user IDs, digital certificates, registered e-mail addresses, use of secure passwords and “code-card”
challenges, and encryption. Some tax authorities provide the secure equivalent of an email service within
their online portal for taxpayer registration and compliance, both under the simplified and standard VAT
regimes. Where jurisdictions have not previously used methods of secure communication with non-
residents, they may want to consider their compatibility with common IT systems that non-resident
businesses use to ensure that these businesses can adequately receive and inspect any information that
the tax authority transmits securely, such as through encryption. This can be relevant when the jurisdiction
of the registrant prohibits its businesses from accessing certain types of secure channels. Tax authorities
therefore may wish to undertake some form of consultation and testing with tax advisors, tax authorities in
other jurisdictions and with international businesses when designing their communication channels under
a simplified compliance regime. This will enhance the extent to which the approach they adopt is not only
secure but also accessible, which is critical to its success.

5.3.7. Internal audit and risk management

Internal risks, especially information security risks, may affect the integrity and effectiveness of a
jurisdiction’s vendor collection regime for the collection of VAT on international digital trade. Specific
risk management strategies can be applied, as appropriate, to mitigate such internal risks to the extent
feasible.

The implementation of robust and efficient audit and risk management strategies is necessary to ensure
proper tax collection in accordance with the law in a manner that will sustain public confidence in the tax
system and its administration. Both external and internal risks should be taken into account. External risks
comprise above all the risk of non-compliance by taxpayers. This Toolkit provides extensive guidance on
external audit and risk management in subsections 6.2 et seq. Internal risks on the contrary arise within
the tax authority and are the subject of the following analysis.

A number of key internal capabilities affect risks associated with the administration of a simplified
compliance regime. These include (OECD, 200472):
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e Information technology and business systems. The simplified compliance regime is aimed at
facilitating compliance for non-resident businesses with their VAT obligations in a jurisdiction where
they make taxable supplies without having a physical presence there. The implementation of an
electronic process that is accessible via an online portal on the tax authority’s website is the simplest
way for such non-resident businesses to engage with the tax authorities in that jurisdiction. The proper
implementation and operation of these processes and supporting infrastructure should be considered
as a core organisational objective for the tax authority in a jurisdiction that implements the
recommended vendor collection regime for the collection of VAT on international digital trade from non-
resident suppliers and digital platforms.

e Organisational culture. Organisational commitment, staff and management buy-in is essential for the
effective operation of any compliance risk management system. This in turn is created by a clear and
demonstrable commitment from the organisation and its leaders to any new compliance strategy, as
well as sensitive management to foster common understanding and acceptance.

e Organisational structure. Tax authorities should ensure that their overall objectives are achieved.
Processes need to exist to deal with the potential adverse effects e.g. of organisational fiefdoms which
have the ability to lead to the sub-optimisation of organisational compliance responses.

e Staff and business capabilities. Developing an organisation’s skills involves both training people to
design and operate systems, and to engage in research and intelligence activities. Jurisdictions should
consider the importance of adequate co-ordination between tax and IT specialists, and also customs
specialists in relation to low-value imported goods. This co-ordination will enhance the adequate use
of data and the design of systems aligned with business needs.

Box 5.17. Enterprise risk management maturity model

The OECD Forum on Tax Administration (FTA) has developed a set of stand-alone maturity models
covering both functional areas of tax administration as well as specialised areas. Maturity models are a
relatively common tool, often used on a self-assessment basis, to help organisations understand their
current level of capability in a particular functional, strategic or organisational area. The recent
Enterprise Risk Management Maturity Model (OECD, 202173)) covers the organisation and operational
aspects of enterprise risk management.

The aim of this maturity model is to allow tax administrations to self-assess through internal discussions
as to how they see their current level of maturity in enterprise risk management, to provide staff and
senior leadership of the tax administration with a good overview of the level of maturity based on input
from stakeholders across the organisation, and to allow tax administrations to compare where they sit
in relation to their peers. The model sets out five levels of maturity, ranging from “emerging” to
“aspirational”.

To assist in the understanding of what a given level of maturity means, a set of indicative attributes is
also contained in the same maturity model table. These indicative attributes are a selection of attributes

that leading industry frameworks identify as important elements for implementing and sustaining
enterprise risk management within any organisation.

Source: OECD (2021), Enterprise Risk Management Maturity Model, OECD Tax Administration Maturity Model Series (OECD, 202173)).
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5.3.7.1. Internal risk management during the design and implementation phase of the online
registration and compliance portal and supporting infrastructure

Prior to the entry into force of the new VAT regime for non-resident suppliers and digital platforms, the
main internal risks relate to the tax authority’s work in designing and implementing the online registration
and compliance portal and supporting infrastructure.

In order to minimise internal risks during this phase, the tax authority should:

e Ensure that the responsible project team and its leadership have sufficient understanding of the
principal policy design, legal and administrative features of the regime as needed to design and
implement a portal and supporting infrastructure fit for purpose.

e Review and reflect on the perspective of businesses as the future main users of the online portal,
during the development and implementation process.

e Adopt all the internal actions required to ensure a timely development and implementation of the portal
and supporting infrastructure.

e Take proactive actions to avoid and, if required, timely correct any problem that may affect the normal
operation of the systems.

5.3.7.2. Security and confidentiality of tax data

The proper operation of a simplified compliance regime for non-resident suppliers and digital platforms
requires compliance by these businesses with registering, filing, reporting and VAT payment obligations
through the portal and other electronic means made available by tax authorities. The online registration
and compliance portal for non-resident suppliers and digital platforms and its integration into tax authorities’
existing IT, payment and account management systems are critical components of the infrastructure to
support the operation of the simplified compliance regime (see also subsection 5.3.4).

It is important for tax authorities to ensure that the information provided by the registered businesses under
the simplified compliance regime is safely stored and is used only for the purposes for which it was
provided. The information is often highly sensitive as it may disclose, for instance, businesses’ profit
margins, their most commercially targeted regions, discount policies or a business’s current and future
commercial strategy. Concerns about businesses’ data being disclosed to third parties can make them
reluctant to share information with tax authorities. It may also create operational and reputational risks for
tax authorities. The business expectations regarding confidentiality of the information reported to the tax
authorities must be understood in terms both of contractual commitments towards these businesses’
counterparts and of protecting their internal commercial decisions, commercial or intellectual property and
commercial strategies. Consequently, all information provided to tax authorities should, in principle, be
considered confidential and access should only be granted on a need-to-know basis within tax authorities.

This is particularly relevant in any circumstances in which tax authorities may have access to sensitive
personal information (e.g. information related to natural persons not carrying out economic activities, such
as identification, personal consumption trends, etc.) due to data protection rules in place in most
jurisdictions. Limiting the required information to what is strictly necessary, as recommended by OECD
guidance, helps reducing the amount of data and thus extenuates data protection concerns.

In addition to ensuring the security and confidentiality of taxpayer data, jurisdictions must also ensure the
security of taxpayer gateways and systems for processing payments (see also subsection 5.3.3.2).

To safeguard the operation and security of tax authority’s systems (including the data they collect for risk
management purposes) and to ensure the security of payment gateways, it is recommended to consider
the following requirements:
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(i) Legal framework

A legal framework is necessary to ensure the integrity of the relevant systems and the appropriate use of
the information accessed by tax authorities.®® Any officer or authority with knowledge of sensitive data,
reports, or records generally should be required to maintain secrecy, except in the cases specifically
provided by law, and sanctions should be prescribed for violation of this requirement, e.g. for improper
disclosure or use of taxpayer information. Adequate administrative resources and procedures to ensure
their effective application should reinforce the laws.

A legal framework to combat cyber-attacks and sabotage should also be adopted.

(if) Security management standards

Tax authorities should take a holistic approach to information security, as the weakest element is the most
vulnerable source of information leaks. Tax authorities are advised to establish information security
management systems to ensure the protection of relevant data in the context of the implementation of a
simplified compliance regime for non-resident businesses and for related audit purposes.

Specifically, a team of dedicated staff at a systems level will be needed to:
e Periodically test and reinforce the security of the infrastructure to protect it against organised
hacking or cyber-attacks.

e Perform robust internal audits to test for and address instances of unauthorised use and put in
place preventative measures to resolve identified vulnerabilities.

e Limit the number of officials having access to sensitive information.
e Regularly train authorised users to protect against phishing and other attacks.

Tax authorities can ensure the effectiveness of such systems by applying internationally accepted
standards, in particular ‘ISO/IEC 27000-series’,*°or ensuring an equivalent information security framework.

89 n 2013, the OECD issued Revised Guidelines on the Protection of Privacy and Transborder Flows of Personal Data
(available at https://www.oecd.org/digital/ieconomy/privacy-guidelines.htm). These Guidelines focus on the practical
implementation of privacy protection through an approach grounded in risk management, and on the need to address
the global dimension of privacy through improved interoperability. They discuss recommended approaches to cross-
border data flows and to strengthening privacy enforcement and they detail the key elements of what it means to be
an accountable organisation. Further information on Information Security Management in the context of exchange of
information can also be found in OECD (2020), Confidentiality and Information Security Management Toolkit at
https://www.oecd.org/tax/transparency/documents/confidentiality-ism-toolkit_en.pdf.

9 Series of standards on information security management developed by the International Organisation for
Standardisation (ISO) and International Electrotechnical Commission (IEC).
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Q Enhancing compliance and
enforcement

Section 6 of the VAT Digital Toolkit for Asia-Pacific provides guidance on
effective audit and administrative risk management strategies and
processes, including concrete measures to enhance compliance under a
vendor collection regime supported by simplified compliance processes. It
also provides guidance on enforcement measures to address non-
compliance.
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In Brief

Key messages

Section 6 of the Toolkit provides in-depth analysis of the possible strategies and approaches for tax
authorities to enhance compliance by non-resident suppliers and digital platforms under the
recommended vendor collection regime and to support tax authorities’ capacity to enforce compliance
by these non-resident businesses. Core components of a comprehensive strategy include:

e A well-designed, simple and easy-to-use registration and compliance regime for non-
resident suppliers and digital platforms. Putting in place such a regime, based on
internationally agreed principles as consistently implemented across jurisdictions, is a critical
starting point to achieve high levels of compliance and VAT revenue collected.

e Adopt an approach to policy design and administration that facilitates and stimulates
compliance. This will nurture willing participation, notably from major businesses and platforms
that are likely to account for a significant share of the VAT revenue, and will allow tax authorities
to focus risk mitigation and enforcement actions on the remaining fraction of non-compliant
businesses. In particular, jurisdictions should consider:

o Facilitating compliance. Appropriate simplification and alignment with the internationally
agreed standards and approaches reflected in OECD guidance is particularly important to
facilitate compliance for businesses faced with obligations in multiple jurisdictions. As a
basic principle, obligations should be limited to what is strictly necessary for the effective
collection of the VAT, and compliance should be supported by online processes.

o Clear rules and consistency in the law. Legal uncertainty should be minimised.
Legislation and administrative guidance should provide clear information on the obligations
that non-resident suppliers and digital platforms have under the simplified compliance
regime. It is strongly recommended that legislation and supporting guidance be made
available in English and in the language(s) of the jurisdiction’s main trading partners in
addition to the jurisdiction’s local language(s) and be proactively communicated by the tax
authorities.

o Co-operative compliance. The implementation of co-operative compliance approaches
between tax authorities and businesses may further help to enhance compliance.

e An effective and proactive communication strategy is crucial to achieving appropriate
compliance levels by non-resident suppliers and digital platforms from the outset.
Jurisdictions should ensure awareness from non-resident suppliers and digital platforms on the
main aspects of the vendor collection regime facilitated by simplified compliance processes
through all the phases of the reform. This Toolkit therefore recommends jurisdictions to:

o Develop a staged communication strategy that delivers clear, relatively short messages
focused on key aspects of the simplified compliance regime in a phased approach.

o Start communication early on in the design and implementation phase to raise early
awareness among non-resident suppliers, digital platforms and other stakeholders that are
likely to be affected by the reform. Crucial information for early awareness includes the
scope of the regime (including types of supplies in scope); the rules for determining the

. ________________________________________________________________________________________________________________________________|
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customers’ status where this is relevant for the operation of the regime; indicia and criteria
for determining and evidencing the customers’ location; applicable VAT rate(s) and
exemptions, among other aspects.

o Use a multi-channel communication strategy. This includes engaging with international and
regional organisations (e.g. OECD, World Bank Group, Asian Development Bank, World
Customs Organization, among others) and industry bodies in reaching out to non-resident
businesses, digital platforms and other relevant stakeholders.

o Ensure that an appropriate lead-time is provided for the proper implementation of the reform

e ldentifying and addressing the main risks of the vendor collection regime. The process of
risk analysis involves identifying all sources of relevant data, analysing data, and deciding what
actions must be taken. Once the critical risks have been identified, tax authorities should assess
and prioritise them. The Toolkit advises the prioritisation of risks according to the different phases
of the implementation of the simplified compliance process for the vendor collection regime, as
follows:

o Preparatory phase (prior to the date of entry into force of the reform onwards): focus on
the VAT registration process. The objective is to minimise the number of in-scope non-
resident suppliers and digital platforms failing to register.

o Implementation phase (from the date of entry into force of the reform onwards): focus on
the VAT return and remittance processes, in addition to compliance with registration
requirements. The objective is to minimise the number of in-scope non-resident suppliers
and digital platforms failing to timely report or remit the tax; and

o Maturity phase (post implementation once the law has settled in and onwards): focus on
inaccurate reporting, customer misrepresentation, among other risks. The overall objective
is to further limit and correct cases of unintentional as well as deliberate non-compliance.

Relative size of the businesses is a factor that may be considered for prioritisation, since large
businesses will account for a larger share of VAT revenues.

e Access to data is important for tax authorities in designing and operating a vendor
collection regime, including for modelling the regime and for risk management and audit
activities. The Toolkit provides guidance on the use of a range of data sources that are available
to identify and acquire information on non-resident suppliers, digital platforms and other
stakeholders that are likely to be affected by the implementation of a vendor collection regime.
In particular, third-party transactional data can be helpful in identifying the in-scope non-resident
suppliers and digital platforms and in detecting non-registration, to monitor compliance and to
support a risk-based compliance management strategy. This would typically include data from
banks and financial intermediaries, from stakeholders in the goods trade (including postal
operators and express carriers), among others.

e Enforcing compliance. Despite the efforts of tax authorities to facilitate compliance by non-
resident suppliers and digital platforms, non-compliant conduct can nevertheless occur. To
enforce compliance under the recommended vendor collection regime facilitated by simplified
compliance processes, jurisdictions should especially consider:

o VAT registration and assessment. Allow the compulsory registration and assessment of
VAT liabilities by the tax authority where taxpayers refuse to comply with the law.
International co-operation may play an important role for debt recovery.
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o Penalties and other enforcement measures. To discourage non-compliance, appropriate
and proportionate enforcement measures should be in place which may include interest
charges and administrative penalties, criminal prosecution in serious cases, among others.

o Withholding by financial intermediaries as potential fall-back solution. Jurisdictions
may consider implementing a withholding obligation for financial intermediaries specifically
on payments to non-compliant non-resident suppliers and digital platforms, as a backstop
solution and disincentive to non-compliance.

Jurisdictions should enhance their capacity to obtain tax relevant information and to enforce
VAT compliance by non-resident businesses by making effective use of the available
instruments for international administrative co-operation. In particular, the Multilateral Convention
on Mutual Administrative Assistance in Tax Matters (MAAC) is the most comprehensive multilateral
instrument available for all forms of administrative co-operation between jurisdictions in the assessment
and collection of taxes, including VAT. This co-operation encompasses exchange of information,
including automatic information exchanges, and assistance in the recovery of foreign tax claims (subject
to any reservations).

Guide to Section 6

Section Theme Page
6.1. Introduction: Make it easy to comply and difficult not to 237
6.2. Compliance risk management under a vendor collection regime 240
6.3. Identifying and addressing the main risks of a vendor collection regime 245

Communication strategies for engaging non-resident suppliers and digital

6.4. platforms 252

6.5 Potential data sources and other types of information to assist compliance and 256
e enforcement actions

6.6. The potential role of programmes of co-operative compliance 266

6.7. Enforcement and related measures to address non-compliance 270

6.8. The role of international administrative co-operation in enhancing enforcement 285

6.1. Introduction: Making it easy to comply and difficult not to

A well-designed, simple registration and collection regime for non-resident suppliers and digital
platforms based on OECD guidance and international best practice is the single most effective
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mechanism to ensure compliance by the vast majority of non-resident businesses with a jurisdiction’s
vendor collection regime.

In order to maximise the VAT revenues they collect on digital trade from non-resident businesses while, at
the same time, minimising administrative costs and taxpayers’ compliance costs, jurisdictions are
encouraged to keep the underlying compliance regime as simple as possible. They are advised to minimise
bespoke design features and ensure that such features do not create compliance difficulties for suppliers
and digital platforms. Simplicity, predictability and consistency of VAT rules with the international practice
are key features to facilitate compliance, as illustrated in Figure 6.1.

Policy decisions relating to registration thresholds, the role of digital platforms and the treatment of B2B
supplies can cumulatively help to reduce overall compliance costs and optimise the administration of the
regime. These decisions will minimise the number of registrants in the system in a manner that enables
tax authorities to focus on the entities that contribute most significantly to VAT revenues while reducing or
eliminating compliance costs for small and micro businesses that are likely to contribute little or no net
revenues.

Figure 6.1. Enhance compliance: Make it easy to comply

Clear and
stabl
Cons Communi
Predict:
Simple
rules
Simplified Simple Consistent International
compliance standards
regime
Align with
business International
processes Thresholds co-operation

Source: OECD analysis.

The experience from jurisdictions that have implemented a vendor collection regime based on OECD
guidance indicates that compliance by major online vendors and digital platforms (that are likely to operate
in multiple jurisdictions) with their VAT obligations under such a regime tends to be very high, especially
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when rules are clear and consistent with the recommended OECD policy framework (see for example
Figure 6.2 showing Australia’s very positive GST revenue results on low-value imported goods, including
the important revenue shares collected by large online vendors and platforms). Reputational and regulatory
considerations are important drivers for these businesses to comply with their VAT obligations under
vendor collection regimes worldwide. Tax authorities can leverage this overall willingness to comply, by
adopting rules that are easy to apply in practice, providing assistance to taxpayers in complying with these
rules, and maintaining dialogue with the business community.

Figure 6.2. GST collected in Australia from 1 July 2018 to 30 June 2020

GST collected on low-value imported goods (goods valued under AUD 1 000)

AUD 742m

* 49% of revenue collected
by the top 5 platform
entities.

49% | 80%

* 80% of revenue collected
by the top 30 entities (top
10 platforms and 20
merchants).

Source: Australian Taxation Office.

Where efforts to encourage willing compliance fail, however, jurisdictions should develop effective and
robust strategies to manage compliance risks by non-resident suppliers and digital platforms. They
should strive to strengthen and fully utilise their tax authorities’ enforcement capacity in respect of VAT
compliance by these businesses, especially by making effective use of the available opportunities for
international administrative co-operation (see subsections 6.7 and 6.8).

VAT collection generally operates effectively when the supplier is located in the jurisdiction of taxation
because that jurisdiction’s tax administration possesses the authority and significant legal powers to
enforce collection and other related obligations against the supplier. When the supplier has no physical
presence in the jurisdiction of taxation, the tax authority in this jurisdiction may face practical limitations in
its ability to enforce such VAT collection and related obligations because it lacks personal jurisdiction over
that non-resident business (OECD, 20173)).

At the policy design phase of a vendor collection regime for the collection of VAT from non-resident
suppliers and digital platforms, jurisdictions are advised to assess whether their tax authorities have the
appropriate powers to manage compliance by these non-resident businesses, and the powers to enforce
compliance when needed. Jurisdictions will often be able to base their strategies on the same or similar
enforcement regimes, such as sanctions and anti-abuse provisions, as those directed at domestic
suppliers. This Section provides guidance on compliance approaches for jurisdictions to consider where
non-residents businesses do not willingly engage with tax authorities in relation to their VAT obligations
under a vendor collection regime.
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Jurisdictions that implement a vendor collection regime for the collection of VAT on international digital
trade in accordance with Sections 2, 3 and 5 of this Toolkit should strive to ensure that all taxpayers that
are in scope of the regime respect and comply with their VAT obligations under this regime. One of the
primary goals of tax authorities is to collect the taxes payable in accordance with the law and to do so in a
manner that will sustain public confidence in the tax system and its administration. This is particularly
important considering that the main objectives of jurisdictions’ reform to ensure the proper collection of
VAT on online supplies of services, intangibles, and low-value imported goods by non-resident businesses
is to raise revenue to fund public expenditure and to create a level playing field between domestic
businesses and non-resident suppliers.

Since tax authorities operate with limited resources, both human and material, there is a need to allocate
these resources in a manner to achieve the best possible outcome in terms of improved compliance with
the tax laws. A well-designed and efficient strategy is needed to accomplish this objective. The remainder
of Section 6 seeks to outline the main elements for the development of such a strategy to enhance and
enforce compliance by suppliers and digital platforms under a jurisdiction’s vendor collection regime.

6.2. Compliance risk management under a vendor collection regime

Guide to subsection 6.2

Section Theme Page
6.2.1. Identify risks 241
6.2.2. Assess and prioritise risks 241
6.2.3. Analyse compliance behaviour (causes, options for treatment) 242
6.2.4. Determine treatment strategies 243
6.2.5. Plan and implement strategies 244
6.2.6. Monitor performance and evaluate outcomes 245

This subsection of the Toolkit seeks to outline the main elements of a robust and efficient strategy to
manage compliance risks under a vendor collection regime for the collection of VAT from non-resident
suppliers and digital platforms, facilitated by simplified registration and collection processes.

The process of tax compliance risk analysis generally involves identifying all relevant data sources,
analysing data, and deciding what actions must be taken. The OECD guidance note on Compliance Risk
Management: Managing and Improving Tax Compliance provides a framework for the application of
modern principles to the management of tax compliance risks (OECD, 200472)). It also describes a step-
by-step strategic process for identification and treatment of those risks. In doing so, it identifies and
discusses general principles in both the identification and treatment of compliance risks, and associated
monitoring and evaluation activities that are required to gauge the effectiveness of the treatment strategies
implemented. This guidance also presents a model of a compliance risk management process for tax
authorities (Figure 6.3).
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Figure 6.3. The compliance risk management process

- Operating Context

Identify risks

Assess and prioritise risks

Monitor Evaluate
performance compliance
against plan - outcomes

Analyse compliance behaviour * Registration

(causes, options for treatment)

* Filing

* Reporting

Determine treatment strategies

Plan and implement strategies

Source: OECD (2010), Evaluating the effectiveness of compliance risk treatment strategies (OECD, 2010p4)).

* Payment

The following subsections present further detail on the central features of this compliance risk management
model as applied to a vendor collection regime for non-resident suppliers and digital platforms.

6.2.1. Identify risks

The overall strategy to be deployed by tax authorities must first focus on identifying the main risks of a
regime for the collection of VAT on international digital trade. This phase of the process provides a list of
potential risks. In identifying relevant risks, tax authorities may consider performing an environmental
analysis, using available information, and focusing on specific categories that are likely to have significant
tax revenue consequences if left untreated.

Some risks are internal to the tax administration (addressed primarily in subsection 5.3.7 of this Toolkit),
such as internal infrastructure and capabilities, and others are external, such as non-resident suppliers’ or
digital platforms’ failure to comply with their obligation to register, to file tax returns, to accurately report tax
liabilities, or to pay taxes on time.

National circumstances may influence the way in which tax authorities administer a vendor collection
regime and therefore the risks that each jurisdiction identifies for its own situation. With that caveat
acknowledged, this Section nevertheless proceeds to consider further general criteria and
recommendations.

6.2.2. Assess and prioritise risks

Once the critical risks have been identified, tax authorities should assess and prioritise them. Not all risks
can (or should) be addressed.
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A balanced approach to risk prioritisation requires an assessment of the frequency, consequences and
likelihood of the risks to be covered in an attempt to determine a relative rating of the risks.

This Toolkit advises the prioritisation of the risks according to the different phases of the implementation
of a simplified compliance regime (see subsection 6.3). Relative size of the businesses is also an important
factor since large businesses will account for a larger share of VAT revenues.

6.2.3. Analyse compliance behaviour (causes, options for treatment)

Tax authorities should seek to obtain information and analyse the root causes of each relevant risk.
Regarding external risks, the strategies may be different depending on a proper understanding of the
reasons for the taxpayer’s behaviour, since non-compliance is a complex phenomenon. The adequate
compliance management strategy is likely to depend on the taxpayer’s attitude to compliance (see
Figure 6.4).

It is important to consider that the behaviour or attitude of non-resident taxpayers may differ from the
behaviour of the domestic population due to a humber of factors. For example, a non-resident supplier
may be unable to register, to file a VAT return, or to pay the VAT due for a number of reasons other than
deliberate non-compliance, such as, not understanding how to use the compliance system or not having
its own systems configured properly to report and pay. Some non-resident businesses may register in
error, due to their misunderstanding of the law, such as those that sell exclusively through digital platforms
that are subject a full liability regime. Tax authorities are advised to consider these specific aspects in their
analysis of the development of their strategies.

Figure 6.4. Compliance behaviour and strategy

Attitude to compliance Compliance strategy

Use full force
of the law

Have decided
not to comply

Don’t want to
comply

Deter by
detection

Nurturing
willing
participation

-
51500 20ueldwod JO 9] 2

Source: Based on OECD (2004), Compliance Risk Management: Managing and Improving Tax Compliance, Figure 4.2 A spectrum of taxpayer
attitudes to compliance (OECD, 2004(72).

The OECD has provided guidance on using behavioural insights (Bl) for breaking down a policy issue into
its behavioural components and identifying potential behavioural barriers that can undermine the intended
policy outcome as well as potential behavioural enablers that can ultimately enhance the effectiveness of
the policy (OECD, 2019(7s)).% Many jurisdictions have adopted this approach for their domestic taxpayers

91 The OECD guidance uses a process that guides the policymaker through Behaviours, Analysis, Strategies,
Interventions and Change (abbreviated “BASIC”). BASIC is a toolkit that equips the policymaker with best practice
tools, methods and ethical guidelines for conducting Bl projects from the beginning to the end of a public policymaking
cycle.
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and some have already extended the same approach to non-residents. The insights gained from BI allow
tax authorities to customise risk treatment based on the underlying cause(s) of non-compliance and to
develop targeted compliance programmes. These are discussed in further detail in the next subsection.

6.2.4. Determine treatment strategies

Appropriate actions, either preventive or corrective, should be considered for each relevant behaviour and
related risk. Appropriate strategies can be determined, drawing on an understanding of the root cause(s)
of the underlying taxpayer behaviour (see Table 6.1). Actions notably include the identification of key
players and engagement with them, e.g. through a targeted communications strategy.

Table 6.1. Summary risk assessment of non-resident businesses under a vendor collection regime
based on behavioural insights and potential strategies

e Undertake communication strategies to better
Non-resident businesses may genuinely lack awareness target and inform non-resident suppliers and
of their obligations outside of their domiciled jurisdiction. digital platforms in scope of the regime.

Utilise  third-party  stakeholders  or
intermediaries to assist in better targeted
Confusion over how the regime impacts them. communication.

Ensure that tax authorities’ website has easily
identifiable information for non-residents to

lanorance Poor client experience for businesses resulting from understand the law, undertake reg@stration
9 challenges in the functioning of the tax authority’s and VAT return processes (in English and
operational systems, e.g. making it very difficult to languages of main trading partners).
access and use the registration, returns and payment o Develop and publish guidance material and
processes. include this on tax authority’s website.
e Assist non-resident businesses to willingly
. . . comply.
Scam apprehension — The entity may not believe the
tax authority’s engagement is legitimate and, in fact, o Correct any systems access or system
view it as a scam. functions that non-resident suppliers and
digital platforms have difficulty with.
Cost of compliance leading to an unwillingness or e  Ensure that consequences of disengagement
inability to make the necessary investment in business are clearly stated on tax authority’'s website
systems to comply with the law. and guidance material.
Desire to obtain a commercial pricing advantage through ¢ Use legal bases for administrative co-
. evasion of VAT. operation (e.g. as provided by Double Tax
_ Deliberate ) Treaties and the MAAC) to obtain assistance
disengagement’ | ggjie that a foreign jurisdiction has no legal right to from the tax authority in the residence

impose an obligation on a non-resident entity to collect jurisdiction of the non-resident business.

and remit a tax. Take available compliance actions to respond
to deliberate non-compliance, developing new
measures where appropriate.

Belief that foreign tax authorities will not be able to
effectively enforce compliance.

1. Disengagement may also arise in the historically compliant population if it believes that non-compliant competitors are not receiving
appropriate attention in the enforcement actions that the tax authority undertakes.
Source: Based on OECD (2019), Tools and ethics for applied behavioural insights: The BASIC Toolkit (OECD, 2019s)).

Jurisdictions may see value in publishing their compliance strategies on their tax authorities’ websites and
in guidance material, including the consequences of non-compliance, so that the proper understanding of
these consequences can act in itself as a deterrent. The Australian Taxation Office (ATO), for instance,
provided on its website a summary of its general approach to compliance and non-compliance at the time
of introduction of its vendor collection regime for GST on the sales of low-value imported goods to

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



244 |

Australian consumers as of 1 July 2018 (reproduced in Table 6.2). This particular information was found

to be one of the most visited webpages about the new law.

Table 6.2. Jurisdiction example: Australia’s former ATO website on “Making compliance happen”

Compliance category

Your behaviour

Our action

Fully compliant - Willing to do
the right thing

Mostly compliant - Try to
comply but don't always
succeed

Partly compliant - Don't want
to comply

Not compliant - Have decided
not to comply

You have:

You have:

You have:

Registered for GST as
required.

Made necessary changes to
your business systems.
Collected GST as required.
Reported and paid GST
collected by the due date.
Made an honest mistake.

Registered for GST as
required.

Made a genuine attempt to
collect, pay and report GST
as required, but have
difficulty with any or all of
these.

Contacted us about your
situation and worked with us
to resolve it.

Registered for GST as
required.

Not collected GST as
required.

Not reported the GST you
collected.

Not paid us the GST
collected.

You have taken no action to comply
with your obligations.

We will not contact you unless we believe that you have
made a mistake. From 1 July 2018 to 30 June 2019, where
you have made a mistake, we will:
e  Askyou to correct it.
o  Notimpose any penalties.
From 1 July 2019, where you have made a mistake, we will:
e  Askyou to correct it.
e  Consider your circumstances and level of co-
operation before applying penalties.
We will not contact you unless we believe you have made
a mistake. From 1 July 2018 to 30 June 2019, where you
have made a mistake, we will:
e  Askyou to correct it.
o  Notimpose any penalties.
From 1 July 2019, where you have made a mistake, we will:
e  Askyou to correct it.

e  Consider your circumstances and level of co-
operation before applying penalties.

As of 1 July 2018 we will:

e  Calculate your liability and issue an
assessment.

e Impose an additional 75% administrative
penalty.

e  Take recovery action for the debt.

As of 1 July 2018 we will:
e  Register you for GST.

e Calculate your liability and issue an
assessment.

e Impose an additional 75% administrative
penalty — higher penalties can apply if you are
a significant global entity.

e  Take recovery action for the debt.

Source: Australian Taxation Office. With increasing maturity of the regime, this “Making compliance happen” website has been integrated into
the Australian Taxation Office’s “Our compliance approach to imported services, digital products and low value imported goods” website at
https://www.ato.gov.au/Business/International-tax-for-business/GST-on-imported-goods-and-services/Our-compliance-

approach/#ldentifyingnonresidentbusinessesthatdont.

6.2.5. Plan and implement strategies

Tax compliance risk management strategies should be applicable in principle to all businesses. However,
this does not mean that the specific strategies adopted should be the same for all taxpayers. The applicable
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strategy can and should be tailored to the risk profile of the taxpayer or to the specific taxpayer categories
under consideration (see also Table 6.1 and Table 6.2).

6.2.6. Monitor performance and evaluate outcomes

A compliance management framework (CMF) provides the proper foundation for the continuous
improvement of risk treatment strategies (OECD, 20087)). Monitoring performance of these strategies
helps to identify the need for any adjustments that should be made. This monitoring and evaluation should
rely on clear statements such as:

e Target — what risk is being addressed?

e Objectives — what does the treatment strategy intend to achieve?

e Methodology — what are the measurement methodologies to be used?

e Data — what data will be collected?

e Measures — what compliance indicators were used in identifying the problem and what has

changed as a result of putting strategies in place?

There are pre-defined obligations imposed by VAT laws that indicate compliance and form the basis of a
typical evaluation approach. These obligations can be broadly classified as follows:

e To register for tax purposes.

e Tofile tax returns on time (i.e. by the date stipulated in the law).

e To correctly report tax liabilities.

e To pay taxes on time (i.e. by the date stipulated in the law).
The approach to measuring the effectiveness and efficiency of a tax authority’s administration of a vendor
collection regime for VAT on supplies of services, intangibles or low-value imported goods by non-resident

businesses should not differ significantly from the approach it takes in a domestic context. Examples of
indicators used by tax authorities to measure compliance are illustrated in Figure 6.5 below.

Figure 6.5. Compliance indicators (by major risk types)

Compliance measures and indicators (by major risk types)

Failure to register Failure to file on time Failure to report correctly Failure to pay on time

. . , ) . . % of tax paid on time
% of eligible business registered | % of returns filed on time (by filing % of aggregate liability under-

for VAT periodicity, if useful) reported (as per random audits) | % of taxpayers who pay
on time

Trend of aggregate VAT tax gap (As established by macro-comparison with National Accounts data)

Trend in growth of net VAT collected compared to personal domestic expenditure estimated for National Accounts purposes

Trend in the incidence of % of end-year unpaid tax
taxpayers assessed “at risk” by compared to annual (net
automated risk assessment Or gross) revenue
system collections

Public perceptions / attitudes survey results

Source: OECD (2008), Monitoring Taxpayers’ Compliance: A Practical Guide Based on Revenue Body Experience, (OECD, 2008(7s)).
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6.3. Identifying and addressing the main risks of a vendor collection regime

Guide to subsection 6.3

Section Theme Page
6.3.1. Preparatory phase 246
6.3.2. Implementation phase 247
6.3.3. Maturity phase 250

From a VAT compliance and control perspective, the operation of a vendor collection regime to collect the
VAT on supplies by non-resident businesses presents a number of risks that can be identified and
prioritised according to the different phases of the regime’s introduction, in a sequential approach, as
outlined in Figure 6.6.

Figure 6.6. Indicative sequence

Preparatory phase

Prior to the date of entry
into force of the reform and
onwards

Implementation phase Maturity phase

From the date of entry into Post implementation once
force of the reform onwards the law has settled in

Focus: Registration Focus: Registration, Filing, Focus: Correct reporting,
Payment Payment of liability

Source: OECD analysis.

The sequencing outlined is merely indicative and seeks to reflect the fact that tax authorities are strongly
advised to focus initially on the “big issues” and then move gradually towards more complex and potentially
resource-intensive issues.

As a general principle, tax authorities should calibrate their strategies and actions according to defined
objectives and the severity of the respective risks.

6.3.1. Preparatory phase

This phase comprises the activities required for a successful entry into force of the vendor collection
regime.
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Table 6.3. Indicative list of risks and related strategies during the preparatory phase

Risk identification / Cause

Elements of treatment strategy

Registration:

Non-resident
suppliers failing to
register

Identification:

Anticipated VAT registrations not being
made.

High volume of enquiries being made on
registration and reporting procedures.

Possible causes:

Businesses were not aware of the reform.

Businesses could not adapt due to
insufficient lead-time.

Unclear or inconsistent legislation and
guidance.

Tax authority failing to create the
appropriate supporting infrastructure in a
timely manner.

Registration system is not functioning as
planned.

Fear of penalties and criminal persecution
relating to prior (unintentional or intentional)
non-compliance.

Intentional disregard of VAT obligations by
non-resident businesses.

An effective communications strategy (see
subsection 6.5) is crucial.

All relevant information, including clear
guidance on the main aspects of the VAT
regime, has been made available to non-
resident businesses on the tax authority’s
website in English and in the languages of
the jurisdiction’s main trading partners.

Consistency of the jurisdiction’s rules is
ensured with OECD guidance and
international best practice.

A simplified registration process is
available without any overly onerous
identification credential requirements.

The registration system is tested regularly.

The appropriate lead-time has been
provided so that businesses can make the
necessary preparations to ensure timely
compliance.

Taxpayer assistance is available through
client relationship officers (senior officers
for significant entities) and through
consultation with the business community.

The possibility to regularise the past is
foreseen (see subsection 5.2.9.6).

Compulsory registration and penalties for
the failure to register can be utilised.

Note: guidance on policy, administrative
and IT infrastructure design that makes it
easy for non-resident businesses to
comply is presented in Section 5.

Source: OECD analysis.

6.3.2. Implementation phase

This phase comprises the activities required for successful “bedding in” of the regime from the date of its
commencement. Tax authorities should continue carrying out strategies to avoid risks identified in the
preparatory phase, as these risks will continue to exist during this period.
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Table 6.4. Indicative list of risks and related strategies during the implementation phase

“ Risk identification / Cause Elements of treatment strategy

Reporting:

Failure to report/late
filing

Payment:

Failure to pay the tax,
late payment or
underpayment

Identification:

VAT returns not being filed.

High volume of enquiries being made on
aspects of the law, VAT return and
payment procedures.

Significant number of VAT returns being
filed after the due date.

Possible causes:

Businesses have not been able to
prepare for timely compliance due to
insufficient lead-time.

Tax authority has failed to create the
appropriate supporting
infrastructure/procedure in a timely
manner.

VAT return filing system not functioning
as planned.

Intentional disregard of VAT obligations
by non-resident businesses.

Identification:

Significant number of payments received
after the due date.

High volume of enquiries being made on
the payment procedure or available
payment methods.

Number of payments received not
reasonably matching the number of VAT
returns filed or the number of registered
taxpayers.

VAT-paid not reasonably matching the
amounts reported on individual VAT
returns.

Overall VAT-paid not reasonably
matching the aggregated amounts
reported on VAT returns.

Increase in volume of
adjustment/corrections on subsequent
VAT returns.

Possible cause:

Tax authority failing to create the
appropriate supporting infrastructure/
procedure in a timely manner.

Regular testing of the VAT filing system.

Targeted communications, notably VAT
return due-date reminders and/or request for
unresponsive businesses to comply.

Dedicated team to proactively follow up with
non-responsive entities and to investigate
the underlying causes of non-compliance.

Penalties to incentivise timely filing and
payment. Concessional treatment during a
transitional period post commencement may
be justified.

Audit activities leading to assessments of the
VAT due and penalties if applicable.
Jurisdictions may consider requesting
international assistance in tax recovery, if the
appropriate legal basis is available (see
subsection 6.8).

Consider backstop measures addressed to
persistently non-compliant suppliers, e.g.
VAT withholding through payment service
providers. This topic is analysed in
subsection 6.7.

Note: guidance on policy, administrative and
IT infrastructure design that makes it easy for
non-resident suppliers to comply is
presented in Section 5.

Regular testing of payment gateways and
systems.

Dedicated team to proactively solve
operational problems that may affect the tax
authority’s payment gateways and systems.

Taxpayer assistance channels.
Longer payment deadlines.

Targeted communications giving notice of
the underpayment.

Automatically add any pending amount to
the payment due for the following period.

Issue regulations or guidance to minimise
the unclear aspects of the existing law.

Seek international assistance in tax
recovery, provided the appropriate legal
basis is available (see Section 6.8).

Consider backstop measures addressed to
persistently non-compliant suppliers, e.g.
VAT withholding through payment service
providers. This topic is analysed in
subsection 6.7.
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Risk

Incorrect VAT treatment
of the transaction:

Non-resident suppliers
unable to differentiate
between B2B (where
there may be no tax
collection obligation for
non-resident businesses)
and B2C (tax collection
obligation) transactions.

Incorrect VAT
treatment of the
transaction:

Incorrect determination

of the transaction as not
being subject to taxation

Risk identification / Cause

»  Tax authority failing to create and
communicate the payment reference
number that the taxpayer has to refer to
in its payment (if applicable), in a timely
manner.

»  Payment gateways or systems not
functioning as planned.

»  Delay in international transfers or
payments processes, including currency
conversion related delays.

»  Other operational reasons, e.g. foreign
exchange fluctuations, international
transfer fees, among others, may lead to
shortfalls if not properly addressed.

* Intentional disregard of VAT obligations
by non-resident businesses.

Identification:

*  High volume of refund claims by
domestic businesses.

»  Third-party data indicating that VAT is not
being collected on some supplies.

Possible cause:

»  Lack of an efficient mechanism for
determining the status of the customer.

»  Unclear or inconsistent legislation and
guidance material leads to an increased
risk of non-compliance or unintentional
errors in the application of the tax.

* Intentional disregard of VAT obligations
by non-resident businesses.

Identification:

*  Third-party data showing VAT not being
collected on some supplies that are in
scope of the vendor collection regime.

* Increase in voluntary disclosures.
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Elements of treatment strategy

Consistency of a jurisdiction’s rules with OECD
guidance and international best practices will
enhance the ease of compliance
considerably...

As will easily understood criteria and indicia to
differentiate B2B from B2C transactions...

And clear communication, notably explaining
the treatment of B2B transactions under the
vendor collection regime.

Introduce a legal presumption that allows
businesses to treat the transaction as B2C by
default in the absence of any other
(predetermined) information, e.g. VAT
identification number of the customer.

The VAT identification number, when available,
is a good indicator of the customer’s business
status, or at least as a presumption of that
status. Tax authorities are encouraged to
develop tools allowing non-resident businesses
to easily ascertain their customers’ VAT
number and to check its validity.

Undertake audits leading to assessments of
the VAT due and applicable penalties where
B2C transactions (for which VAT is due) were
incorrectly treated as B2B (for which no VAT
may be due by the non-resident business).
This could include action against domestic
private consumers fraudulently presenting
themselves as business customers to make
VAT-free purchases from non-resident
businesses

Tax authorities should minimise uncertainty by
providing robust and clear public guidance and
providing the appropriate taxpayer assistance
(e.g. though a call centre and relationship
managers for the relatively limited number of
large online businesses and platforms).
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Risk

Risk identification / Cause

Elements of treatment strategy

Increase in volume of .

under a jurisdiction’s .
vendor collection regime.

adjustment/corrections on subsequent
VAT returns.

Possible cause:

Unclear or inconsistent legislation leads .
to an increased risk of non-compliance or
unintentional errors in the application of

the tax.

Intentional disregard of VAT obligations
by non-resident businesses.

For reasons specific to supplies of low-
value imported goods see also
subsections 5.2.10 and 5.2.11.

Provide a mechanism facilitating the correction
of VAT returns by businesses, e.g. by allowing
corrections to be made in the VAT return for
the period during which errors were detected
(rather than in the original VAT returns).

Encourage voluntary disclosure of errors
through an adjusted sanctions regime (e.g.
reduced penalties).

Audit activities leading to assessments of the
VAT due and penalties if applicable.

Seek international assistance in EOl and tax
recovery, provided the appropriate legal basis
is available (see subsection 6.8).

Source: OECD analysis.

6.3.3. Maturity phase

This phase comprises the activities required for the successful operation of a jurisdiction’s vendor collection
regime following the implementation phase. Tax authorities should continue carrying out strategies to
manage risks identified in previous phases, as these risks may not have been effectively mitigated.
However, priority should shift towards more complex issues.

Table 6.5. Indicative list of risks and related strategies during the maturity phase

Risk

Correct reporting:

VAT reported is incorrect (either
deliberately or through inadvertent
error).

‘ Risk identification / Cause

Identification:

»  Comparative analysis of the
aggregated value and volume of
transactions against suppliers’ VAT
return information using third-party
data to check the integrity of amounts
being reported and detect relevant
discrepancies.

»  Expected increases in reported
amounts are not evidenced in VAT
returns, for instance, in respect of
seasonal peak sale events (e.g.
“Black Friday” sales), peaks following
the launch of new products or peaks
following a business’s merger with or
acquisition of another e-commerce
operator.

«  Benchmarking of expected reporting
trends undertaken on similar
(competition) entities shows
inconsistent patterns of amounts
being reported.

Possible cause:

» Internal controls that apply tax
classification codes to products have

Elements of treatment strategy

*  Where suspected incorrect reporting
is identified, tax authorities can elect
to adopt light touch preventative
strategies, such as sending letters
asking non-resident businesses to
self-assess their system reporting
and escalate the approach to
compliance (audit) if the entity is
unable to provide acceptable
explanations for the observed
inconstancy in reporting.

*  Undertaking audits leading to
assessments of the VAT due and
applicable penalties (if necessary,
use administrative co-operation).

»  Provide possibility to regularise the
past (see subsection 5.2.9.6).
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Digital Platforms:

Entities do not view their enterprise
as a digital platform subject to full
VAT liability and do not take on the
VAT obligations of underlying
suppliers.

Undervaluation of imported
goods, in particular when low-
value consignment relief applies

Risk identification / Cause

not been correctly applied, particularly
to new products or services.

Unintentional errors in the application
of the tax.

Intentional disregard for VAT
obligations.

Identification:

Third-party data (particularly customs
data for low-value imported goods)
show VAT not being collected on
some supplies.

Anticipated VAT registrations by
digital platforms not being made.

Possible cause:

Misunderstanding of full liability rules
for digital platforms and the
associated VAT obligations for
supplies made through them by
underlying suppliers.

Intentional disregard for VAT
obligations.

Identification:

Low-value imported goods have
values declared that are less than the
sales price of the items.

Possible cause:

International logistics practice.
Unclear or inconsistent legislation.

Intentional undervaluation to a value
below the customs duty low-value
consignment relief threshold to avoid
VAT collection by customs authorities
at importation.
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Elements of treatment strategy

Digital platforms that can be subject to
full VAT liability should be separately
identified prior to and after the
commencement of the vendor
collection regime and targeted
communication strategies employed.

It is important that tax authorities
provide the clearest possible rules and
guidance relating to digital platforms,
from the outset and an appropriate
lead-time.

Taxpayer assistance and client
relationship management should be
undertaken (ideally by senior officers)
with these digital platforms in
recognition of their importance in
relation to potential VAT revenue.

Consistency of a jurisdiction’s rules
with OECD guidance and international
best practices will further support
compliance considerably, as digital
platforms will generally already be
engaged with other jurisdictions with a
similar vendor collection and digital
platform full VAT liability regime.

Overall, the undervaluation risk for VAT
is largely mitigated by the application of
VAT at point of sale, whereby the
transaction value rather than the
declared customs value is the basis for
VAT calculation.

Undervaluation risks (e.g. to avoid VAT
and/or customs duties at importation)
can by policed through joint customs
and tax authority operations to test the
declared values against transactional
data.

VAT can be applied at importation plus
penalties whenever deliberate
undervaluation is identified.

Customs authorities can utilise
available forfeiture powers in respect of
taxable goods for which VAT remains
unpaid.
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Risk Risk identification / Cause Elements of treatment strategy

o »  Engage with taxpayer early on how
Identification: debt payment will be handled. Resolve

. Assessed debt remains unpaid. any disputed issues where possible.

*  Enable payment arrangements where

Possible cause: appropriate.
* Assessed amount s disputed. +  Use all available domestic debt
Debt «  Entity believes there is no collection mechanisms, e.g. garnishee
jurisdictional power to enforce of financial transactions, identification
payment. of any local assets.
«  Payment amount will affect liquidity of *  Use available assistance in collection
business. and recovery provided that the

appropriate legal basis is available
(see subsection 6.8).

Source: OECD analysis.

6.4. Communication strategies for engaging non-resident suppliers and digital
platforms

Guide to subsection 6.4

Section Theme Page
6.4.1 Identifying the target audience of the tax authority’s communication efforts: Non- 253
T resident suppliers, digital platforms and other relevant stakeholders
6.4.2 Communicating effectively during all the phases of design, implementation and 254

operation

A comprehensive communications and engagement strategy is critical for achieving high compliance
levels under a vendor collection regime targeted at non-resident businesses. A strategy that
encompasses consultation, outreach, technical and systems guidance, education and awareness is
likely to significantly facilitate and enhance compliance by non-resident businesses.

Even though jurisdictions will strive for consistency in the design of their vendor collection regimes for non-
resident suppliers and digital platforms, “one-size-does-not-fit-all” and variations will therefore undoubtedly
occur. Tax authorities are thus encouraged to effectively communicate the obligations under their
jurisdiction’s vendor collection regime to non-resident suppliers and digital platforms. This should include
communication well in advance of the introduction of the regime, giving appropriate lead-time to non-
resident businesses to implement the necessary changes to their business and compliance systems and
processes.

Tax authorities are advised to develop a staged communication strategy that allows them to break down
their communication into relatively simple messages delivered in a phased approach. Table 6.6 illustrates
the main phases for a communications strategy.
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Table 6.6. Suggested phases for an effective communications strategy

Phase ’ Objective

To communicate a jurisdiction’s intention to implement reform that will include an obligation for non-
Awareness phase resident suppliers and digital platforms to register and to collect and remit the VAT in that jurisdiction
under a vendor collection regime, inviting businesses to review whether this reform will impact them.

To inform affected non-resident businesses on the process for registration under the vendor collection
regime, facilitated by simplified compliance processes, and on their VAT obligation under that regime

so that they can implement the necessary change into their internal processes and systems to ensure
compliance.

Preparation phase

To announce that the new regime will shortly take effect and that the affected non-resident businesses

PETEIPIERE should finalise arrangements to comply.

Commencing after the start date of the new regime, to inform businesses that have not registered on

FallEnp [ MEE how they can transition to compliance.

Source: OECD (2019), Tools and ethics for applied behavioural insights: The BASIC Toolkit (OECD, 2019ys)).

The following subsections consider specific key features of a successful communications strategy in further
detail. Jurisdictions that have limited capacity to develop and implement a comprehensive communications
strategy may wish to consider the components outlined below that are likely to be most appropriate in
allowing them to reach out rapidly and effectively to the main non-resident businesses at which their vendor
collection regime will be targeted. Experience suggests that the assistance of international and regional
organisations and representative bodies, as outlined below and in subsections 5.1.3 and 5.1.4, is likely to
be particularly useful for tax authorities with limited administrative capacity.

6.4.1. Identifying the target audience of the tax authority’s communication efforts: Non-
resident suppliers, digital platforms and other relevant stakeholders

An effective communication plan for the implementation of a vendor collection regime targeted at non-
resident businesses requires early identification of the main non-resident businesses and categories of
businesses and other stakeholders (digital platforms, transporters, redelivery services, etc.) that are
likely to be affected by this reform. Businesses that receive early communications have more time to
plan and will be in a better position to modify their systems to assure compliance.

The design and implementation of a vendor collection regime for non-resident suppliers and digital
platforms will greatly benefit from the early identification by the tax authorities of the main non-resident
suppliers and other stakeholders that are likely to be affected by this reform. The identification of these
stakeholders will notably provide a good basis for a well targeted and effective communications strategy.
Subsection 6.5 provides further detail on available approaches and data sources to identify the main non-
resident businesses that may be subject to compliance obligations under a jurisdiction’s vendor collection
regime for non-resident suppliers and digital platforms.

Stakeholders other than non-resident suppliers that are likely to be affected by the implementation of a
simplified registration and collection regime include:

o Digital platforms that will have compliance obligations under a full VAT liability regime;
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e Software developers/providers, including of accounting and tax compliance software;
e Tax compliance service providers, including accounting firms and law practices;

e Specifically, in the area of low-value imported goods, the postal services, express couriers, freight
forwarders, customs brokers, and bonded warehouse operators both domestically and
internationally.

These non-resident suppliers, digital platforms and other stakeholders, particularly the large online
businesses and digital platforms that dominate international e-commerce, are normally represented in a
range of international and regional organisations and representative bodies in which they participate
actively. Engaging with these organisations and representative bodies will greatly assist tax authorities in
identifying the main non-resident businesses and stakeholders that are likely to be affected by the reform
and to engage with these actors already from an early stage in the design and implementation process.
Engaging with these organisations to reach the main non-resident businesses and other stakeholders
quickly and effectively is useful particularly for jurisdictions that may have limited capacity to develop a
comprehensive communication strategy. These organisations may include:

e “Business at the OECD”, which is the OECD’s official partner in engaging with the global business
community and through which an extensive network of key stakeholders in international e-
commerce has been developed for use by tax authorities.

e Concerning trade in goods, relevant organisations such as the World Customs Organization
(WCO), the Universal Postal Union (UPU), International Mailers Advisory Group and the Global
Express Association (GEA) are also likely to be able to assist in reaching out to a wide range of
stakeholders.

6.4.2. Communicating effectively during all the phases of design, implementation and
operation

To maximise the effectiveness of their communications strategy to support a vendor collection regime for
non-resident suppliers and digital platforms, tax authorities are strongly encouraged to consider the
following approaches, consistent with their available resources and internal capabilities:

e Ensure early communication and consultation with non-resident businesses and other
stakeholders that are likely to be affected by the reform, during the policy development and
the design and implementation phase.®? This will not only raise early awareness, but also assist
the tax authority in designing the reform to maximise compliance, in identifying the information
needs of the affected businesses and in developing a communications strategy that will be most
effective in addressing these information needs.

e Use multi-channel media strategies to achieve greater coverage and awareness, including the
use of social media (e.g. LinkedIn), media releases, presentations to special interest groups and
to representative organisations and forums, and the provision of communication material that can
be used by a wide range of organisations and stakeholders (e.g. international advisory firms).
Standard forms of tax administration communication should also be considered.

e Provide easy-to-access comprehensive web guidance for non-resident businesses through a
standalone page on the tax authority’s website, which provides direct access to simple-to-use
guidance on the operation of the vendor collection and simplified compliance regime for non-
resident suppliers and digital platforms and on their obligations under this regime. This guidance

9 For example, Australia implemented a mail-out campaign to non-resident businesses in scope of its law using tax
intelligence and other third-party data as described in Table 6.7. Over 3 000 letters were sent to potentially eligible
non-resident suppliers of digital products and services and of low value goods and as a result there now are close to
2 000 registrants.
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should provide linkages to the online portal through which non-resident businesses will be required
to register and comply with their obligations under the simplified compliance regime and to any
supporting technical guidance. The guidance should also provide advice for digital platforms and
intermediaries that clearly explains their responsibilities under the regime.%

Give careful consideration to the development of key words and phrases (“metadata”) so
that Internet search engines are able to readily point potential registrants to the relevant areas on
the tax authority’s website. This should include terms that are commonly used by potential
registrants. For example, complement local terminology with terms like VAT or value added tax,
GST or goods and services tax, sales tax, and other terms that are widely used around the world.

Make key communication and guidance material available in English and in the language(s)
of the jurisdiction’s main trading partners, in addition to the jurisdiction’s local language(s).**

Develop taxpayer assistance channels, including the provision of a dedicated e-mail channel
for non-resident businesses and phone numbers to a dedicated call centre with appropriate
guidance for call centre operators (including standard questions and answers, and escalation
channels). Appropriate security protocols should be applied when electronically corresponding or
talking with non-resident businesses, especially in relation to their account that may require proof
of identity checks (see subsection 5.3.3.1 for more details).

Provide adequate internal communications and training for staff in the tax authority who are
required to directly support clients and administer the regime.

A number of jurisdictions have undertaken a broader range of communication actions that may also
be useful to consider. These include the following:

Partner with stakeholders to host webinars to deliver presentations about the reform and to
allow non-resident businesses to ask questions. Large accounting firms and other intermediaries
may be willing to co-host webinars for their clients, which would enable tax authorities to
communicate their messages more widely. International and regional multilateral organisations
can play an important role in facilitating such communication efforts, including the OECD, World
Bank Group, and the Asian Development Bank.

Use of external public relations service providers to develop an international public relations
campaign whereby key messages are placed in appropriate international media and industry
publications to promote awareness and understanding of the changes and businesses’ obligations.

93 Examples of guidance from the jurisdictions in the APAC region include:

Singapore Inland Revenue Authority’s website, GST on Imported Services at
https://www.iras.gov.sg/irashome/GST/GST-reqistered-businesses/GST-and-Digital-Economy/GST-on-Imported-

Services/.
Thailand Revenue Department’s website, VAT for Electronic Services (VES) at https://eservice.rd.go.th/rd-ves-
web/landing.

94 Examples of jurisdictions providing English language guidance include:

Georgia Revenue Service’s webpage, VAT Portal on Digital Services at https://nr.rs.ge/.
Malaysia’s Royal Malaysia Customs Department webpage, Service Tax on Digital Services at
https://mystods.customs.gov.my/.
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6.5. Potential data sources and other types of information to assist compliance
and enforcement actions
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Access to data is critical for tax authorities when designing and operating a vendor collection regime
targeted at non-resident suppliers and digital platforms, including for modelling the regime and for risk
management and audit activities.

Such data can, for instance, be useful for:

Identifying the population of non-resident suppliers and digital platforms to which consumers make
payments or to monitor the value of supplies that a particular non-resident supplier or digital
platform is making to consumers in a jurisdiction. Identifying and monitoring these entities will assist
tax authorities in conducting targeted communications to non-resident businesses advising them
that they are likely subject to VAT registration and collection obligations, and setting out the details
of the registration and collection regime.

Estimating the potential average total revenues per supplier in a given year. This will support the
determination of a reasonable registration threshold.

Cross-checking transactional data against the information reported by non-resident suppliers and
digital platforms (e.g. in VAT returns) and gained from other sources of information they hold in
order to detect non-compliance.

Making assessments of VAT due from non-resident suppliers and digital platforms that fail to
engage with the jurisdiction in response to its communications and engagement strategies.

Access for tax authorities to private individuals’ information to identify consumers of identifiable goods or
services for private use, could be legally problematic from a privacy protection perspective and should thus
be approached with great care. These concerns arise particularly in respect of B2C online supplies of
goods and services that may be inherently sensitive from a privacy perspective (e.g. gambling, healthcare,
dating, etc.). Protecting personal details in data should be integral to the way tax authorities collect,
manage, share and use data. Keeping pace with technology solutions to protect such personal information
must be a priority. Accordingly, strict protocols are required for governing how data is collected and stored,
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what the data is used for and with whom the data can be shared. See also subsection 5.3.7 on internal
risk management.

Overall, jurisdictions will have to find the right balance between the potential need for data, on the one
hand, and compliance burden, simplicity, data protection and data security considerations, on the other
hand. For general policy and design considerations regarding information sharing obligations for digital
platforms, see also subsection 2.3.4.1.

6.5.1. Reporting obligations for suppliers and digital platforms

Jurisdictions can request non-resident suppliers and digital platforms to keep transactional records and to
provide access to VAT relevant information or to report it to the tax authorities either periodically or on
reguest within a reasonable timeframe and in a readable format (see also subsection 5.2.4).

Tax authorities are encouraged to carefully consider any requirements for non-resident suppliers and
digital platforms to provide transactional data and to limit such requests to specific cases. They should limit
their requests to the information that is necessary for making VAT determinations. It is not recommended
that tax authorities request non-resident suppliers and digital platforms to report granular transactional data
as part of the regular VAT return submission process. This would complicate the compliance process
considerably and thus defeat the purpose of the simplified compliance approach to a vendor collection
regime.

It is therefore advised that tax authorities explore their possible access to the potentially wide range of
available third-party sources of transactional data (see next subsection) and consider the usage of such
data for the administration and compliance risk management of their vendor collection regime for non-
resident suppliers and digital platforms. Tax authorities could limit any requests for transactional data to
ad hoc requests, e.g. to test the accuracy of a business’ declaration of total revenues and tax payable in
its VAT return as part of a specific tax audit procedure. The Republic of Korea, for instance, has announced
the introduction of an obligation for non-resident suppliers to report transaction details upon request (see
Box 6.1 below).

Box 6.1. Jurisdiction example: The Republic of Korea’s on-demand transaction reporting
obligation

The Republic of Korea has announced that, effective from 1 July 2022, a new obligation will apply for
non-resident suppliers of electronic services to maintain electronic service transaction details for five
years after the due date of the final VAT return and to submit a transaction statement within 60 days of
receiving a request from the Commissioner of the National Tax Service (NTS).

Source: The Republic of Korea’s Ministry of Finance website at https://www.moef.go.kr/

Tax authorities may have limited power to enforce data reporting from businesses located abroad. In order
to encourage non-resident suppliers and digital platforms to voluntarily provide the relevant information
(i.e. without the need for enforcement measures), tax authorities need to understand the issues that these
entities may confront in providing data. In this context, the following aspects need to be considered by tax
authorities:

e The nature and extent of the data that businesses are required to transmit to tax authorities should be
clearly defined and limited to what is necessary to establish their VAT liability. When a tax authority
already has transactional information from a third-party source (see subsection 6.5.2 below) there is in
principle no need to require the reporting entity to provide the same information, provided that the tax
authority has an appropriate level of confidence in the quality of the third-party data.
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e Language differences, format requirements and the degree of granularity of the information requested
may introduce complexity if not properly addressed.

e Privacy concerns. Most suppliers access personally identifiable information (PII) from their customers
for their business purposes. The type and amount of Pl varies from business to business, but it may
include: ID or passport information, financial information, biometric information, private personal phone
numbers, among others. Customer trust and, in this context, the protection of customers’ data are
usually crucial for business success. Financial information (such as credit and debit card humbers and
banking accounts) is considered particularly sensitive because of the direct monetary consequences
of any potential data breach, and such information is therefore usually subject to special security
measures. In addition, compliance with local and international data protection laws and regulations
must be ensured. This can lead to suppliers being unable or reluctant to share transactional PII data,
particularly when the relevance of Pll data for tax purposes is not clear.

6.5.2. Third-party data

Experience from jurisdictions that operate a vendor collection regime for non-resident suppliers and
digital platforms confirms the importance of data obtained from third parties in administering such a
regime, notably domestic sources in the financial or banking system and domestic sources engaged in
goods trading such as customs authorities, postal services and express carriers. Digital platforms are a
particularly important sources of information, given their central role in global digital trade.

This subsection discusses the main potential third-party sources of data that can be used to support the
administration and compliance risk management of a vendor collection regime for non-resident suppliers
and digital platforms. These third-party data are likely to provide considerable insights for a tax authority
into the supplies that are in scope of its jurisdiction’s vendor collection regime. It highlights in particular the
potential and importance of domestic information sources, which have the important advantage that tax
authorities have greater capacity to enforce compliance on them than on information sources that are
located abroad.

APAC jurisdictions that have not yet introduced a legal framework to establish the right for their tax
authorities to access such third-party information, are advised to take the appropriate legislative action to
do so.

6.5.2.1. Entities involved in the financial sector

Tax authorities potentially have access locally to aggregate data on payments made by consumers in their
jurisdiction to specific non-resident businesses and digital platforms, including the main businesses
involved in digital trade.®® Additionally, they may have access through EOI instruments to information on
offshore bank accounts to which these transactional amounts are paid.

Relevant entities in this context comprise state agencies and private entities involved in the financial sector,
such as regulatory agencies, financial intelligence units, banks, etc. Payment intermediaries can play a
particularly important reporting role by providing information to the tax authorities regarding the financial
flow in respect of transactions that are, or may be, in scope of a jurisdiction’s vendor collection regime.

9 According to a recent OECD report, access to bank information is hindered by bank secrecy in only two out of 125
jurisdictions reviewed by the Global Forum on Transparency and Exchange of Information for Tax Purposes so far.
See OECD (2020), Tax Transparency and Exchange of Information in Times of COVID-19 at
https://www.oecd.org/tax/transparency/documents/global-forum-annual-report-2020.pdf.
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This information may be provided at the request of the tax authorities or as a result of periodic reporting
obligations. Box 6.2 lists examples of third-party data sources in the financial sector, used by different
jurisdictions.

Credit and debit card data and other financial data on payments made to non-resident suppliers and digital
platforms will normally be critical for tax authorities to identify the non-resident businesses that are normally
within the scope of a vendor collection regime. This is due to the fact that settlement of e-commerce
transactions is predominantly made through credit and debit cards or through electronic payment methods
based on credit and debit card systems and similar means of payment. Transactions of this nature are
generally evidenced in the banking or financial system, providing tax authorities with highly useful data for
audit and control purposes.

Enlisting banks and other payment intermediaries in the VAT information reporting process can present a
number of challenges, including:

e There may be legal limitations to tax authorities’ ability to access VAT-relevant financial information
from payment intermediaries.

e Payment intermediaries may have only limited information about the VAT-relevant aspects of the
underlying supplies for which payments are made. They may even (often) have no information at all
on specific VAT-relevant elements such as whether the payor and payee are effectively the customer
and the supplier for VAT purposes, the VAT-nature of the underlying transaction, or the recipient’s
customer status for VAT purposes (business or private consumer).

While these reporting obligations may constitute a valuable source of information for VAT purposes, tax
authorities may therefore wish to carefully consider the following approaches in designing such a reporting
obligation:

e To respect the principle of proportionality in weighing the costs incurred by financial intermediaries to
comply and the benefits expected by the tax authorities from the use of this information. An excess of
information might be difficult for tax authorities to manage and create an unnecessary compliance
burden for payment intermediaries.

e Torequire, in principle, only the reporting of information that is available to the payment intermediaries
in the normal course of their business.

Tax authorities are strongly encouraged to make every possible effort to facilitate compliance with reporting
obligations through fluid communication channels, publicly available detailed guidance and responses to
frequently asked questions, and by implementing the appropriate IT infrastructure for the information
exchange along with detailed guidance on the associated IT specifications for reporting entities.
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Box 6.2. Jurisdiction examples: Third-party data sources in the financial sector

e The Australian Taxation Office has access to information held in AUSTRAC, which is Australia’s
financial intelligence unit. Through this information, it has traced funds flowing to drivers and renters
from overseas to local banks from which they are distributed in order to identify unregistered
business activity such as taxi-style drivers operating through sharing economy digital platforms.
Thus far, the ATO has been able to use this information to identify a large portion of these drivers.

e The European Union introduced a harmonised reporting obligation for Payment Service Providers
(PSPs). It is meant as a tool to better control VAT compliance and VAT fraud and to support the
implementation of the EU’s e-commerce VAT regime that entered into force on 1 July 2021. The
EU reporting system package for PSPs will enter into force on 1 January 2024.° It will cover
essentially international cross-border payments, corresponding mainly, but not exclusively, to cross-
border B2C supplies of goods, services, and intangibles. The collected information will include the
identification of the payee and payment details but will not include the underlying transaction details
nor indicia of identification belonging to the payor. Assuming that a specified number of transactions
provides an indication of business activity carried out by the payee, the reporting obligation will
cover only those payees receiving more than 25 cross-border payments during a calendar quarter.
Authorised national tax officers will have access to the new and specific database created with the
reported information.

e Banks in Chile are required to provide quarterly information to the Chilean tax administration (SlI)
regarding payments made through credit cards, debit cards or similar means to non-resident
suppliers and digital platforms. Using this information, the SlI has determined (as of September
2020) that the platforms registered under the Chilean simplified compliance regime represented
90% of the total number of individual transactions and nearly 80% of the monies paid abroad by
credit or debit cards through the Chilean banking system.

Source: OECD (2017), Technology Tools to Tackle Tax Evasion and Tax Fraud (OECD, 2017p7); EU Council; Chilean Tax Administration
(Servicio de Impuestos Internos) at https:/www.sii.cl/noticias/2020/021020noti02er.htm.

6.5.2.2. Entities involved in goods trade

These comprise state agencies or private entities involved in goods trade, such as customs authorities,
postal services and express carriers. Existing customs data have also been used to identify the main non-
resident businesses making online sales of low-value imported goods to local consumers. Box 6.3 gives
an example of on-request data reporting obligations for postal service providers.

9 For more information, see the EU Council webpage: E-commerce: Council adopts new rules for exchange of VAT
payment data at https://www.consilium.europa.eu/en/press/press-releases/2020/02/18/e-commerce-council-adopts-
new-rules-for-exchange-of-vat-payment-data/.
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Box 6.3. Jurisdiction example: Reporting by postal service providers

Austria’s tax authority may request postal service providers (including express couriers) to report on
non-resident suppliers that send goods to recipients in Austria. The reported data includes the name
and address of the supplier and the number of parcels sent, insofar as this data is available to the postal
service provider.

Source: OECD research.

6.5.2.3. Digital platforms

These comprise online marketplaces and other digital platforms, where these are not already subject to a
full VAT liability regime under domestic law. Readers can refer to subsections 2.3.4 and 4.3 for detailed
analysis on reporting by platforms and to Box 6.4 for an example of a digital platform reporting regime.

Box 6.4. Jurisdiction example: Data reporting regime for digital platforms

Austria applies a platform-reporting regime to complement its full VAT liability regime for digital
platforms. Platforms are required to electronically provide predetermined data to identify underlying
suppliers and their respective turnover from supplies to consumers in Austria made via the respective
platform. The obligation is limited to supplies for which the platform is not fully liable. The reporting
regime aims at facilitating the detection of non-compliant suppliers and the application of enforcement
measures. It also has a preventive effect, as taxpayers are aware that their activity is not unnoticed by
the tax administration. A joint and several liability for digital platforms in certain limited predefined cases
complements this regime.

Source: Austrian Federal Ministry of Finance at https:/www.bmf.qv.at/en/topics/taxation/vat-assessment-refund/Recording-Obligations-
for-Electronic-Interfaces-(Platforms)-.html.

As pointed out in Section 4, especially the growth of sharing and gig economy platforms presents significant
opportunities for tax authorities, as it may bring activities previously carried out in the informal cash
economy onto digital platforms, where transactions and related payments are recorded in electronic form.
If leveraged in the right way, this can lead to greater transparency and minimise compliance burdens for
both tax authorities and taxpayers.

At the same time, certain activities carried out through these platforms may not always be visible to tax
authorities or self-reported by taxpayers. This is because the development of the sharing and gig economy
entails a shift from traditional work relations under employment contracts to the provision of services by
individuals on an independent basis, which is not typically subject to third-party reporting. These
developments present risks of distorting competition with traditional businesses and reducing declared
taxes.

Against that background, a number of jurisdictions have already introduced measures requiring platform
operators to report revenues received by sharing and gig economy operators to the tax authorities (see
e.g. the Austrian platform reporting regime described in Box 6.4), while others are planning to introduce
similar measures in the near future.
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The OECD has developed Model Rules for the introduction of domestic reporting obligations upon sharing
and gig economy platforms facilitating rental of immovable property or personal services,®” which have
subsequently been complemented with optional modules to cover also the sale of goods and the rental of
means of transportation via platforms. The Model Rules aim to overcome the challenges that governments
may face in connection with the enforcement of domestic reporting requirements when the platform
operator is not located in their jurisdiction. They also aim to minimise risks of proliferation of different
domestic reporting requirements, which may lead to increased costs and create undue obstacles to
businesses development. See Box 6.5 and Annex B for more detail.

Box 6.5. OECD Model Reporting Rules for Digital Platforms

Model Rules for Reporting by Platform Operators with respect to Sellers in the Sharing and
Gig Economy (2020)

The OECD Model Reporting Rules for sharing and gig economy platform operators have been
developed to support the introduction by interested jurisdictions of an obligation for resident sharing and
gig economy platform operators to collect information on the income realised by sellers offering
accommodation, transport, and personal services through their platform, and to report this information
to the tax authority in that jurisdiction.

The Model Rules have been designed primarily to facilitate and support compliance by sharing and gig
economy service providers with their income tax obligations, while ensuring a level-playing field with
traditional businesses. However, the Model Rules also highlight the potential use of the reported
information for VAT purposes, especially in cases where the relevant services are subject to VAT in the
residence jurisdiction of the sharing and gig economy provider (which applies to many typical sharing
and gig economy services), and in cases that involve rental of immovable property (including holiday
rental) which are typically subject to VAT in the jurisdiction where the immovable property is located.

To ensure tax authorities get access to information on income earned by resident platform sellers,
including from platforms that are located in other jurisdictions, and to facilitate compliance for these
platforms, the Model Rules provide that each platform operator reports information to the tax authorities
of the jurisdiction in which it is resident. The competent authorities of this jurisdiction will then exchange
the information with other partner jurisdictions to the extent that it relates to transactions involving sellers
that are resident in, or immovable property located in, such jurisdictions. This approach provides a legal
basis for the reporting requirements, helps address data privacy concerns and makes it easier for each
tax authority to ensure compliance by sellers.

Complemented by Model Reporting Rules for Digital Platforms — International Exchange
Framework and Optional Module for Sale of Goods (2021)

The 2020 Model Rules were updated in 2021 to provide the basis for (a) the legal framework for the
automatic exchange of information collected under these Model Rules and (b) an optional module
allowing a jurisdiction’s reporting requirements under these rules to also cover the sale of goods and
the rental of means of transportation. The information collected and exchanged on the sale of goods
and the rental of means of transportation under this extended scope may also be relevant for VAT
purposes.

97 A Personal Service for purposes of the Model Rules is defined as a service involving time- or task-based work
performed by one or more individuals at the request of a user unless such work is purely ancillary to the overall
transaction. This includes a wide scope of services, such as transportation and delivery services, manual labour,
tutoring, copywriting, data manipulation as well as clerical, legal or accounting tasks, provided they are carried out
following a specific request of a particular (set of) user(s).
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Annex B provides further details on the Model Rules, especially on their possible role in supporting VAT
compliance in the sharing and gig economy.
Source: OECD (2020), Model Rules for Reporting by Platform Operators with respect to Sellers in the Sharing and Gig Economy (OECD,

2020r7s)); OECD (2021), Model Reporting Rules for Digital Platforms — International Exchange Framework and Optional Module for Sale of
Goods (OECD, 20217g)).

6.5.3. Data analytics strategies

A number of tax authorities have adopted data analytics strategies in order to obtain and process data
that are not normally available through regular reporting or record-keeping obligations.

Early adopters of a vendor collection regime for non-resident suppliers and digital platforms carried out
Internet profiling and used other available third-party data to help identify those non-resident businesses
and digital platforms that are likely to fall within the scope of the regime.

Box 6.6. Jurisdiction examples: Data analytics strategies

e Austria uses Internet monitoring that utilises different Internet scraping tools (web harvesting or
web data extraction), some of which are open source and others which are custom-made. The result
of this work feeds into compliance measures such as letters to presumptive taxpayers and
information campaigns.

e Belgium uses Internet scraping and data mining, in conjunction with other data analytics tools,
including a ‘Forensic Toolkit' to collect and cull data in a forensically based fashion; Accounting
Command Language to analyse semi-structured data that allows importing of data from accounting
packages to create a “standard audit file” and to perform a range of automated checks; and an e-
discovery solution to analyse unstructured data such as e-mail and PDF documents for risk
assessment purposes. E-discovery solutions are packages that may integrate data acquisition, data
conversion, data indexing, advanced analytics and information presentation in order for users to
analyse large volumes of unstructured information, e.g. for forensic information analysis.

e Finland has legislation that allows for audits and collection of data aimed at identifying sharing
economy actors, as well as the monitoring of online credit/debit card payments to detect
unregistered remote sellers. Data are filtered and clustered by using scripts. Where a significant
volume of payments is identified as being made to an unknown person, this can be investigated to
determine if the person is an unregistered business.

e Japan uses a general search engine to gather information regarding information-providing services
offered through the Internet, such as fee-charging websites, in order to identify suspected online
businesses. After detecting a specific suspicious company, comprehensive information is collected
through the Internet that enables a comprehensive Internet-based search. Thus, a variety of data
is collated in a database and matched against taxpayers in the tax authority’s system. This matching
system enables the tax authority to visualise the risks for each taxpayer.

e In Spain, publicly available sources of information (websites, social networks) have been used to
detect tax infringements such as unregistered economic activities, and under-reported values for
supplies (e.g. information posted on websites has been used as a source to check actual prices
against prices reported by taxpayers to the tax authorities).

e The United Kingdom uses a product that automates the collation and filtering of data posted on
social media and websites (“COSAIN”). The tool can notably be used to monitor trends within a
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geographic area or specific business sector. These types of tools are expected to allow more robust
analysis of the e-commerce sector by tax authorities, by collating and filtering relevant data from
key social media and e-commerce websites.

Source: OECD (2017), Technology Tools to Tackle Tax Evasion and Tax Fraud (OECD, 2017[77)).

Jurisdictions have also used lists available from commercial data web scraping entities that detail the top
websites (by category) used by customers (see also Table 6.7). Although this does not necessarily prove
that there is a VAT obligation, it can assist in the modelling of businesses that will be required to register
under a vendor collection regime and will help with the targeting of compliance actions (e.g.
communications). Box 6.6 gives examples of data analytics strategies applied by different jurisdictions.

Test purchases (“mystery shopping”) are another approach used by some jurisdictions to obtain relevant
information, data and insights about taxpayers’ VAT compliance behaviour (see Box 6.7).

Box 6.7. Jurisdiction example: Australia’s mystery shopping strategy

Australia has implemented a “mystery shopping” strategy to gather information on non-resident
business and to monitor the GST collection on supplies of goods and services by non-resident
businesses to consumers in Australia. The ATO selectively makes online purchases to test whether
non-resident vendors are complying with Australia’s GST laws. The intended purpose of the mystery
shopping strategy is to:

¢ |dentify the correct contact and financial details of suppliers;

e Match purchase details to third party financial transactional data where the formal identity of the
operator of an e-commerce website is uncertain;

e Identify the currency that the transaction is made with;
e Testif GST is correctly calculated and charged at the point of sale;

e Obtain evidence of the operation of a fully liable digital platform, by both purchasing and then
reselling digital products or low-value goods through the platform;

e Investigate community referrals, particularly those made by domestic businesses where non-
resident businesses are alleged to be not charging GST,;

e Investigate if registered non-residents that are not lodging GST returns are charging GST on
their supplies;

e Ensure that, for B2B supplies, suppliers request evidence of GST registration before excluding
GST from the sale price of goods and/or services.

The strategy can also source additional information specific to the transactional arrangements, business
identity and logistics of e-commerce businesses that supply services and intangibles, or low-value
imported goods:

e For services and intangibles:

o Subscription details, including the formal identity of the entity offering the subscription
services.

e For low-value goods:
o Supply chain participants, particularly intermediaries, such as “redeliverers”;
o Intelligence on parcel delivery and warehousing typologies;

o The purchase value of items in comparison to declared the customs values.
Source: Australian Taxation Office.
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Tax authorities’ proper use of the information is essential to obtaining the full benefit from the use of data
analytics and risk analysis. For example, inadequate risk governance and knowledge management may
result in different parts of the tax authority using different approaches for the same cases. Another common
problem arises from the partial use or the failure to use the results of the analysis due to the inability to
make these results available to the appropriate tax officials.

Annex F provides further detailed guidance on data analytics strategies, including tools such as data
acquisition; data conversion; data indexing; descriptive analysis and crosschecks; predictive and
prescriptive analysis, and rule-based systems.

6.5.4. Exchange of information provisions

Exchange of Information (“EOI”) provisions in tax treaties or other legal bases, notably the Multilateral
Convention on Mutual Administrative Assistance in Tax Matters (MAAC), may be employed to obtain
information about a non-resident business and any other relevant information that other jurisdictions may
hold. This information can be helpful notably for identifying vendors and purchasers, for monitoring the
value of sales/imports, and for assessing whether the proper amounts of VAT have been collected from
purchasers and remitted to the tax authorities in the taxing jurisdiction.® Please refer to subsection 6.8 for
a detailed analysis on this topic.

6.5.5. Summary of potential data sources

When viewed collectively, the data that can be collected through a variety of different sources as outlined
in Table 6.7 are likely to provide a comprehensive picture of the non-resident businesses that have
obligations under a vendor collection regime for non-resident suppliers and digital platforms.

Table 6.7. Summary of potential data sources to assist tax authorities

Limitations/Risks

Data

The data may be unrefined and
may require significant
manipulation to create

Source Opportunities

Financial institutions, credit = Transactional data for Data can be analysed to

card companies/networks,
and payment service
providers

Registration lists held by
other jurisdictions with a
similar regime!

Internet profiling

payments made to specific non-
resident suppliers and digital
platforms.

List of non-resident suppliers
and digital platforms registered
under a similar VAT regime in
other jurisdictions.

Search engine results that
identify non-resident
businesses supplying services,
intangibles or goods to
customers in your jurisdiction.

98 BEPS Action 1 Report, p. 209.

meaningful information, and it
may be highly sensitive from a
privacy and data protection
perspective.

Only some jurisdictions
maintain a public register (e.g.
Japan, Russian Federation,
Indonesia, Thailand and
Norway; see also Box 6.16).

Regimes might differ.

Often manual process (e.g.
search “Subscription TV
Services”). Resource intensive.
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Source

Limitations/Risks

Opportunities

Website scraping

Third-party commercial data
solutions

“Financial Intelligence Units”
reports?

Businesses’ published
financial reports and
websites

Exchange of information
(EQI) provisions

Data reporting obligations on
non-resident suppliers and
digital platforms

Extraction of dynamic data from
websites to estimate the
importance of websites’
activities (globally, regionally,
nationally) based on the
number of visits made by
Internet users. E.g. “Alexa” or
“SimilarWeb”.

Data collected by specialised
firms from banks and other
sources and used by these
firms for economic and
commercial analysis.

Identify international funds
transfers.

Company financial reporting.

Provides a legal framework for
jurisdictions to co-operate
across borders (MAAC, tax
treaties, regional frameworks
for administrative co-operation).

Aggregated or transactional
data on international supplies
into the jurisdiction

Data are limited to website visits
(traffic) rather than value of
sales to customers in the
jurisdiction.

Normally fee-based.

May be provided under
restricted terms and conditions.

May not capture all payments.

May include aggregated data
on total international sales.

Can be time consuming.

Instruments my not provide a
sufficient legal basis to respond
to information request (subject
to limitations, reservations).

The data may be unrefined and
require significant manipulation
to create meaningful
information. Will require
significant IT capacity to
receive, store and make use of
the data. Data protection and
privacy laws may restrict the
level of detail that can be
provided.

Commercially available. May
still be more efficient than using
own resources. Will identify the
top websites, by category,
being used by Internet users in
your jurisdiction.

Can identify the main non-
resident (online) suppliers and
digital platforms, by category,
selling to customers in your
jurisdiction.

Can reveal both aggregate and
full transactional data for
individual non-resident suppliers
and digital platforms to which
payments are made.

Can provide insight into the
nature of the business and
sales volumes. Can provide
details of business address and
key contacts.

May provide a legal basis for
obtaining lists of non-resident
suppliers and digital platforms
registered under vendor
collection regimes in other
jurisdictions and for obtaining
VAT relevant information about a
business to support risk
assessment, audit and
enforcement actions.

Data can be analysed to
support risk assessment as well
as audit and enforcement
actions.

1. The decision whether to publish the names of non-resident suppliers and platforms on a VAT register should consider the benefits and risks
of such an approach. The provision of public lists may incentivise business to register. However, providing too much information (such as a VAT
or Tax Identification Number) might be incompatible with privacy laws and provide opportunity for fraud from the appropriation of compliant
suppliers’ VAT registration numbers by fraudulent operators using these numbers to import low-value goods free of VAT (see subsection 6.7.8.2).
2. The Egmont Group maintains a list of such “Financial Intelligence Units”. Please see:

The Egmont Group, List of Members at https://www.egmontgroup.org/en/membershipl/list.

Source: OECD research.

6.6. The potential role of programmes of co-operative compliance

A co-operative tax compliance programme aims to build a relationship of mutual trust between taxpayers
and the tax authorities to facilitate tax compliance while protecting tax revenues.

The concept of “co-operative compliance” in a taxation context has its origin in the Study into the Role of
Tax Intermediaries (OECD, 2008;s0;) conducted by the OECD’s Forum on Tax Administration in 2008. The
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study addressed the topic of aggressive tax planning and analysed the tripartite relationship between tax
authorities, taxpayers and tax intermediaries. It concluded that there was significant scope to influence the
“‘demand side” of aggressive tax planning arrangements in relation to large corporate taxpayers. It
encouraged taxpayers and tax authorities to engage in a relationship based on co-operation and trust. The
study spelled out how more co-operative relationships between taxpayers and tax authorities could be
established and described a conceptual framework for these relationships, which it termed “the enhanced
relationship”. It recommended that tax authorities aim to establish a tax environment in which trust and co-
operation could develop so that enhanced relationships with large corporate taxpayers and tax advisers
could be established.

The report described two pillars as the basis for enhanced relationships between large corporate taxpayers
and tax authorities, as follows:

e In dealings with taxpayers, tax authorities demonstrate understanding based on commercial
awareness, impartiality, proportionality, openness through disclosure and transparency, and
responsiveness; and

¢ In dealings with tax authorities, taxpayers provide disclosure and transparency.

Later work carried out by the Forum on Tax Administration, contained in the report Co-operative
Compliance: A Framework, found that while those two pillars were still valid, significant new issues had
emerged as these approaches had matured and become more widespread (OECD, 2013g1j). One of these
was the development of compliance risk management strategies by tax authorities that focus more broadly
on effectively influencing and improving taxpayer compliance behaviour. This work noted that the
development of co-operative relationships with large businesses was embedded in these strategies. In
addition, businesses’ internal tax control frameworks had emerged as a key tool to disclosure and
transparency.

Based on a consensus view of jurisdictions participating in this work, the report coined the term “co-
operative compliance” to describe the concept more accurately as it not only references the process of co-
operation but also demonstrates its goal as part of the tax authorities’ compliance risk management
strategy: compliance leading to payment of the right amount of tax at the right time.

In a cross-border context, mutual trust may greatly benefit both parties. On the one hand, the taxpayer
provides complete disclosures that include relevant information and tax risks and is transparent to the tax
authority. Taxpayer transparency will ease the tax authorities’ task of risk analysis and allow them to
allocate resources (e.g. tax audits) to taxpayers or economic activities whose tax risks are higher. On the
other hand, taxpayers’ commitment to disclosure and information transparency may significantly reduce
the extent to which the tax authorities review taxpayers’ obligations or seek to audit the returns they submit,
thereby markedly increasing taxpayers’ legal certainty.

Such good practice was developed in jurisdictions where a strong trust relationship already exists between
the tax authorities and most large local taxpayers. Box 6.8 presents recent experiences in co-operative
compliance and Box 6.9 an example of co-operative compliance as used in the United Kingdom.

Practical commitments from businesses in terms of transparency can include the following:

e To provide information in an accurate and timely manner when requested by the tax authorities, either
upon specific request/tax control procedure or to comply with existing reporting obligations. This
disclosure commitment must be balanced against the legal limitations on providing personal
information to third parties and to the tax authorities, such as laws on data protection.
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To establish an internal tax control framework (TCF) to prevent, detect and deter tax risks at their
earliest stage. The implementation and the practical application of the TCF may be monitored by the
tax authorities (OECD, 2016ys2)).%

To use appropriate communication channels with the tax authorities to raise relevant tax issues before
submitting the tax return or fulfilling other tax obligations.

To raise tax authorities’ awareness of distortions of competition detected in the market due to non-
compliance.

Tax authorities in such a co-operative framework must, in return, offer the appropriate transparency in the
application and interpretation of the law and in their decision-making criteria. Tax authorities should also
commit themselves to offering general taxpayer guidance. For this purpose, tax authorities’ measures to
increase transparency can include the following:

Provide permanent and easy-to-access assistance to the taxpayer in addressing whatever doubts or
concerns it may have when interpreting the law. Providing information and assistance in English and
in the language(s) of the jurisdiction’s main trading partners in addition to the national language(s) is
particularly important in achieving high levels of compliance from non-resident businesses. It is
important to note in this context that English will often have been the default language for the
development of the underlying technology for accounting and tax compliance systems, even in hon-
English speaking jurisdictions. Making relevant information available in English can thus contribute
considerably to facilitating ease of compliance.

Provide tax rules in downloadable electronic format.

Provide early and complete information of legislative changes and of any relevant case law or
administrative guidance, especially when the criteria on which authorities and judges base decisions
differ from previous criteria.

Create and maintain an easily accessible and up-to-date channel for questions and answers.

Maintain easily accessible and responsive communication channels such as e-mail address, telephone
contact points, etc.

Involve the relevant stakeholders in the law-making process, so that they may offer their opinions and
suggestions before the law is approved. This commitment can take the shape of public consultations,
studies of impact and the like.

Establish permanent fora where businesses and tax authorities can regularly meet to share their
experiences, concerns and proposals to improve the management of the tax system.

To prevent subsequent misunderstandings, this exercise in mutual transparency is ideally put into practice
before the submission of VAT returns, so that taxpayers can make decisions with full information in their
hands. The aim of this early dialogue and exercise of transparency is that there should be no surprises
regarding tax obligations, either for the tax authorities or for the taxpayers, thus also avoiding the risk of
costly and burdensome litigation.

99 Chapters 2, 3 and 4 of the Report highlight the value of internal Tax Control Frameworks especially when this
internal system is monitored by the tax authorities.
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Box 6.8. Recent experiences in co-operative compliance

Chapter 2 of the OECD report Co-operative compliance: a framework. From enhanced relationship to
co-operative compliance identified more than 20 jurisdictions® worldwide that at the time the report
was published had some kind of co-operative compliance programme in tax matters, either formal (in
the shape of explicit regulations) or informal (in the shape of regular actions) (OECD, 2013(syy).

The co-operative compliance programmes worldwide are not alike. Each jurisdiction implements such
programmes according to its particular framework in terms of the size of taxpayer businesses, the most
relevant economic activities in the country, the predominant tax in terms of revenues, the capacity of
the tax authorities to fulfil their commitments, the voluntary or mandatory disclosure rules, and whether
entry into the programme is based upon application or invitation, etc. (OECD, 2013s1j). Regarding co-
operative compliance programmes, one size does not fit all.

Co-operative compliance programmes worldwide include mostly large companies, as these companies
have the resources needed to create an internal tax control framework and to maintain contacts with
the tax authorities on a regular basis.

Generally speaking, co-operative compliance programmes initially have largely focused on direct
taxation of large multinational companies (transfer pricing, profit allocation for corporate tax purposes,
fixed establishment, etc.). Against the background of the growing international dimension of VAT-
compliance, particularly in the context of cross-border digital trade growth, however, there is also a
growing interest to apply co-operative compliance approaches to support VAT compliance by non-
resident suppliers and digital platforms.

A co-operative approach to VAT policy design has notably been embraced by the OECD! and the
European Union1% that have created working groups and fora, along with frequent conferences and

100 The Table 2.1 in Chapter 2 of the report mentions Australia; Austria; Canada; Denmark; Finland; France; Germany;
Hong Kong, China; Hungary; Ireland; Italy; Japan; Netherlands; New Zealand; Norway; Portugal; Russian Federation;
Singapore; Slovenia; South Africa; Spain; Sweden; United Kingdom and United States.

101 At the OECD, Working Party No. 9 (WP9) brings together tax officials from member jurisdictions for policy debate
and development of internationally agreed standards in the area of VAT/GST. The OECD hosts regular meetings for
WP9 bringing together VAT officials of member jurisdictions and business representatives and academia to consult on
issues that are relevant to WP9’s work. Every 18 months, the OECD hosts the Global Forum on VAT gathering VAT
officials from OECD member countries and non-OECD economies and international organisations worldwide together
with  representatives from  global business and academia. For more info, see notably:
https://www.oecd.org/ctp/consumption/vat-global-forum.htm.

102 | the European Union, the VAT Forum offers a regular discussion platform where businesses and VAT authorities
meet to discuss how the implementation of the VAT legislation can be improved in practice. This has included meetings
and working papers devoted to co-operative compliance approaches, among others, such as a cross-border rulings
project, double taxation dialogue, or a guide on administrative co-operation between Member States and businesses.
For more info, see: https://ec.europa.eu/taxation customs/business/vat/eu-vat-forum_en.

Furthermore, under the FISCALIS budget program, regular conferences and workshops are devoted to VAT. For
example, ahead of the implementation of the VAT e-commerce legislative package that entered into force in mid-2021,
two workshops were held gathering over 100 representatives of tax authorities, business and academia, to discuss a
wide variety of concerns, interpretations, practical difficulties, etc., regarding the implementation of the future VAT
legislation. As a result of this permanent dialogue, a set of practical Explanatory notes was published by the EU
Commission. For additional information, see: European Commission (2020), Explanatory notes on VAT e-commerce
rules at https://ec.europa.eu/taxation_customs/system/files/2020-12/vatecommerceexplanatory 28102020 en.pdf.
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events, to facilitate consultation between business community representatives and the participating
jurisdictions.

The publication of lists of businesses that agree to co-operative compliance arrangements may help to
promote engagement in such arrangements. Public recognition of a positive attitude towards compliance
can serve as an important incentive for businesses in this respect.

Box 6.9. Jurisdiction example: United Kingdom’s compliance agreements with online
marketplaces

The United Kingdom has published guidance for online marketplaces in co-operating with the tax
administration (HMRC) for the purposes of VAT compliance. The agreement is intended to foster a
collaborative relationship between the tax administration and online marketplaces to promote VAT
compliance by users of the marketplaces which is underpinned by a set of legal obligations on the online
marketplaces and a set of legal powers of the tax administration. The co-operation agreement includes
commitments for collaborative working arrangements, exchanges of data and timeliness of responses
to evidence of non-compliance.

To encourage marketplaces to engage in this co-operative compliance arrangement, the tax
administration publishes the list of all online marketplaces that sign up to this agreement. In the event
that a signatory does not comply with this agreement the tax administration will remove it from the list.

After the introduction of a full liability regime for platforms in the United Kingdom in January 2021, the
compliance agreements remain especially relevant for types of sales that may fall outside the scope of
this regime.

Source: UK HMRC, Tackling online VAT fraud and error - the role of online marketplaces in co-operating with HMRC (The agreement) at

https://www.gov.uk/government/publications/hmrc-and-online-marketplaces-agreement-to-promote-vat-compliance/tackling-online-vat-
fraud-and-error-the-role-of-online-marketplaces-in-co-operating-with-hmrc-the-agreement.

6.7. Enforcement and related measures to address non-compliance

Guide to subsection 6.7.

Section Theme Page
6.7.1 VAT registration and assessment by tax authorities 271
6.7.2. Interest charges 272
6.7.3. Administrative penalties 273
6.7.4. Criminal prosecution 275
6.7.5. Debt recovery considerations for non-residents 275
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Despite the efforts of tax authorities to facilitate compliance by non-resident suppliers and digital
platforms, non-compliant conduct can nevertheless occur. To address and discourage such non-
compliance, appropriate enforcement measures should be adopted and implemented.

When tax authorities can demonstrate effective enforcement of prevailing law, the behaviour of potentially
non-compliant taxpayers can be influenced when they recognise the adverse consequences of non-
compliance.

6.7.1. VAT registration and assessment by tax authorities

Most tax authorities already have laws that allow the compulsory registration and default assessment of
VAT liabilities where taxpayers refuse to comply with their VAT obligations. In the same manner, these
consequences can be applied to non-resident suppliers and digital platforms that refuse to comply with
their obligations under a jurisdiction’s vendor collection regime for VAT on international supplies of
services, intangibles, and low-value imported goods. These actions may notably be considered as
compliance actions of last resort following a tax authority’s audit activity.

Throughout the audit process tax authorities may wish to provide the opportunity to non-resident
businesses to either engage or re-engage willingly. This approach often has a positive impact on future
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compliance by the taxpayer. However, if a non-resident chooses not to comply, tax authorities should be
prepared, and have a legal basis to register the entity for VAT purposes, calculate the VAT liability and
issue an assessment, impose an administrative penalty and, where necessary, take available recovery
action for the debt.

6.7.2. Interest charges

The primary objective of regimes requiring the payment of interest on tax payments in arrears is to ensure
that governments receive the present value of taxes that are legally due by compensating them for the
deprivation of the use of tax revenues that are not paid on time (Waerzeggers, 2019(s3)). Taxes paid after
the due date have a negative net financial impact on tax revenues. As the public treasury expects to obtain
revenues at the proper time to use them for public investment and expenditure, late payment must be
discouraged and the financial consequences compensated, as in the case of any creditor whose scheduled
loan repayments are belatedly settled. In addition, requiring compensation from taxpayers that pay their
taxes late avoids distortion of competition with compliant taxpayers.

The legal responses to late tax payments vary notably across jurisdictions. In some jurisdictions, an above-
market interest rate is applied to the late payments. In other jurisdictions, specific fixed surcharges based
on a percentage of the overdue amounts are applicable. The surcharge percentage may vary depending
on how long the payment has been overdue. A mixed system including interest rates and surcharges is
also applicable in certain jurisdictions. In some jurisdictions, specific interest rates or surcharges apply only
when the taxpayer makes a late payment as a result of a spontaneous regularisation, whereas harsher
penalties are applied to tax shortfalls discovered by the tax authorities. In other jurisdictions, when the tax
authority identifies the unpaid tax, a combination of increased interest rates and penalties may be applied.

To avoid discrimination and unfair distortion of competition in favour of non-established taxpayers, the
domestic legal framework for discouraging late tax payments should apply equally to all taxpayers in the
same manner regardless of whether they are established in the taxing jurisdiction. Prescribing clear rules
in general tax law and ensuring public awareness of the consequences of late payments are recommended
regardless of the taxpayer’s residence.

6.7.3. Administrative penalties

An administrative penalty is a non-criminal remedy for a party’s violation of laws or regulations. Penalties
are often intended to achieve greater compliance by deterring certain undesirable behaviours
(Waerzeggers, 20193)). This subsection focuses on monetary sanctions or fines.

These sanctions are most appropriate for addressing non-compliant behaviours that are easily detectable
and in situations where they can be consistently enforced (Waerzeggers, 2019s3)). This could be the case
for domestic customers deliberately misrepresenting themselves as businesses in order to avoid VAT
charges.

The imposition of administrative penalties in hon-compliance cases that are of a less egregious nature
enables such cases to be taken out of the criminal justice system, thus easing the burden on the criminal
courts and ensuring faster and more efficient resolution of such cases. In addition, administrative offences
typically require a lower standard of proof than criminal offences and therefore can have a greater deterrent
effect as non-compliant behaviours are penalized more consistently and predictably (Waerzeggers,
201983)).

In principle, administrative penalties applicable to non-resident suppliers and digital platforms under a
simplified compliance regime should follow the same fundamental principles that are applicable to
domestic taxpayers. When no specific penalty provisions exist in current legislation or when the existing
provisions are not clear, jurisdictions are advised to adopt legal provisions explicitly providing that penalties
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may be imposed also on non-resident businesses for infringements of domestic obligations, when they fall
within the scope of the obligations.

6.7.4. Criminal prosecution

In response to, or to prevent, serious infractions, jurisdictions may consider taking proportionate measures
including the application of criminal sanctions.

Most taxpayers comply with their obligations. However, some of them may persevere in being non-
compliant and use any means to evade their tax obligations. It is in respect of those taxpayers, for whom
support and monitoring does not improve compliance, that criminal law may play an important role (OECD,
201784)).

Tax evasion is usually considered a criminal offence across jurisdictions. However, the specific domestic
criminal law provisions vary notably worldwide, as the defined actions and criminal sanctions will not be
the same in all jurisdictions (OECD, 2017g4).

Box 6.10. Use of terminology ‘Evasion’

There is no common OECD definition of the term evasion. However, this concept is covered in the
OECD’s Glossary of Tax Terms'®, as follow:

e Evasion: A term that is difficult to define but which is generally used to mean illegal arrangements
where liability to tax is hidden or ignored, i.e. the taxpayer pays less tax than it is legally obligated
to pay by hiding income or information from tax authorities.

The foregoing definition is used for illustrative purposes only. It might not reflect the specific definitions
that may exist in a national context.

Evasion could include the falsification or suppression of evidence or making false statements that result in
VAT not being remitted to a jurisdiction or that lead to inappropriate refunds being obtained from a
jurisdiction.104

In the context of a simplified compliance regime, evasion could include the following behaviours of non-
resident suppliers or digital platforms:

e Charging VAT to final consumers and deliberately failing to remit such tax to the tax authorities as
required;

e Not charging and remitting VAT by fraudulently treating supplies as out of scope of the vendor
collection regime;

e Fraudulently making input VAT refund claims, if applicable, e.g. under a separate refund procedure for
non-resident businesses or through the regular (domestic) procedure.

Jurisdictions should assert their powers to prosecute serious VAT offences committed under a simplified
compliance regime. International co-operation is likely to be necessary for the practical application of these
measures. This includes the use of a number of tools, such as information sharing and evidence collection,
witness questioning, execution of seizure orders, and even joint investigation.

The appropriate legal basis for such mutual co-operation between jurisdictions may be included, for
instance, in bilateral or multilateral tax conventions, exchange of information agreements, mutual

103 oECD Glossary of Tax Terms are available at https://www.oecd.org/ctp/glossaryoftaxterms.htm

104 The Guidelines, para 4.27 page 109.
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assistance packages and agreements.'%® Box 6.11 provides an overview of the main legal instruments for
international co-operation in criminal matters. In the absence of a specific convention, jurisdictions may
apply the principle of reciprocity in evaluating their willingness to co-operate in practice.

It is important to note that international requests for co-operation in connection with tax crimes can face
legal challenges based on the invocation by the requested party (or by the taxpayer under investigation
once aware of the request) of the principle of double incrimination. According to this principle, the requested
jurisdiction could co-operate only insofar as the same conduct is considered a tax crime under its domestic
criminal laws.

Box 6.11. Instruments for International Co-operation in Criminal Matters

Model Treaty on Mutual Assistance in Criminal Matters

The UN Model Treaty on Mutual Assistance in Criminal Matters (“MT”)'°® aims to provide a framework
for jurisdictions interested in negotiating and concluding bilateral agreements to improve co-operation
in matters of crime prevention and criminal justice.

According to the MT, Parties shall afford to each other the widest possible measure of mutual assistance
in investigations or court proceedings in respect of offences the punishment of which, at the time of the
request for assistance, falls within the jurisdiction of the judicial authorities of the requesting State.°’

The MT does not apply, among other areas, to the arrest or detention of any person with a view to the
extradition of that person.

OECD Model Tax Information Exchange Agreement

The OECD Model TIEA provides for assistance in exchange of information that is foreseeably relevant,
among other areas, to the investigation or prosecution of tax matters. Therefore, TIEAs that follow the
Model Agreement also apply to criminal tax matters.%®

International Criminal Police Organisation (‘Interpol’)

105 5ee principle 9 of OECD (2017), Fighting Tax Crimes, at https://www.oecd.org/tax/crime/fighting-tax-crime-the-ten-
global-principles.pdf, which mentions the following co-operation agreements: information sharing agreements (such
as TIEAs), agreements for exchange of information and administrative assistance, bilateral tax treaties and other
instruments (such as the Multilateral Convention on Mutual Administrative Assistance in Tax Matters), as well as
agreements for co-operation in using investigative and coercive powers (such as Mutual Legal Assistance Treaties).

106 5ee Model Treaty on Mutual Assistance in Criminal Matters at
https://www.unodc.org/pdf/model_treaty mutual_assistance_criminal _matters.pdf

107 Mutual assistance may include: (a) taking evidence or statements from persons; (b) assisting in the availability of
detained persons or others to give evidence or assist investigations; (c) effecting service of judicial documents; (d)
executing searches and seizures; (e) examining objects and sites; (f) providing information and evidentiary items; (g)
providing originals or certified copies of relevant documents and records, including bank, financial, corporate or
business records.

108 see OECD Agreement on Exchange of Information on Tax Matters at https://www.oecd.org/ctp/exchange-of-tax-
information/2082215.pdf
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Interpol*®® is the world’s largest international police organisation, with 194 member countries.*° Interpol
aims to ensure and promote the widest possible mutual assistance between all criminal police
authorities and to establish and develop all institutions likely to contribute effectively to the prevention
and suppression of ordinary law crimes.

Interpol provides for a wide number of co-operation instruments, including exchange of information
through the General Secretariat; notices!'! and diffusions''?; specialised teams and police trainings;
and criminal intelligence analysis.

Source: Chapter 4 of the OECD report (2012), International Co-operation against Tax Crimes and Other Financial Crimes: A catalogue of
the main instruments at https://www.oecd.org/ctp/crime/international-co-operation-against-tax-crimes-and-other-financial-crimes-a-
catalogue-of-the-main-instruments.htm

6.7.5. Debt recovery considerations for non-residents

The collection of VAT debts is a major challenge for tax authorities in many jurisdictions. The OECD has
also acknowledged that tax debt management can be particularly challenging when it involves the recovery
of debts owed in one jurisdiction where the debtors and the assets are located in another jurisdiction
(OECD, 2020ps)). Whatever the underlying cause, where voluntary compliance cannot be achieved
through direct contact with a debtor, then national powers to take direct action can be limited. In general,
such powers only apply within a jurisdiction and debts are not directly enforceable in another jurisdiction.

Co-operation and collaboration between tax authorities has become ever more critical in an age of
globalisation and the field of debt collection is no exception. The nature of e-commerce, where supplies of
services, intangibles and of low-value goods are increasingly made from outside the jurisdiction, leads to
an increasingly important share of jurisdictions’ VAT taxpayer populations being located abroad. The only
assets available to service a tax debt may then also be located abroad and outside of the direct legal reach
of the taxing jurisdiction. While these assets often may not have been identifiable in the past, in recent
years the ability to access information on financial assets held by taxpayers abroad has increased
markedly. Under the Common Reporting Standard (CRS), in particular, information was exchanged
between more than 100 jurisdictions in respect of more than 80 million financial accounts in 2019, with a
total value exceeding EUR 10 trillion (OECD, 2020is6)). The CRS has shown the extent of financial assets
held outside the jurisdiction of tax residence and has become an important source of information in some
jurisdictions for tax debt collection purposes.t!3

109 Interpol’s structure, aims and objectives are outlined in its Constitution, the Organisation’s main legal document,
which came into force in 1956. In addition to the Constitution, a number of other fundamental texts make up Interpol’'s
legal framework. These include (a) The General Regulations; (b) Rules of the Procedure of the General Assembly; (c)
Rules of the Procedure of the Executive Committee; (d) Financial regulations; (e) Rules governing the processing of
information; (f) Rules on the Control of Information and access to Interpol's File.

110 5ee https://www.interpol.int/Who-we-are/Member-countries

111 Interpol Notices are international alerts allowing police in member countries to share critical crime-related
information. Notices are published by Interpol’s General Secretariat at the request of National Central Bureaus (NCBs)
and authorised entities.

112 This is less formal than a notice but is also used to request the arrest or location of individual or additional
information in relation to a police investigation. A diffusion is circulated directly by an NCB to the member countries of
their choice, or to the entire Interpol membership.

113 The ability of a tax authority to use such information for collection purposes will depend on that jurisdiction’s
domestic legal framework. For example, some tax authorities do not have the legal authority to use CRS information
for collection purposes.
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Box 6.12. The Common Reporting Standard

The OECD Standard for Automatic Exchange of Financial Account Information in Tax Matters, the so-
called Common Reporting Standard (CRS), developed in response to the G20 request and approved
by the OECD Council on 15 July 2014, calls on jurisdictions to obtain information from their financial
institutions and to automatically exchange that information with other jurisdictions on an annual basis.
It sets out the financial account information to be exchanged, the financial institutions required to report,
the different types of accounts and taxpayers covered, as well as common due diligence procedures to
be followed by financial institutions (OECD, 2014s7)). The first exchanges took place in September 2017
involving around 50 jurisdictions. A similar number of jurisdictions began exchange in September 2018
and currently over 100 jurisdictions now exchange information on financial accounts under the CRS
annually.

Source: Table 1.2 in OECD (2020) Tax debt management network: Enhancing international tax debt management (OECD, 2020ss)).

6.7.5.1 Freezing of any identified domestic assets

Just because a supplier or digital platform is not resident in a jurisdiction, does not automatically mean that
it has no assets there. Tax authorities can use available third-party arrangements with other government
and non-government entities to identify assets such as property, IT proxy servers, and even local bank
accounts in some instances. Where these assets exist, tax authorities may have the power to apply in
court to obtain freezing orders pending settlement of outstanding tax debt, allowing them a bargaining
position which may be particular important where non-resident taxpayers doubt the tax authority’s power
to recover assessed VAT debt from them.

Box 6.13. Jurisdiction example

In Australia, the Commissioner will generally apply to the court for a freezing order where it is concluded
that actions of certain tax debtors to dispose of or deal with assets present an unacceptable level of risk
to payment of the tax liability or the enforcement of a judgment. This can include assets held by third
parties which are under the control of taxpayers or where assets have been transferred in sham
transactions. Freezing orders are only used in high-risk cases where the amount of the debt is also
significant, given the substantial costs of taking such action. This may vary depending on several
factors, including the complexity of the matter and the extent of litigation required. To justify a freezing
order there must be, in the view of the court, a real risk that in the absence of an injunction, any assets,
wherever located, will be dealt with such that the debt cannot be recovered. Consequently, the
Commissioner as an applicant for a freezing order must demonstrate a good arguable case against the
tax debtor.

Source: OECD (2020) Tax debt management network: Enhancing international tax debt management (OECD, 2020ss)).

6.7.5.2. Garnishment of financial transactions

Many tax authorities have garnishee powers that allow them to seize assets of taxpayers to recover debt.
The ADB reports that the garnishment of salaries and other property and the acquisition of liens on assets
are often found to be among the more efficient collection enforcement powers of revenue bodies (see also
Table 6.8) (ADB, 2020sg)).

Garnishee notices can be issued to:
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e A bank or other financial institution, allowing possible access to current, savings or credit card
accounts;

e An employer, to access wages of the debtor;

e Debtors of the taxpayer;

e The taxpayer’s superannuation fund, although it will not be effective until the benefit is attached;
e Life insurance policies, although not effective until moneys become payable;

e A company in which the taxpayer holds shares, any payable dividends;

e Sale proceeds of property, in respect of equity in the taxpayer’s property.

Box 6.14. Jurisdiction example: Garnishment as an enforcement tool in Jamaica

In its continuing efforts to identify and bring tax evaders and avoiders to book, the Tax Administration
of Jamaica (TAJ) has introduced another strategy to bolster its enforcement and compliance activities
with the introduction of Garnishment. Garnishment refers to a process where a notice is served on a
person for the purpose of legally seizing money belonging to a debtor. Garnishment has always existed
under the laws of Jamaica.

The concept is incorporated into the Tax Collection Act (the TCA). Where taxes are owed, Section 40B
of the TCA allows the Commissioner General, TAJ, to issue a Notice of Garnishment and have it served
on a third party. Garnishment will be done only when the Commissioner General is unable or unlikely
to be able to collect from the tax debtor himself. Garnishment may be pursued where the taxpayer owes
taxes and the Commissioner General is unable to collect from the tax debtor and is unable to make a
satisfactory arrangement for the payment.

The Commissioner General must determine or have reasonable cause to believe that a third party
holds, controls or has custody of money belonging to the tax debtor or the third party is liable to make
a payment to the tax debtor or the third party will, within one year, be liable to make a payment to the
tax debtor. Outstanding money is recovered using a Garnishment Notice which informs a third party
that he/she is required to pay over to the Commissioner General, monies belonging or due to the tax
debtor, for the satisfaction of the tax debtor’s debt.

Source: Jamaica Ministry of Justice, The Tax Collection Act (2013) at https://moj.gov.jm/laws/tax-collection-act-0; also see the press release
“Garnishment Policy now in effect at TAJ.”

Table 6.8 is an analysis of the APAC region undertaken by the Asia Development Bank in relation to the
use of garnishee powers on salaries and other property by tax authorities.

Table 6.8. Examples of use of garnishee powers in the APAC region, 2018

Number of regimes in the survey where the power:

Number of regimes in

APAC subregions the survey

Is often used Is rarely used Exists but is never used

Central and West Asia 8 4 3 1

East Asia 6 2 3 1
Pacific 6 5 1

South Asia 5 2 3

Southeast Asia 12 8 1 3

Source: ADB (2020), A comparative analysis of Tax Administrations in Asia and the Pacific (ADB, 2020ss)).
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A significant challenge in adopting a garnishee approach to non-resident businesses is that it has to be
applied to transactional amounts. This in effect means that the garnishee may need to remain in place for
an extended period until the sum of transactions subject to the garnishee reaches the tax debt sought to
be recovered. Another issue to consider, which will depend on national laws, is whether garnishee action
can be applied to money that is in a foreign currency. For example, the term “money” in Australia’s taxation
law (general garnishee power) does not include foreign currency.

6.7.5.3. Administrative co-operation with a view to enforcing VAT collection (debt recovery)

This topic relates to the utilisation of assistance in recovery articles in tax treaties and the Multilateral
Convention on Mutual Administrative Assistance in Tax Matters (MAAC) and is discussed in detail in
subsections 6.8.2 and 6.8.3.

6.7.6. Payment intermediary withholding regime as a backstop to deal with non-compliant
suppliers

6.7.6.1. Introduction and evaluation

VAT withholding schemes are fairly common in some regions of the world. The objective of these schemes
is to ensure VAT collection at points in the supply chain where there is greater informality or in sectors
where there are high levels of evasion. To achieve this objective, tax authorities designate agents to
withhold the VAT due on taxable supplies by domestic suppliers from the payments made for these
supplies and remit it to the tax authority. This can be considered as an advance payment of the suppliers’
VAT obligation, which may correspond to all or just a portion of the VAT due on the supplies in question
(depending on the VAT withholding rate).

Similarly, payment intermediaries could, in principle, play a role in the collection of VAT from non-resident
suppliers and digital platforms by assuming the obligation to withhold VAT due (in whole or in part) on
supplies made by these businesses when they process the payments for these supplies, and to remit the
withheld tax to the taxing jurisdiction’s treasury. In practice, such a withholding system may often either
require the payment intermediary to withhold a part of the remittance or to charge the VAT due in addition
to the price of the transaction, i.e. a mark-up on the sales price.

Research and experience show that the use of withholding schemes to collect VAT via financial
intermediaries present considerable challenges in an international context, which make them unsuitable
as the primary tool for the collection of VAT on international supplies of services, intangibles and low-
value imported goods by non-resident businesses. A withholding scheme could, however, be
considered as a targeted fall-back enforcement option under a vendor collection regime against
persistently non-compliant non-resident suppliers and digital platforms.

6.7.6.2. Challenges faced by financial intermediaries under a withholding regime

The principal challenges and practical difficulties that financial intermediaries may encounter under a
withholding obligation in respect of payments made by customers for international supplies of services,
intangibles and low-value imported goods by non-resident businesses include the following:

e Critical lack of VAT-relevant data. Financial intermediaries generally have only limited access to
information regarding the underlying transactions for which they facilitate payments and therefore
they rarely possess the transactional data needed to make a correct VAT withholding decision.

During the payment process, financial intermediaries typically collect and store payment-relevant
data such as the vendor and the purchaser account information (name, address, bank details).
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Information collected by traditional financial institutions, such as retail banks and credit card
companies, will generally be limited to what is necessary to validate a credit or debit card’s
authenticity or to confirm that sufficient funds (or credit) are available on the purchaser’s account
to pay for the purchase. Information collected will generally not include the nature of the underlying
transaction (sale of goods or of services, other transfers), the nature of the items being sold, the
place where they are delivered or their tax treatment. Emerging new types of payment
intermediaries may not collect more information, unless they are strongly connected to the vendor
and have access to the sale data.''* This information will often be largely inadequate to determine
whether a payment relates to a transaction that is subject to VAT in the jurisdiction from where it
originates, let alone to make a correct determination of the VAT liability where a payment is made
as consideration for a transaction that is subject to VAT.

Among other items, a VAT withholding agent will need to know the following:

o Whether the payment is made as consideration for a transaction (supply of services,
intangibles, goods) that may be subject to VAT;

o When the payment is made as consideration for a supply that may subject to VAT, the nature
of the goods, services or intangibles for which the payment is made, as well as;

o The VAT status of the payment recipient (taxable business or private individual); and

o The location and VAT status of the person making the payment (resident or not; business or
private individual).

These elements are critical for determining:

o Whether the payment relates to a supply that is subject to a VAT-withholding obligation, which
includes determining the taxable business status of the supplier and determining the place of
taxation of the underlying supply.

o The amount of VAT to be withheld, which requires knowing the applicable rate (standard rate
or reduced rate) and the possible application of exemptions or other specific or preferential
regimes. This is particularly challenging for payments relating to complex supplies involving a
mix of goods and services that may be subject to different rates and treatments.

The payment infrastructure that banks and other financial intermediaries use for executing
international payments does not generally permit routine inclusion of the type of detailed
transactional information that is required to make these VAT determinations.

Even if they were to have access to these data, the task of analysing each set of these data will
generally be far too complex to reach a correct withholding decision for the vast volumes of
payments that they process on a daily basis.

The complexity for financial intermediaries of determining the correct VAT treatment of payments
that may be subject to a withholding obligation creates considerable risks of both under-taxation
and of over-taxation or double taxation, with the potential effect of inadvertently infringing the taxing
rights of other jurisdictions.1%

e Implementation and operational costs for financial intermediaries. In all models for financial
intermediary withholding, the banks and payment service providers (PSP) can incur considerable

114 BEPS Action 1 Report, p. 208.

115 This could, for instance, be the case where a consumer uses a bank card with a financial institution in its own
jurisdiction to pay for purchases that are not subject to VAT in that jurisdiction, e.g. a hotel booking in a foreign country,
through the supplier's website or via a digital platform. Or the consumer may purchase goods for delivery, perhaps as
a gift, to someone resident in another jurisdiction. Undue taxation may also occur when payments are made between
private individuals in relation to transactions that are outside the scope of VAT (consumer-to-consumer, C2C
transactions).
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implementation and operational costs, which they may decide to pass on to consumers, suppliers
or tax authorities. In addition to building and implementing a withholding mechanism, financial
intermediaries can also face significant compliance burdens in relation to tax audits and monitoring
to ensure that any transactional reporting processes adhere to jurisdictions’ privacy and data
protection laws.

Business systems difficulties. The accounting and reporting systems of both non-resident and
domestic business customers have been found to face considerable difficulties in reconciling the
correct accounting treatment of transactions where VAT has been withheld by a third-party financial
intermediary. This has a notable impact on the ability of accounting software programming to
effectively model the consequences of transactions for cash flow and for creditor and contingent
liability balances.

Further administrative complexity and compliance costs are likely to arise where withholding agents
are not able to distinguish between payments made by taxable businesses and private individuals
and where VAT is thus withheld on payments made by both. This is likely to create considerable
complexity for domestic businesses in the absence of a clear and transparent mechanism for them
to determine whether VAT has been withheld or not from their payments for purchases to non-
resident businesses (and whether they may have a reverse charge obligation) and, if so, to support
their claims for the deduction of input VAT that has been withheld by the financial intermediary.

Difficulties in making corrections, including in processing refunds. The processing of VAT
refunds following restitution by a supplier or a platform of amounts paid by consumers due to
corrections, cancellations of purchase orders or returned items creates significant challenges when
the VAT was withheld by a financial intermediary under a withholding obligation. Because the
supplier never actually received the portion of the proceeds relating to VAT, it may object to having
to issue refunds to consumers that include the VAT. Financial intermediaries that withhold or
charge the VAT in their role as withholding agents may experience significant challenges in
identifying and verifying the validity of requests they receive from consumers and suppliers to
process VAT refunds. The tax authority may be faced with the difficult challenge of verifying the
considerable volumes of requests for refunds of VAT that may have been remitted by financial
intermediaries as withholding agents but that the administration may not be able to reconcile with
the refund requests they receive. These requests for VAT corrections or refunds are likely to be
significant particularly in respect of online sales, where consumers often return purchased items to
the suppliers.

Risks of evasion and avoidance. Consumers may often have the means to avoid and evade VAT
payment obligations, especially through the use of credit or debit cards and other payment
instruments that are issued or administered by banks, financial institutions and other PSPs outside
traditional, domestic banking. The avoidance opportunities available to consumers include the
increasing number of alternative online payment options such as digital wallets administered by
non-resident PSPs and the use of cryptocurrencies. Gift cards and vouchers offer an additional
means of avoiding financial intermediary withholding.116 The possibility of circumventing VAT law
and obtaining lower prices may create an incentive to shift the use of payment services away from

116 vouchers are among the alternative payment methods that may often be used in an online sales environment. A
voucher is an instrument that gives consumers access to goods or services under defined conditions. Businesses
increasingly offer them to consumers in both online retail and traditional commerce. Financial intermediaries normally
do not intervene in a payment that is made by means of a voucher. As with other types of alternative payment methods,
tax authorities that rely on a VAT withholding obligation of VAT collection in respect of international supplies will
confront practical difficulties in connection with the collection of VAT on purchases through vouchers, with respect to
which neither they nor financial intermediaries have meaningful information or control. For more details on vouchers,
see also subsection 5.2.9.7.
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the domestic to foreign service providers or providers that may outside traditional, regulated
financial markets.

e Structure of the financial system. It may be more straightforward to enforce a financial
intermediary withholding model in a jurisdiction with a heavily regulated financial services industry,
including a restricted number of participants in its retail-banking sector. However, the global trend
in most jurisdictions is directed at the reform of their financial services markets to promote a more
competitive, sustainable and less state-regulated environment involving many players in the retail
banking sector.
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Box 6.15. The list-based approach to financial intermediary VAT withholding

A number of jurisdictions around the world have taken steps to introduce VAT collection through
withholding by financial intermediaries in respect of international transactions. These are typically
targeted at online retail (B2C) sales made by non-resident online sellers and digital platforms. These
regimes have typically sought to overcome the different challenges for financial intermediaries in making
correct taxing decisions, through a relatively simple but blunt mechanism for deciding whether to
withhold VAT on a consumer payment. This involves the tax authorities producing a list of non-resident
suppliers or digital platforms that make sales to consumers in their jurisdiction. The tax authorities then
mandate that financial intermediaries withhold a specific percentage on consumer payments to
businesses on the list as a proxy for VAT. The financial intermediaries will then send the amount they
withhold directly to the tax authorities.11” The percentage would generally be the standard VAT rate in
the jurisdiction of withholding. In most instances, jurisdictions aim to restrict these lists to non-resident
suppliers of services, principally “digital” services, and to digital platforms facilitating these services.
There are few if any examples of jurisdictions seeking to undertake a similar exercise for VAT
withholding on supplies of low-value imported goods.

Major challenges with the approach of maintaining an in-scope list of non-resident suppliers relate to
ensuring it is sufficiently comprehensive and up-to-date and to guarding against inadvertent over-
taxation or double taxation of different transactions. First, although listings of in-scope non-resident
suppliers will contain many household names and recognised providers of remote international B2C
supplies, it is almost impossible for tax authorities to ensure that the listing remains sufficiently
comprehensive and up-to-date at all times. In any event, jurisdictions must dedicate resources to
ensuring they update such lists at regular intervals. Risks of double taxation and over-taxation will occur
in relation to suppliers that appear on the in-scope list but that also make supplies that fall outside the
scope of the jurisdiction’s VAT withholding regime, e.g., if the regime targets only services but a supplier
also supplies large volumes of imported goods to consumers. Suppliers that make reduced- and zero-
rated supplies face similar risks because financial intermediaries will withhold VAT at a single rate,
usually the standard rate.

This list-based approach to financial intermediary VAT withholding may create significant administrative
burden and unintentional operational costs due to the volume of requests for refunds that suppliers,
platforms and consumers make as a consequence of over- and double taxation. Suppliers and
platforms, for their respective parts could experience high levels of administrative inefficiency because
financial intermediaries are unable to achieve the correct taxing result through withholding. This would
be not least due to the burden and cash-flow impacts of the obligation to make frequent refund
applications to recover funds that financial intermediaries incorrectly withheld. Such experiences could
in turn have a longer-term detrimental effect on jurisdictions’ international trade relationships and on
their attractiveness for business investment.

The challenges faced by financial intermediary withholding regimes as highlighted in this overview make
such a regime less suitable and sustainable as a jurisdiction’s primary mechanism for the collection of VAT
on international trade. They create undue challenges for financial intermediaries, tax authorities and non-
established taxpayers that are willing to comply and whose economic activities are carried out in many
jurisdictions and subject to widely differing rules.

17 1n some instances, rather than financial intermediaries withholding a part of the remittance to cover VAT, the
purchaser faces a supplementary charge.
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6.7.6.3. Conclusions

Given the many challenges described in the previous subsection, the application of a financial intermediary
withholding regime is not recommended as a jurisdiction’s primary approach to collecting VAT for non-
resident suppliers. Nevertheless, if compliance risk treatment strategies undertaken by a tax authority are
unsuccessful in engaging non-resident businesses or digital platforms in the VAT collection process, it may
be reasonable for it to seek to enforce tax collection by requiring financial intermediaries to withhold and
account for the VAT on sales by non-compliant businesses. A targeted use (i.e. directed only at an
identified list of persistently non-compliant businesses) of this measure may limit the practical difficulties
identified above.

Jurisdictions analysing whether to introduce this type of collection mechanism should consider:

e Prioritising the vendor collection regime for non-resident suppliers and digital platforms as the basis of
their regime applicable to VAT on international digital trade.

e Using financial intermediary withholding mechanisms as an ultimate fall-back option to address
persistent non-compliance by non-resident suppliers and digital platforms, as determined by the tax
authority in the course of their compliance monitoring duties.

6.7.7. Enforcement options unigue to low-value imported goods

The physical nature of the goods may provide further enforcement possibilities. Customs authorities
typically have powers where import duty and VAT for imported goods remain unpaid. They may, for
instance, be allowed to forfeit and destroy or sell these goods at auctions to recover part of the unpaid tax.
Malaysia’s customs law,'*® for instance, provides that goods on which customs duty has not been paid
and therefore are not cleared within the stipulated timeframe, can be sold. Such type of powers could be
also used to enforce the VAT collection under a vendor collection regime.

6.7.8. Other measures

6.7.8.1. Website blocking

Certain jurisdictions have enacted provisions that allow tax authorities or other government bodies to block
the access to non-resident suppliers’ and platforms’ websites as a last resort in cases of non-compliance.
This measure would essentially block consumers from having online access to digital services or platforms
from a company that is found to be non-compliant with the domestic VAT regime.

On the technical side, there are different ways to block access, all of which present different challenges in
their practical application.*®

Jurisdictions contemplating the adoption of this measure should consider, amongst others, the following
issues:

e Possibility of circumvention: The technique used for the application of this measure may be evaded
by the non-compliant non-resident actors, by users in the taxing jurisdictions, or both. This may
negatively impact the effectiveness of the measure.

118 gection 74, Customs Act 1967, Laws of Malaysia at
http://www.customs.gov.my/ms/PERUNDANGAN%20GAZETTE/CUSTOMS%20ACT%201967.pdf

119 see Internet Society (2017), Internet Society Perspectives on Internet Content Blocking: An Overview at
https://www.internetsociety.org/wp-content/uploads/2017/03/ContentBlockingOverview.pdf. It describes a humber of
content blocking techniques oriented at illegal content.
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e Potential collateral damage: Since websites are often housed within cloud services, blocking one
could have ripple effects that block many others in the process, impacting the broader Internet
ecosystem. Blocking the access to a particular service may have unintended consequences on
businesses relying on the blocked service for their normal operation (e.g. payment service
providers).

e Privacy concerns: Several types of content blocking require the examination of the user’s traffic,
including encrypted traffic. User’s privacy may be affected during the process.?°

e Potential breach of international trade agreements: The application of this measure only to non-
resident business, i.e. not upon domestic businesses, may be inconsistent with “national treatment”
clauses.

6.7.8.2. Public VAT registers

Public VAT registers can be beneficial in incentivising non-resident suppliers and digital platforms to
register and in providing confidence to domestic businesses and customers about the compliance of
foreign competitors.

Some jurisdictions periodically publish the lists of registered non-resident suppliers and digital platforms
on their tax authorities’ websites. This measure aims at creating awareness by final consumers and is
usually complemented with schemes that allow interested parties to report the activities carried out by non-
registered businesses.

Box 6.16. Jurisdiction examples: Public VAT registers

Japan maintains a VAT register to incentivise non-resident suppliers to register and to provide
confidence to domestic businesses and customers about the compliance of foreign competitors.
Additionally the register can be used by Japanese businesses to check if they are eligible to claim a
purchase tax credit'?! in instances where they receive supplies of electronic services that are not
services classified as “B2B electronic services” that are subject to a reverse charge.

Following specific requirements under national law, Indonesia requires the appointment of entities as
“Tax Collectors” before they can legally apply and collect VAT on behalf of the Directorate General of
Taxes. Indonesia periodically publishes the lists of the appointed companies.

The United Kingdom publishes the list of marketplaces that sign up to its co-operative compliance
agreements for online marketplaces, as described in more detail in subsection 6.6.

Thailand’s Revenue Department provides a registration list of non-resident businesses.

Source: Japan'’s registered foreign business list at https://www.nta.go.jp/publication/pamph/shohi/cross/touroku.pdf; Indonesia’s VAT on
Imported Digital Products at https://pajak.go.id/en/digitaltax; Thailand’s registration list at https://eservice.rd.go.th/rd-ves-

web/search/company

It should be noted, however, that publishing the actual VAT registration numbers of non-resident suppliers
and digital platforms that have registered under a simplified compliance regime can create significant fraud
risks, particularly where this regime applies to the collection of VAT on low-value imported goods. The
importance of the VAT registration number in customs authorities’ verification processes may create an
incentive for fraudulent suppliers to appropriate the registration numbers of compliant suppliers and
inscribe them on consignments to evade inspection for import VAT by customs authorities (see also

120 |pig.

121Japan’s National Tax Agency (revised in 2016), Revision of Consumption Taxation on Cross-border Supplies of
Services at https://www.nta.go.jp/english/taxes/consumption_tax/cross-kokugai-en.pdf
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subsection 5.2.11). This may justify publishing only limited details in a public VAT register, such as the
trading and legal names of VAT-registered non-resident businesses, without including VAT registration
numbers.

6.8. The role of international administrative co-operation in enhancing
enforcement

Guide to subsection 6.8.

Section Theme Page
6.8.1. Legal bases 285
6.8.2. General features of the main forms of co-operation 287

6.8.2.1. Exchange of information (general requirements) 287

6.8.2.2. Administrative co-operation with a view to enforcing VAT collection (debt recovery) 290

6.8.2.3. Joint audits 291
6.8.3. Multilateral Convention on Mutual Administrative Assistance in Tax Matters 292

6.8.3.1. Forms of co-operation 294

6.8.3.2. Status of the MAAC in APAC - Parties and reservations concerning VAT 297
6.8.4. Making use of the MAAC to obtain compliance by non-residents 299

The International VAT/GST Guidelines recommend that jurisdictions take appropriate steps towards
making greater use of existing OECD instruments and other legal instruments for international
administrative co-operation to support the effective collection of VAT in a cross-border context.

6.8.1. Legal bases

The use of international administrative co-operation tools in tax matters requires the existence of a legal
basis between the requesting and the requested jurisdiction. The following instruments may provide such
a legal basis for administrative co-operation for tax authorities to obtain VAT-relevant data, e.g. in respect
of non-resident suppliers and digital platforms under a vendor collection regime. These instruments are
not mutually exclusive.

e Multilateral conventions, in particular the Multilateral Convention on Mutual Administrative
Assistance in Tax Matters (OECD; Council of Europe, 2011(sq)) (“MAAC”; See subsection 6.8.2). The
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MAAC is the most comprehensive multilateral instrument available for all forms of tax co-operation to
address tax evasion and avoidance. It provides for all possible forms of administrative co-operation
between states in the assessment and collection of taxes. This co-operation ranges from exchange of
information, including automatic exchanges, to the recovery of foreign tax claims.

e Bilateral tax conventions. Most bilateral double taxation treaties that provide a legal basis for the
exchange of information and mutual assistance in tax matters follow the OECD Model Tax Convention

(or the UN Model Tax Convention, similar to the OECD Model) (OECD, 2017[s0)).*%2

¢ Regional frameworks.*?3

e Taxinformation exchange agreements (TIEAs). A Model Tax Information Exchange Agreement was
released by the OECD in 2002.'?* TIEAs following the Model provide for assistance in exchange of
information that is foreseeably relevant to the determination, assessment and collection of taxes
covered by the agreement, the recovery and enforcement of tax claims, or the investigation or
prosecution of tax matters.

Each of these legal instruments designates the competent authorities in each jurisdiction to receive and
respond to requests for assistance in tax matters. In most cases, jurisdictions have not designated a
specific competent authority for VAT-related requests. It is therefore important to make clear in the request
that the request is intended for the authorities in charge of the VAT.

122 Article 26 of the OECD Model Tax Convention provides for exchange of information. Article 27 of the Model
provides for assistance in the collection of taxes. Although the “taxes covered” by the Model generally are limited to
“taxes on income and on capital” (Article 2), Article 26 and Article 27 both provide that their scope “is not restricted by
Articles 1 and 2.” Accordingly, obligations imposed by these Articles relating to exchange of information and assistance
may apply to taxes other than those on income and capital, such as value added taxes. However, prior to initiating an
exchange of information for VAT, the content of the bilateral tax convention must be analysed to ensure that VAT or
consumption taxes in general are not excluded from clauses on administrative co-operation. It must be noted, in this
respect, that this extension of the scope of Articles 26 and 27 to taxes not covered by the Convention was adopted
only in 2000. Double tax treaties adopted before 2000 and not revised since then do not normally allow for the
exchange of information and assistance in tax collection for VAT. Modern double taxation treaties on the contrary,
today regularly provide a basis for requesting information and other types of administrative co-operation in VAT.

123 an example of a high level of administrative co-operation in a Regional Area for tax recovery is the EU framework.
The legal base is provided in the Council Directive (EU) 2010/24 of 16 March 2010 and Council Regulation (EU)
904/2010 of 7 October 2010 on administrative co-operation and combating fraud in the field of value added tax at
EUR-Lex - 32010L0024 - EN - EUR-Lex (europa.eu) and EUR-Lex - 02010R0904-20200101 - EN - EUR-Lex

(europa.eu) respectively.

124 5ee https://www.oecd.org/ctp/exchange-of-tax-information/taxinformationexchangeagreementstieas.htm
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Figure 6.7. Basic process to request assistance on tax matters from a foreign tax authority

1 p 3 4 )
Check whether there Request information If the information Contact the foreign If non-compliance
is a legal instrument through competent received confirms the business directly to persists, require
supporting the authorities of both taxable activity of the require compliance further assistance
assistance request jurisdictions foreign business in (e.g. register for VAT from foreign business’
between the two your jurisdiction and/or declare the jurisdiction, legal base
jurisdictions appropriate amounts permitting
(multilateral and remit the tax due)
convention, bilateral
tax convention,
bilateral agreement or

regional agreement)

If VAT is not covered, If there is no
check with your own competent authority to
competent authority deal efficiently with
how this can be VAT requests, take
remedied action to remedy this

Source: OECD analysis.

6.8.2. General features of the main forms of co-operation

6.8.2.1. Exchange of information (general requirements)

Exchange of information may require that certain conditions are met, depending on the legal basis. Some
of those requirements are designed to avoid unnecessary burdens on other tax authorities to gather
information that the requesting tax authorities could have obtained by themselves or that have little or no
potential relevance in terms of protection of their tax revenues.

Typically, two conditions must be met:

e The request has a foreseeable relevance'?®

infringements; and

e The requesting tax authorities had previously exhausted their domestic sources of information before
asking for other tax authorities’ co-operation.

in terms of potential use to discover tax shortfalls or tax

The foreseeable relevance of the request of information can be established when, at the time of the
request, the requesting authority considers that, in accordance with its national law, there is a reasonable
possibility that the requested information is relevant to the tax affairs of one or several identified taxpayers.

The foreseeable relevance condition should avoid so-called “fishing expeditions”, i.e. requests of
information that lack a clear scope and defined purpose and are therefore unlikely to be relevant for the
tax affairs of a given person or an ascertainable group of given persons. The boundaries between
foreseeable relevance and fishing expeditions are easy to establish in theory but can be difficult to

125 gee Article 4.1 of the MAAC and Article 26 of the OECD Model Tax Convention.
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ascertain in practice. A case-by-case examination of the information requests must be made in order to
appreciate the foreseeable relevance for tax control purposes.*?®

In order to establish the foreseeable relevance of the information they are requesting, the requesting tax
authorities should provide explanations about the intended use of the requested information and why they
consider that the requested information is controlled by a person subject to the jurisdiction of the requested
authority.

In some cases, the requesting tax authority may have no prior individual identification details for the
person(s) whose information is sought, but describe a group of taxpayers who cannot be identified
individually by name or otherwise on the basis of a common set of characteristics. These types of “group
requests” will normally meet the standard of foreseeable relevance when the requesting tax authority
describes the common set of characteristics shared by the group members and offers explanations about
the potential non-compliance patterns of the group members to the requested authority.

The possibility of carrying out group requests under the standard of foreseeable relevance is of particular
importance in pursuing VAT compliance in a cross-border context. This is because the relevant information
may be under the control of a non-resident taxpayer (e.g. a digital platform operator) and may relate to
groups of suppliers/sellers sharing tax risk patterns and whose individual prior identification details would
be impossible to establish by the requesting authorities.

126 For a deeper analysis of the concept of foreseeable relevance, see the commentaries to Article 26 of the OECD
Model Tax Convention. A notable recent example of the interpretation of the concept of “foreseeable relevance”
regarding international requests of information is the case decided on 6 October 2020 by the Court of Justice of the
European Union in the cases C-245/19 and C-246/19, Etat luxembourgeois vs. B and Etat luxembourgeois vs. B and
others (available at https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:62019CA0245&rid=1). The
Court considered foreseeable relevance of a request of information possible, for instance, where such a request
indicates (1) the identity of the person who has the information in question; (2) the taxpayer subject to the investigation
that originated the request for information exchange; and (3) the period to which the latter extends. If the request refers
to contracts, invoices or payments then, even where not precisely identified, these can be foreseeably relevant if
delimited by criteria based: first, on the fact that they were respectively executed or made by the person who possesses
the information; second, in the circumstance that they were formalised during the period to which said investigation
refers; and, third, in their relationship with the investigated taxpayer.

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:62019CA0245&rid=1

| 289

Box 6.17. Model manual on exchange of information for tax purposes

The Global Forum on Transparency and Exchange of Information for Tax Purposes (Global Forum), the
World Bank Group and the African Development Bank have jointly published a new version of the Manual
on Exchange of Information.

It presents the legal and practical tools available for the exchange of information (EOI) to help jurisdictions
reap the benefits from international co-operation. It describes the key principles governing EOI and how
the different forms of EOI can assist in the detection of tax evasion and avoidance. This EOl manual has
been developed to provide a detailed guide to assist jurisdictions, regardless of their stage of
implementation of EOI, to put in place the necessary processes and procedures or to improve existing
ones to ensure effective EOI. The previous version of the manual, issued in 2013 by the Global Forum and
the World Bank Group, was dedicated to the exchange of information on request and to the spontaneous
exchange of information. This new edition covers a broader range of exchange of information tools, such
as simultaneous tax examinations allowing two or more jurisdictions to conduct simultaneous audits of
person(s) of common or complementary interest, or tax examinations abroad to collect information in a
foreign jurisdiction. The model manual can easily be tailored to address a jurisdiction’s specific needs. It
also provides checklists and various template letters to deal with the main forms of communications carried
out by EOI units.

The following diagram is an example from the manual demonstrating the process of requesting information
from another jurisdiction.

EXCHANGE ON REQUEST
—

C - Sending the request

COMPETENT COMPETENT
AUTHORITY G - Obtaining a reply to the request AUTHORITY

ding a feedback

E - Gathering inforn

TAX AUDITOR Field Officer or Third Party

Source: OECD (2021), Model Manual on Exchange of Information for Tax Purposes (OECD, 20211)).
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6.8.2.2. Administrative co-operation with a view to enforcing VAT collection (debt recovery)

Debt recovery may be needed, for instance, when the taxpayer submitted a timely and valid VAT return
under a vendor collection regime but failed to pay the tax due (e.qg. it requested to pay in instalments but
did not fulfil its duty), or where the tax authorities carried out a control procedure as a result of which a tax
assessment was made along with a VAT payment obligation. While recovering VAT debts from domestic
sellers is not without challenges, enforced debt recovery for unpaid VAT of non-resident taxpayers raises
additional challenges for tax authorities.

When a non-resident business is unwilling to pay the VAT it owes, the main difficulty in enforcing collection
of the tax due is that the taxpayer may have no assets in the taxing jurisdiction. If such assets (e.g. financial
assets, immovable property, intangible property, commercial credits, etc.) do exist, the tax authority may
seize them as collateral or freeze them to force settlement. In the absence of sufficient assets in the
jurisdiction where VAT is due, the tax authorities in this jurisdiction might have to rely on administrative co-
operation from those tax authorities where the taxpayer is established or where the taxpayer has assets
that authorities might seize.

International administrative co-operation tools for enforced tax debt collection typically cover:

¢ Requests of information that the requested authority can obtain according to its domestic law and that
may be useful for tax collection purposes.

¢ Requests to notify a taxpayer of tax assessments and orders for VAT payment made by the applicant
authority, so that the taxpayer’s right of appeal is respected at all times.

e Requests for other tax authorities to take effective action to enforce recovery of unpaid VAT debts.
This may take the form of stronger sanctions such as enforced seizures of taxpayers’ assets (financial
assets, commercial credits, properties, etc.) and typically will require the prior exhausting of any
recovery actions in the taxing jurisdiction before requesting the international administrative co-
operation.

By analogy to the analysis of procedures in connection with the exchange of information, such requests
must be based on an existing agreement between the requesting tax authorities’ jurisdiction and the
requested tax authorities’ jurisdiction covering mutual assistance for VAT recovery actions. In case of
surcharges, administrative penalties, late payment interest, etc., the instrument that provides legal basis
for the request should include these specific concepts within its scope.

The process of engaging another jurisdiction to provide assistance in recovery is relatively straightforward,
subject to relevant international agreements and domestic law in the requested jurisdictions being in place
(see Figure 6.8).

Figure 6.8. Steps in assistance in recovery

STEP 1 STEP 2 STEP 3
Tax Assessment Tax Collection Competent

STEP 4 STEP 5 STEP 6
Competent Tax Collection Tax Assessment

Authority (Requested and closure

(Requested Jurisdiction) (Requested
Jurisdiction) Domestic Law Jurisdiction)

(Applicant (Applicant Authority
Jurisdiction) Jurisdiction) (Applicant

Domestic Law Domestic Law Jurisdiction)

In Step 6, the requested jurisdiction reports on the measures taken and the final result. If the recovery was successful, the amounts recovered
are transferred to the applicant jurisdiction.
Source: OECD (2020), Tax debt management network: Enhancing international tax debt management (OECD, 2020ss)).
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Regarding the potential risks of taxpayers taking actions to avoid tax debt recovery measures (e.g. transfer
of financial assets to other jurisdictions or to third parties before the VAT debt is definitively assessed), or
where there are no assets to seize in the country where VAT is due, cautionary measures may be
requested from other tax authorities (see also subsection 6.7.5).

It is important to note that some jurisdictions have made reservations to existing legal instruments with
respect to their obligations to provide assistance in recovery. Table 6.10 lists relevant reservations made
by APAC jurisdictions.

6.8.2.3. Joint audits

There is no internationally agreed legal concept of joint audits. Broadly speaking, joint audits are a tool for
administrative co-operation in tax matters combining selected existing tools that are employed in
connection with such co-operation. These include: exchange of information, compliance management
activities focused on one taxpayer or a group of taxpayers simultaneously performed by more than one set
of tax authorities and, occasionally, in the presence of tax officers from different jurisdictions performing
tax audit and compliance controls together in a particular jurisdiction.'?” The Multilateral Convention on
Mutual Administrative Assistance in Tax Matters (see subsection 6.8.3) among other instruments (see
subsection 6.8.1), enables and facilitates joint audits by providing the legal basis for the different forms of
assistance. Reservations on joint audits are not allowed as such under the MAAC. However, the
reservations that are allowed by the MAAC may limit the applicability of this tool for VAT purposes.

Generally speaking, joint audits have been more widely considered in the context of direct tax compliance
than in the audit of consumption taxes.?® One of the reasons why joint audits have been considered
primarily in direct rather than indirect taxation is the higher risk of double taxation or non-taxation arising
out of transfer pricing disputes, questions of residence or permanent establishment, etc. and the need to
prepare for a Multilateral Agreement Procedure (MAP).

A VAT joint audit may be considered as a possible enforcement option when this tool adds value compared
to other administrative co-operation tools, and where there is a common or complementary interest of the
concerned jurisdictions in the fiscal affairs of one or more related taxpayers. One of the main advantages
of a joint audit compared to other co-operation tools is the possibility of reaching a common conclusion
between tax authorities on the examined facts and, as far as possible, on their tax consequences. The
effectiveness of a VAT audit can be increased significantly if the jurisdiction of residence of a supplier (or

127 1n the OECD Joint Audit report (2010) (available at https://www.oecd.org/tax/administration/45988932.pdf), a joint
audit is described as two or more jurisdictions joining together to form a single audit team to examine an
issue(s)/transaction(s) of one or more related taxable persons (both legal entities and individuals) with international
business activities, perhaps including international transactions involving related affiliated companies operating in the
participating jurisdictions, and in which the jurisdictions have a common or complementary interest. In such a situation,
the taxpayer would present and share relevant information with the joint audit jurisdictions and the team would include
Competent Authority representatives from each jurisdiction. A joint audit can be activated for all compliance activities
that can be accommodated through (1) the competent authority process outlined in the tax treaties between the
participating revenue bodies and (2) the legal framework that guides the limits of collaboration between the
participating parties.

128 The OECD devoted two main documents to “Joint Tax Audits”: OECD (2010), Joint Audit Report at
https://www.oecd.org/tax/administration/45988932.pdf and OECD (2019), Joint Audits 2019 Enhancing Tax Co-
operation and Improving Tax Certainty at https://dx.doi.org/10.1787/17bfa30d-en.

The 2010 report was produced by a group of 13 countries of the Forum of Tax Administrations (FTA), in a context of
their prior experiences with other administrative co-operation tools. At the time of the report’s publication, however, no
country had any experience with joint audits. The 2019 report was produced by seven members of the FTA and is
focused on direct taxation.
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where the VAT-relevant information is held) takes part in it. Joint audits also have the potential to reduce
compliance costs for businesses if jurisdictions audit together rather than each jurisdiction separately.

6.8.3. Multilateral Convention on Mutual Administrative Assistance in Tax Matters!?®

The Multilateral Convention on Mutual Administrative Assistance in Tax Matters (MAAC) is the most
comprehensive multilateral instrument available for all forms of tax co-operation to address tax evasion
and avoidance. It provides for all possible forms of administrative co-operation between jurisdictions in
the assessment and collection of taxes. This co-operation ranges from exchange of information,
including automatic exchanges, to the recovery of foreign tax claims. It can also facilitate joint audits.

The MAAC was developed jointly by the OECD and the Council of Europe in 1988. It was amended by the
2010 Protocol, which opened the MAAC to all jurisdictions and aligned it to the international standards on
transparency and exchange of information for tax purposes (OECD; Council of Europe, 2011(sq). As of
September 2021, 144 global jurisdictions participate in the MAAC,*° including 17 jurisdictions covered by
territorial extension. In the APAC region, the majority of jurisdictions are parties to the MAAC (please refer
to Table 6.10 below).

129 This subsection is based on Chapter 4.A.3 of the report: OECD (2012), International Co-operation against Tax
Crimes and Other Financial Crimes. A catalogue of the main instruments at https://www.oecd.org/ctp/exchange-of-
tax-information/international-co-operation-against-tax-crimes-and-other-financial-crimes-a-catalogue-of-the-main-

instruments.pdf

130 For an updated list of jurisdictions’ status on the Convention application, see: http://www.oecd.org/tax/exchange-
of-tax-information/Status_of convention.pdf
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Figure 6.9. Map of parties to the MAAC

Mutual Administrative Assistance Convention, Current status

@=inforce @=cigned  =requested to join
®=no

Note: Status as of September 2021
Source: OECD at https://www1.compareyourcountry.org/tax-cooperation/en/0/623/default

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022


https://www1.compareyourcountry.org/tax-cooperation/en/0/623/default

294 |

Box 6.18. A Toolkit for Becoming a Party to the Multilateral Convention on Mutual Administrative
Assistance in Tax Matters

The Secretariat of the Global Forum on Transparency and Exchange of Information for Tax Purposes
(the Global Forum) has produced a Toolkit for Becoming a Party to the Multilateral Convention on
Mutual Administrative Assistance in Tax Matters (OECD, 202092)).

This toolkit was developed in the context of the COVID-19 crisis, as tax co-operation is certainly
expected to be instrumental for the post-COVID-19 recovery and fiscal consolidation.

This toolkit provides detailed guidance for jurisdictions preparing to join the MAAC. It outlines the
benefits of joining the MAAC, provides an overview of its main provisions, its relationship with other
treaties and legal instruments that facilitate administrative co-operation in tax matters, and a
step-by-step guide to becoming a Party to it, from the preparation stage including providing answers to
the confidentiality questionnaire to the signature and deposit of instruments of ratification, acceptance
or approval. It also contains other technical and logistic aspects. The toolkit highlights the key role of
the Co-ordinating Body and the technical assistance that the Global Forum can provide to its members
when joining the Convention. Jurisdictions may make use of this toolkit during different stages of the
process.

The toolkit on becoming a party to the MAAC is divided into five parts that are organised as follows:

e Section 1 briefly highlights the origin and purpose of the MAAC as well as the importance of
the 2010 Protocol in opening it up for signature and ratification for jurisdictions that are not
members of the OECD or the CoE. It also explores the key benefits that a jurisdiction can derive
from joining the MAAC even where it already has a network of bilateral treaties and legal
instruments to facilitate the administrative assistance in tax matters.

e Section 2 outlines the key provisions of the MAAC. It draws special attention to the different
forms of assistance that it can facilitate and provides examples on how jurisdictions have been
using it, both for exchange of information (EOI) and beyond. This part also elaborates on the
composition, role, functions and operation of the Co-ordinating Body and of the OECD and the
CoE as the Depositaries, in the implementation of the Convention.

e Section 3 details the procedure for becoming a Party to the MAAC with reference to the
templates used in practice, providing examples on how to meet the requirements when
preparing the request as well as the steps and substantive requirements for joining it.

e Section 4 briefly highlights the critical role that the MAAC plays in the implementation of the
Common Reporting Standard (CRS) for the automatic exchange of financial account information
and the Base Erosion and Profit Shifting (BEPS) Actions relating to tax transparency,
particularly Country-by-Country Reporting (CbC Reporting).

e Section 5 highlights the logistics and financial aspects of becoming a Party to the MAAC.

e The Annexes contain the relevant templates and annotated documents related to the process
of joining the MAAC as well as useful resources.

6.8.3.1. Forms of co-operation

The MAAC states that the Parties shall provide administrative assistance to each other in tax matters
(Article 1). It is intended to have very a wide scope as it “covers all forms of compulsory payments to
general government ... with the sole exception of customs duties and all other import-export duties and
taxes which are covered by the international Convention on Mutual Administrative Assistance for the
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prevention, investigation and repression of customs offences, prepared under the auspices of the Customs
Co-operation Council.” Comm. to Art. 2, n. 25 (emphasis supplied) (OECD, 201193]).

The MAAC is of special importance for this Toolkit, as it explicitly includes VAT among the taxes covered
by its provisions (Article 2.1.h.iii.C). It should be noted though that Article 30 of the MAAC allows the
subscribing jurisdiction to reserve the right not to provide any form of assistance in relation to the taxes of
other Parties in any of the categories listed in Article 2.1.b of the MAAC, which includes general
consumption taxes such as VAT. Prior to sending an assistance request based on the MAAC, jurisdictions
are therefore advised to check the existence of reservations for the assistance related to VAT (see the
next subsection).

The main types of administrative co-operation tools under the MAAC are:*3!

e Exchange of information (Chapter Ill, Section I, Art. 4-10). The Parties shall exchange any
information that is foreseeably relevant for the administration or enforcement of their domestic laws
concerning the taxes covered by the MAAC. The MAAC allows information to be exchanged upon
request (Art. 5), automatically (Art. 6) or spontaneously (Art. 7). The Convention also provides for
simultaneous tax examinations (Art. 8) and tax examinations abroad (Art. 9).

e Exchange of information on request (Art. 5). At the request of the applicant State, the requested
State shall provide the applicant State with any information that is foreseeably relevant for the
administration or enforcement of their domestic laws concerning the taxes covered by the MAAC which
concerns particular persons or transactions (Art. 5, para 1). If the information available in the tax files
of the requested State is not sufficient to enable it to comply with the request for information, that State
shall take all relevant measures to provide the applicant State with the information requested (Art. 5,
para 2).

e Automatic exchange of information (Art. 6). Two or more Parties shall automatically exchange
information with respect to categories of cases and in accordance with procedures, which they shall
determine by mutual agreement.

e Spontaneous exchange of information (Art. 7). A Party shall, without prior request, forward to
another Party information of which it has knowledge in the circumstances set forth in Art. 7, para 1.

e Simultaneous tax examinations (Art. 8). A simultaneous tax examination is an arrangement between
two or more Parties to examine simultaneously, each in its own territory, the tax affairs of a person or
persons in which they have a common or related interest, with a view to exchanging any relevant
information which they so obtain (Art. 8, para 2). The MAAC provides that cases and procedures for
simultaneous tax examinations shall be determined by consultations between the Parties, at the
request of one of them (Art. 8, para 1).

e Tax examinations abroad (Art. 9). At the request of the competent authority of the applicant State,
the competent authority of the requested State may allow representatives of the competent authority
of the applicant State to be present at the appropriate part of a tax examination in the requested State.
All decisions with respect to the conduct of the tax examination shall be made by the requested State.

e Assistance in recovery (Chapter lll, Section II, Art. 11-16). Under Article 11, para 1, at the request of
the applicant State, the requested State shall take the necessary steps to recover tax claims of the
first-mentioned State as if they were its own tax claims, except in relation to time-limits which are
governed solely by the laws of the applicant State (Art. 14) and in relation to priority (Art. 15). This shall
apply only to tax claims, which form the subject of an instrument permitting their enforcement in the
applicant State, and, unless otherwise agreed between the Parties concerned, which are not
contested. Therefore, where the claim is against a person who is not a resident of the applicant State,

131 gee Articles 4 to 17 of the MAAC.
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the assistance in recovery shall only apply, unless otherwise agreed between the Parties concerned,
where the claim may no longer be contested (Art. 11, para 2).

At the request of the applicant State, the requested State shall, with a view to the recovery of an amount
of tax, take measures of conservancy even if the claim is contested or is not yet the subject of an
instrument permitting enforcement (Art. 12).

e Service of documents (Chapter Ill, Section Ill, Art. 17). At the request of the applicant State, the
requested State shall serve upon the addressee documents, including those relating to judicial
decisions, which emanate from the applicant State and which relate to a tax covered by the MAAC.
The requested State shall effect service of documents: a) by a method prescribed by its domestic laws
for the service of documents of a substantially similar nature; b) to the extent possible, by a particular
method requested by the applicant State or the closest to such method available under its own laws.
A Party may effect service of documents directly through the post on a person within the territory of
another Party.

The instrument can be used (Art. 3) by the competent authorities designated by the Parties for the purposes
of administrative assistance under the Convention, listed in Annex B to the Convention.%?

The contents of the request and information to be provided by the applicant State are indicated in Art. 18
of the MAAC.

Specific provisions apply to any request for assistance in recovery under Section Il of the MAAC (Art. 13).

Article 21 sets limits to the obligation to provide assistance. However, a requested State shall not decline
to supply information to a treaty partner solely because the information is held by a bank or other financial
institution (Art. 21, para 4).

Any information obtained by a Party under the MAAC shall be treated as secret and protected in the same
manner as information obtained under the domestic law of that Party and, to the extent needed to ensure
the necessary level of protection of personal data, in accordance with the safeguards that may be specified
by the supplying Party as required under its domestic law (Art. 22, para 1).

Information shall be disclosed only to persons or authorities (including courts and administrative or
supervisory bodies) concerned with the assessment, collection or recovery of, the enforcement or
prosecution in respect of, or the determination of appeals in relation to, taxes of that Party, or the oversight
of the above. Only the persons or authorities mentioned above may use the information and then only for
such purposes (Art. 22, para 2).1%3

The MAAC states that the possibilities of assistance provided by it do not limit, nor are they limited by,
those contained in existing or future international agreements or other arrangements between the Parties
concerned or other instruments which relate to co-operation in tax matters (Art. 27, para 1).

132 Annex B of the Convention is available at
https://rm.coe.int/ CoERMPublicCommonSearchServices/DisplayDCTMContent?documentld=090000168066660d.

Most of the Parties designated as competent authority the Minister of Finance and the Tax Administration or its
authorised representative. A more detailed and updated list of competent authorities, including name and contact
details of tax officials directly in charge of dealing with requests of assistance is available to the Parties to the
Convention.

133 Notwithstanding, information received by a Party may be shared with other law enforcement authorities and used
for other purposes when such information may be used for such other purposes under the laws of the supplying Party
and the competent authority of that Party authorises such use (Art. 22, para 4).
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6.8.3.2. Status of the MAAC in APAC — Parties and reservations concerning VAT

The purpose of the MAAC is to facilitate the provision of mutual administrative assistance in the field of
taxes, including VAT. However, it acknowledges that a State may not, for practical, constitutional or political
reasons, be able at the time of signature to provide to other States the full assistance envisaged by the
Convention.

Article 30 enables a State to sign the MAAC with reservations about the type of tax to be covered or the
type of assistance to be provided, so that it may limit its participation in the provision of mutual assistance
under the MAAC to certain taxes or certain forms of assistance. There are limits on what reservations can
be made, as the MAAC allows only the following reservations:

Table 6.9.Reservations allowed by the Multilateral Convention on Mutual Administrative Assistance
in Tax Matters

Article Reservation

Art. 30 (1) (a) Not to provide any form of assistance in relation to one or more taxes of other Parties.

Not to provide assistance in the recovery of any tax claim, or in the recovery of an administrative fine, for all taxes or

Art.30(1) (b) only for taxes in one or more specific categories.

Not to provide assistance in respect of any tax claim, which is in existence at the date of entry into force of the
Art. 30 (1) (c) Convention in respect of that State or, where a reservation has previously been made, at the date of withdrawal of such
a reservation in relation to taxes in the category in question.

Art. 30 (1) (d) Not to provide assistance in the service of documents for all taxes or only for taxes in one or more specific categories.
Art. 30 (1) (e) Not to permit the direct service of documents through the postal service.

To apply paragraph 7 of Article 28 of the Convention exclusively for administrative assistance related to taxable periods
beginning on or after 1 January of the third year preceding the one in which the Convention, as amended by the 2010

Art. 30 (1) () Protocol, entered into force in respect of a Party, or where there is no taxable period, for administrative assistance
related to charges to tax arising on or after 1 January of the third year preceding the one in which the Convention, as
amended by the 2010 Protocol, entered into force in respect of a Party.

Source: OECD/Council of Europe (2011), Multilateral Convention on Mutual Administrative Assistance in Tax Matters (OECD; Council of Europe,
2011j89))-

The MAAC makes it clear (Art. 22) that if a Party declared that it reserves the right not to provide any form
of assistance in relation to certain taxes, any other Party obtaining information from that Party shall not use
it for the purpose of a tax in a category subject to the reservation, unless this use is authorised by the
competent authority of the first-mentioned Party. Similarly, the Party making such a reservation shall not
use information obtained under this Convention for the purpose of a tax in a category subject to the
reservation.

The table below summarises some relevant reservations made by APAC jurisdictions and its effects as
regards general consumption taxes, i.e. VAT/GST.
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Table 6.10. Reservations under Art. 30 (1) (a), (b) and (d) from APAC jurisdictions'2

Is there any reservation applicable to national VAT?4

Is VAT covered?® Reservation to provide Reservation to provide

Reservation to provide assistance in the assistance in the
any form of assistance = recovery of VAT claims .
I service of documents
basedion or administrative fines
based on

Art. 30 (1) (a) based on

At 30 (1) () Art. 30 (1) (d)

Armenia Yes N/A N/A N/A
Australia Yes N/A N/A N/A
Azerbaijan Yes N/A N/A N/A
Brunei Darussalam No ° ° )
ggg‘lft;lf;e;p'e s Yes NIA® . o
Cook Islands Yes N/A N/A N/A
Georgia Yes N/A N/A N/A
Hong Kong, China® No ° ° °
India Yes N/A N/A N/A
Indonesia Yes N/A* ° N/A*
Japan Yes N/A* N/A* N/A
Kazakhstan Yes N/A* ° N/A*
Republic of Korea Yes N/A* N/A °
Macau, China® No ° ° °
Malaysia No ° ) )
Maldives Yes N/A ® N/A
Marshall Islands No ° ° )
Mongolia No ° ° )
Nauru No N/A N/A N/A
New Zealand Yes N/A N/A N/A
Niue Yes N/A N/A N/A
Pakistan Yes N/A® N/A* N/A*
Samoa No ° ° N/A
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Is there any reservation applicable to national VAT 24

Is VAT covered?® Reservation to provide Reservation to provide

Reservation to provide assistance in the assistance in the
any form of assistance  recovery of VAT claims .
TP service of documents
basedion or administrative fines
based on

Art. 30 (1) (a) based on

At 30 (1) () Art. 30 (1) (d)

Singapore Yes N/A* ° °

Vanuatu Yes N/A N/A N/A

N/A = There is no reservation to provide this form of assistance with respect to national VAT.
N/A*= There is no reservation to provide this form of assistance with respect to national VAT as the reservation in place does not apply to VAT.
® = The Party to the MAAC has reserved its right not to provide this form of assistance.

1. For the purposes of this table, unless otherwise stated, it refers to participants for which the MAAC has entered into force following the
signature of either the original convention and its protocol or the amended convention, and subsequent deposit of the instrument of ratification,
acceptance or approval. More detail can be found at https://www.oecd.org/tax/exchange-of-tax-information/Status_of convention.pdf.

2. Papua New Guinea is a signatory but not a Party to the MAAC yet.

3. According to paragraph 2 of Article 2 of the MAAC, the participant jurisdictions” existing taxes to which the MAAC shall apply are listed in
Annex A to the Convention. These are the taxes in relation to which a Party to the MAAC expects to receive assistance and should not include
a tax in respect of which such jurisdiction has made a reservation under paragraph 1, sub-paragraph a, of Article 30 of the MAAC (see also note
4). In this respect, if a Party has included VAT in its list of covered taxes, then it can no longer lodge a reservation under paragraph 1, sub-
paragraph a, of Article 30 of the MAAC to exclude any form of administrative assistance in relation to VAT.

4.Even if a State does not include a general consumption tax, such as VAT, as a tax covered by the Convention under paragraph 2 of Article 2
of the MAAG, it still is committed to providing administrative assistance in relation to such a tax of other States, unless it makes a reservation
under paragraph 1, of Article 30 of the MAAC. On the other hand, if a State includes its VAT under the scope of the Convention, it may still
reserve the right not to provide certain forms of assistance related to this tax.

5. Extension by the People's Republic of China.

Source: OECD analysis, based on OECD/Council of Europe, Reservations and Declarations for Treaty No.127 — Multilateral Convention on
Mutual Administrative Assistance in Tax Matters (status as of August 2021) (OECD; Council of Europe, n.d.[s4).

A significant number of the APAC jurisdictions have reserved the right not to provide assistance in recovery
under the Convention, as the table above shows. A reservation made under the Convention does not
necessarily mean as a matter of international law, though, that it cannot be used as a legal basis for such
assistance. As set out in the Commentary to the Convention “Even where a Contracting State has entered
a general reservation under Article 30 against providing administrative assistance to other Parties, for one
particular type of tax or one form of assistance, that State is not prevented from providing such assistance
in particular cases if it so wishes.” (OECD; Council of Europe, 2011g9)). Rather, domestic law and practice
in relation to international treaties will determine the scope and application of the reservations. For
instance, some jurisdictions may not be able to render assistance in recovery under their national law.

6.8.4. Making use of the MAAC to obtain compliance by non-residents

The OECD International VAT/GST Guidelines stress that it is necessary to reinforce taxing authorities’
enforcement capacity through enhanced international co-operation in tax administration in the field of
indirect taxes. It is recommended that jurisdictions take appropriate steps towards making greater use of
these and other available legal instruments for international administrative co-operation to ensure the
effective collection of VAT particularly on business-to-consumer supplies by non-residents. This could for
instance include:
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Gather information from other jurisdictions about non-resident suppliers and digital platforms,
including contact person and address details, so as to assure that correspondence can be correctly
addressed.

Ensure that other jurisdictions are aware that you are engaging on VAT matters with businesses
that are resident in these jurisdictions.

Spontaneously share information in relation to the non-resident businesses that have registered
for VAT purposes under the jurisdiction’s vendor collection regime and seek reciprocal information
from other jurisdictions.

Advise the residence jurisdiction of a business about non-compliance by this business with its VAT
obligations in your jurisdiction, and what actions you have undertaken. Co-operation with the
jurisdiction of residence of a business can help to nudge a change in the compliance behaviour of
this business, when it realises that it is not out of reach from tax authorities in other jurisdictions.

Inform other jurisdictions where you have identified non-compliance by businesses with their VAT
obligations in those jurisdictions and seek reciprocal information.

Source bank account and transactional information in relation to the accounts into which credit card
transaction amounts are paid and the details of transactions representing payments from
consumers in your own jurisdiction.

Identify any assets owned by non-resident businesses in your own jurisdiction.
Seek assistance in recovery of tax debt within the scope of the MAAC.
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Z Checklists to support the
implementation of the
recommended policy framework for
the collection of VAT on digital

trade
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Introduction

Sections 2 and 3 of this Toolkit set out the recommended policy framework for the effective collection of
VAT on supplies of services, intangibles and low-value imported goods, from non-resident suppliers and
digital platforms. This policy framework focuses on the VAT challenges resulting from digital trade growth,
particularly the collection of VAT on online (Internet) sales. Sections 5 and 6 provide detailed guidance on
the administrative and operational implementation of the recommended policies, including the
development of a simplified registration and collection regime with the necessary supporting IT
infrastructure (online portal) and strategies to enhance and enforce compliance, targeted at non-resident
suppliers and digital platforms.

This Section provides checklists to assist tax policy officials and administrators in designing policies and
in developing legislative and administrative reform to implement the policy principles and guidance set out
in this Toolkit. These checklists outline the main aspects for tax policy officials and administrators to
consider in making the necessary key policy decisions and in integrating these policies into their existing
VAT and broader legal and administrative frameworks.

The checklists focus on the two main areas where digital trade growth creates the most pressing
challenges for VAT compliance and administration, namely:

e The collection of VAT on supplies of services and intangibles (including online supplies) to final
consumers (B2C) by non-resident suppliers (including online sellers, online marketplaces and
other digital platforms) — Checklist 1.

e The collection of VAT on low-value goods that are imported following the online sale of these goods
to final consumers (B2C) by non-resident suppliers (including online sellers, online marketplaces
and other digital platforms) — Checklist 2.

Checklists 1 and 2, which concentrate on the policy perspective, are complemented with two checklists
that summarise core aspects of the approach to implementing the simplified registration and collection
regime and the supporting operational and IT infrastructure (Checklist 3) and to enhancing compliance and
enforcement (Checklist 4). These checklists concentrate primarily on supplies by non-resident suppliers to
final consumers (B2C), as opposed to business-to-business (B2B)*** supplies, as that is the area that
causes the main challenges and revenue risks for tax authorities. For jurisdictions that do not distinguish
between B2C and B2B supplies, the Toolkit and the checklists in this Section, provide guidance on the
possible application of the relevant policy options in such a context, where appropriate.

The checklists in this Section focus primarily on VAT design and administration. However, in respect to the
collection of VAT on supplies of low-value imported goods, there are likely to be implications for customs
rules and procedures that also require consideration. More generally, a VAT regime often does not operate
in isolation from other tax or procedural rules and can sometimes defer to these and other areas of law
and regulation, as is often the case for the administration of penalties, to give an example. International
legal frameworks to which jurisdictions may be party, such as free trade agreements, may also compel
jurisdictions to act in accordance with legally binding standards, which in turn could limit their ability to
frame VAT rules that target non-resident businesses. Therefore, it is important that jurisdictions, in
considering VAT reform, carefully consider the interaction of potential changes with other rules, including
those associated with binding international obligations. Jurisdictions may need to effectuate changes to
their wider regulatory framework to support VAT reform.

Legislative design can be a complex process. Successful implementation of new rules will require
incorporating them effectively into an existing set of rules that will often be lengthy and the product of
decades of complex amendments and superseding clauses. There is not an easy one-size-fits-all standard

134 Guidance for B2B supplies is included in Sections 2 and 3.
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solution for implementing the recommended solutions for the collection of VAT on digital trade into an
existing VAT and legal framework. This Toolkit therefore emphasises that it is neither possible nor desirable
to provide model legislation that tax authorities can or should simply transpose into national legislation.
Jurisdictions should remain aware, therefore, that the guidance in this Section is not prescriptive and they
should treat it as non-exhaustive “checklists” to support policy design rather than as “models”. The
checklists include references to the most relevant components of the Toolkit that provide further detailed
guidance in respect of the relevant checklist item.
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Checklist 1: Designing a policy framework, legislation and administration for international B2C supplies of services
and intangibles

Key to abbreviations in the legislative checklist;

Law (P) = Primary law
Law (S) = Secondary law
Admin = Administrative processes, infrastructure and guidance

M = Would generally be used as primary source to regulate the relevant issue

Main Toolkit
references

COMPONENTS OF VAT LEGISLATION / ADMINISTRATION AND GUIDANCE ‘ Admin

ESTABLISHING THE RIGHT TO IMPOSE VAT: PLACE-OF-TAXATION RULE

Place-of-taxation rule by reference to the consumer’s usual residence

e Such a rule explicitly or implicitly establishes the jurisdiction’s right to impose VAT on supplies of services and intangibles to
final consumers (B2C supplies) with usual residence in that jurisdiction.

e Thelocation of the supplier is in principle not relevant for determining the jurisdiction’s right to impose VAT on these supplies.
The jurisdiction’s right to impose VAT on these B2C supplies is determined only by reference to the consumer’s usual
residence. The location of the supplier is important mainly for determining the mechanism to collect the VAT on these B2C M - -
supplies of services and intangibles. Where the supplier is not located in the jurisdiction of taxation, this Toolkit recommends
the application of a simplified registration and collection regime (“simplified compliance regime” for short) for collecting the
VAT on B2C supplies of services and intangibles.

Subsection 2.1

(page 56)

e Note: Where a jurisdiction’s VAT regime does not distinguish between B2C and B2B supplies, this jurisdiction may wish to
implement a place-of-taxation rule for supplies of services and intangibles by reference to the “location of the customer”.
The jurisdiction could then define the “location of the customer” (in primary or secondary legislation) as the “consumer’s
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usual residence” where the customer is a private individual and as the “place of permanent business presence or
establishment” where the customer is a business.

Defining “consumer” and “usual residence”
e By way of example, for the application of this place-of-taxation rule, “usual residence” could be defined by reference to a

definition that the jurisdiction typically uses to determine residence across taxes (e.g. for personal income tax) or possibly
also definitions that the jurisdiction uses in other areas of public administration, and a “consumer” as:

o Anperson or entity that is not a business registered for VAT; or

o Abusiness that is registered for VAT but is not making a purchase connected to its business activity (e.g. the purchase
is fully for the personal use of the business owner or management).

Ensuring the VAT-free treatment of “outbound” supplies
e The jurisdiction that implements a place-of-taxation rule by reference to the consumer’s usual residence must ensure that
supplies to a consumer that has its usual residence outside this jurisdiction are relieved of any VAT. This is normally achieved
by treating such a supply as not taxable, “zero-rated” or “free of VAT”, with a right to input VAT recovery for the supplier.

Such treatment is crucial to avoid double taxation and competitive disadvantage for exporters from VAT in the exporting
jurisdiction increasing the price of their exports.

DEFINITIONS AND SPECIAL PROVISIONS TO SUPPORT THE PLACE-OF-TAXATION RULE

Criteria and indicia for determining the consumer’s usual residence
e ltis advised to provide clear and easily identifiable indicia for determining a consumer’s usual residence, in secondary
legislation and administrative guidance.

e These criteria could include information that is normally provided by customers to their suppliers or digital platforms
facilitating the supply, such as:

o The customer's billing address;
o The customer’s bank details, such as the location of the bank account used for payment;
o The customer's credit card information, including the credit card Bank Identification Number (BIN).

e Jurisdictions may require that those criteria for determining of the consumer’s usual residence be further supported by
appropriate indicia of residence, which may include:

references

Subsection
2.1.31

(page 59)
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o The contact telephone number;

o Location of the customer telephone landline through which a service is supplied;

o The Internet Protocol (IP) address of the device used to make the online purchase or to download digital content;

o Mobile Country Code (MCC) of the International Mobile Subscriber Identity (IMSI) stored on the Subscriber Identity
Module (SIM) card used where a customer orders by mobile phone;

o The customer’s trading history, which could include information on the predominant place of consumption, language of
digital content supplied, or other commercially relevant information, such as a loyalty card or subscription numbers.

e ltis advised to provide clear guidance for suppliers and digital platforms on what is required to evidence the determination
of the place of usual residence of their customers. This could include:

o Requiring that the supplier or digital platform evidence its determination of the place of taxation by reference to the
customer’s usual residence on the basis of two non-contradictory, pieces of information/indicia. Note, however, that
emerging international practice often considers one piece of information sufficient, especially for lower-value
transactions or supplies by small businesses.

o Providing certainty that compliant businesses that have made reasonable efforts to determine and evidence their
consumers’ usual residence, should in principle expect challenges only in case of abuse (“safe harbour”).

Clarifying the scope of the supplies of services and intangibles for which the place of taxation is determined by reference
to the consumer’s usual residence

o ltis assumed that the jurisdiction’s VAT rules already include a general definition of what constitutes a supply of a service
or intangible. Some jurisdictions express the basic concept of services and intangibles in their rules through a “negative”
definition that articulates what they are not. For example, defining services and intangibles as “anything other than goods,

and real or immovable property”. Zs;gsae(;ti?gsz

e If a jurisdiction opts for a broad approach, it could indicate that the place of taxation is determined by reference to the 7 ™ ™ and 2152
consumer’s usual residence for all services and intangibles as defined in the VAT law that are supplied to a private consumer (pages 76, 63 and
as defined in the VAT law (see also above: defining “consumer” and “usual residence”). The jurisdiction may wish to 655

complement this with exceptions for the supplies it wishes to exclude, for instance:

o “On-the-spot” supplies, i.e. services that are physically supplied and consumed at the same location such as services
that are physically performed on the person (e.g. hairdressing, massage, beauty therapy, physiotherapy); restaurant
and catering services, entry to cinema, etc. The place of taxation for these services is typically determined by reference
to the place of performance or the supplier’s location.
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o Supplies of services connected with immovable or movable property (for which the place of taxation may be determined
by reference to the location of the property).

e If a jurisdiction wishes to apply a targeted approach for determining the place of taxation of services and intangibles by
reference to the consumer’s usual residence, then its VAT law should provide a legal basis upon which suppliers or digital
platforms can determine whether a category of services or intangibles is in scope of this place-of-taxation rule.

o Inpractice this may mean that the primary law delegates authority for the tax authority to issue secondary legislation or
guidance setting out in detail for which supplies the place of taxation is determined by reference to the consumer’s
usual residence.

o Taxauthorities in jurisdictions that adopt this approach typically use such a delegation to produce guidance setting out
the broad principles for determining the scope of the place-of-taxation rule by reference to the consumer’s usual
residence and complement this with an extensive list indicating the categories of services and intangibles for which the
place-of-taxation rule applies and potentially also a negative list indicating categories of services and intangibles for
which the place-of-taxation rule does not apply.

o Ajurisdiction may for instance wish to apply this place-of-taxation rule only to a defined subset of “digital” or “electronic”
services and “digital products”. They must then carefully define these types or categories of services and intangibles,
possibly complemented with a non-exhaustive list of services and intangibles. The disadvantage of this approach is
that it will require a continuous updating of definitions and the lists of services and intangibles that are in scope to reflect
the continuous and rapid evolution of digital trade.

VAT LIABILITY — REGISTRATION AND COLLECTION MECHANISM

Simplified VAT registration and collection regime for non-resident suppliers and digital platforms

e Ajurisdiction’s primary VAT legislation will normally make it clear that a business has an obligation to register for VAT when
it makes supplies that are subject to VAT in that jurisdiction, subject to specific conditions (incl. a possible VAT registration
threshold).

e This Toolkit recommends that jurisdictions implement a simplified registration and collection regime (simplified compliance
regime) for non-resident suppliers of services and intangibles to final consumers that have their usual residence in the taxing
jurisdiction, and for digital platforms that facilitate these supplies. Such a simplified compliance regime limits the associated
compliance obligations to what is strictly necessary for the effective collection of the VAT on these supplies. It is
recommended that primary legislation set out the scope and key elements of such a simplified compliance regime.

4]

references

Policy
Subsection 2.2

(page 66)
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Jurisdictions could achieve this through supporting provisions to the main existing provisions on standard registration and
liability for the tax. Key elements and information include:

o

Defining the scope of the simplified compliance regime. Jurisdictions may for instance wish to apply the simplified
compliance regime exclusively to supplies by non-resident businesses of services and intangibles for which the place
of taxation is determined by reference to the consumer’s usual residence. Alternatively, jurisdictions may wish to extend
the scope of the regime (perhaps progressively) to a wider range of supplies of services and intangibles by non-resident
suppliers and digital platforms.

Jurisdictions may wish to limit the application of the simplified compliance regime to suppliers that are not established
in the jurisdiction of taxation nor have any other physical presence in that jurisdiction. This excludes, for instance, a
supplier that makes supplies through a business that it carries on within the jurisdiction. Such a supplier could be subject
to the normal VAT registration and collection regime.

It is recognised that a jurisdiction may wish to extend the scope of the simplified compliance regime beyond B2C
supplies, for instance to supplies to businesses located in that jurisdiction if the jurisdiction’s VAT regime does not
distinguish between B2C and B2B supplies.

Note: Jurisdictions should anticipate the potential later extension of the simplified compliance regime to supplies of low-
value imported goods by non-resident suppliers, when designing the simplified compliance regime for supplies of services
and intangibles (see Checklist 2).

Establishing the main features of the simplified VAT registration and collection regime

This could simply include reference to supporting legislation and guidance, which outlines the key features and operation if
the primary legislation does not do so in detail. Core components of this guidance include the following (see Checklist 3 for
further detail):

o

Registration procedure, including the elements of the online registration application, information requested for
registration, and documentation;

Invoicing, including the possible elimination of invoicing requirements for B2C supplies of services and intangibles;
Return procedures, including the required information, simplified VAT returns, electronic returns;

Payments, including accepted payment methods;

Record-keeping;

Input tax recovery/refunds, including whether non-resident suppliers that register under the simplified compliance
regime have the right to deduction and/or refund of any VAT incurred in the jurisdiction of taxation under that regime;

references

Administration

Subsection
52

(page 169)

Operational and
IT infrastructure

Subsection
53

(page 207)
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o Possibility for standard VAT registration.

e Jurisdictions may need to further include cross-references to additional legislation, such as legislation that establishes
criteria for registration forms that the tax authority can issue, and to guidance that specifies the format and information
requirements of these forms.

If the simplified compliance regime is applied only to B2C supplies: How should suppliers and digital platforms determine
their customers’ status (business or private consumer)?

e Jurisdictions typically allow suppliers and digital platforms to rely on one or more indicia to establish their customer’s status.
Such indicia that are widely used include the following:

o An identification number, such as a VAT registration number or a business tax identification number indicating the
business identity and registration of the customer;

o Acertificate issued by the customer’s competent tax authority, which indicates the business identity and registration of
the customer;

o Information available in commercial registers;

o Commercial indicia, such as the nature of the supply, the value of the supply, the customer’s trading history with the
supplier or digital platform, and digital certificates, which separately or collectively may indicate whether the customer
is a business or a private consumer.

e Where a supplier or digital platform acting in good faith and having made reasonable efforts, is not able to obtain the
appropriate documentation to establish the status of its customer, this could lead to a presumption that this is a private
consumer (i.e. a non-business customer).

references

Policy

Subsection
221

(page 67)

Administration

Subsection
5.1.5.1

(page 167)
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Assessing whether a supplier’s revenue exceeds the VAT registration threshold Policy
o Several jurisdictions have adopted registration thresholds in connection with VAT obligations as a means to minimise the Subsection
risk of disproportionate administrative and compliance costs for businesses (notably small and micro businesses) and tax 2224
authorities. A jurisdiction may wish to consider implementing a registration threshold for non-resident suppliers and digital (page 80)
platforms under the simplified registration and collection regime set at the same level as for domestic suppliers. il ! vl

e Jurisdictions that decide to implement a registration threshold for non-resident suppliers and digital platforms under the
simplified registration and collection regime may consider excluding supplies that would generate no net VAT revenues from

Administration

the calculation of the threshold, such as VAT-exempt or zero-rated supplies and B2B supplies that are subject to a reverse Subsection
charge regime in the jurisdiction of taxation. 5.2.1.2
(page 171)
VAT reduced-rated (including zero-rated) and exempt supplies of services and intangibles

e Where transactions in scope of a simplified compliance regime can be subject to special VAT treatments (e.g. reduced VAT
rates or exemptions), the VAT return and reporting process under this regime should be designed to allow disaggregated
reporting for each of the applicable VAT rates or special treatments. Jurisdictions will have to decide whether they require
registration under the simplified compliance regime for non-resident businesses that exclusively make exempt supplies and
whether they require registrants that make taxable as well as exempt supplies to report these exempt supplies under the
simplified compliance regime.

e Jurisdictions are advised to take account of existing VAT rules that provide for preferential treatment of supplies (including Subsection
exemptions and reduced rates) subject to conditions that may not be obtainable for non-resident suppliers (e.g. regulatory 4| 4| 4| 5.2.9.2
approvals for certain educational, health or financial supplies). (page 188)

o Jurisdictions may wish to exclude such types of supplies from the simplified compliance regime, and thus apply the
standard registration and collection rules. Alternatively, jurisdictions may consider delegating authority to the tax
authorities to permit, at their discretion, non-resident businesses to make certain supplies on an equivalent preferential
basis (e.g. exempt or apply a reduced rate under the simplified registration and collection regime).

Other special schemes, including special margin schemes

e Jurisdictions should consider whether any special margin schemes, such as for gambling or travel related services, should
be brought into the scope of a simplified compliance regime.
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Rules on tax agents

e OECD guidance recognises that compliance for non-resident suppliers and digital platforms could be further facilitated by
allowing such suppliers or digital platforms to appoint a third-party service provider to act on their behalf in carrying out

certain procedures, such as submitting returns. On the other hand, it is not recommended that jurisdictions impose a Sugs2e2ct5ion
requirement for a local fiscal representative under a simplified compliance regime. M M B -

e Jurisdictions that have implemented a requirement for non-resident suppliers or digital platforms to appoint a tax agent (or (page 81)
a fiscal representative) to comply with their VAT obligations in that jurisdiction could amend these provisions to abolish the
requirement for such a tax agent for non-resident suppliers and digital platforms that have registered under the simplified
compliance regime.

Establishing a full VAT liability regime for digital platforms

e Jurisdictions that follow the recommendation to implement a full VAT liability regime for digital platform operators are advised
to introduce appropriate provisions in their legislation setting out the circumstances in which an entity that meets the definition
of a digital platform is fully liable for collecting and accounting for the VAT on supplies of services and intangibles carried
out by underlying suppliers through their platform.

e Ajurisdiction could characterise a digital platform, for instance, as an entity providing a service (a “website”, “Internet portal”, Polic
“gateway”, “online store” or “marketplace”) that: y
o Enables entities to make supplies to consumers through the platform; and Subzsgc3t|on
o Delivers its service by means of electronic communication. This may require a definition of “electronic communication” N

or a reference to the relevant definition in another area of law. M M M (page 85)

e Full VAT liability provisions should set out the criteria for determining whether digital platforms perform sufficient critical Administration
functions to assume such liability. These critical functions typically include at least one of the following: Subsection
o Controlling the terms and conditions of the underlying transactions (e.g. price, payment terms, delivery conditions) and 59

imposing these on participants in the supply (buyers, sellers, transporters). (page 169)

o Involvement in the authorisation and processing of payments (either directly or indirectly through arrangements with
third parties, including collection of payments from customers and transmission of payments to sellers).

o Involvement in the delivery process or in the fulfilment of the supply (including influence over the conditions of delivery;
transmission of approval to suppliers and instructions to transporters; provision of order fulfiment services with or
without warehousing services).
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e Jurisdictions are advised to identify the platforms that are in principle excluded from the full liability regime because they do
not perform sufficient critical functions to assume full VAT liability. This is for instance the case for platforms that perform
only the following functions:

o A telecommunications service (the only purpose of the service being to provide carriage of electronic
communications); or

o Data storage; or

o Aservice consisting of one or more of the following:
- Providing access to a payment system;
- Processing payments;

- Providing multiple-purpose vouchers (noting that VAT will in principle apply upon the redemption of these types of
vouchers).

e The full VAT liability regime must clearly identify the scope of the supplies for which the qualifying digital platforms will have
full VAT liability, in particular:

o Whether the regime applies to all supplies of services and intangibles carried out over such platforms (plus, potentially,
supplies of goods; see Checklist 2) or only to a subset of services and intangibles (for instance the supplies of services
and intangibles for which the place of taxation is determined by reference to the customer’s usual residence).

o Whether the regime applies only to supplies by non-resident underlying suppliers or to all supplies that are within the
scope of the regime regardless of the location of the underlying supplier.

e This provision could be complemented with an option for platforms and intermediaries that do not meet the conditions for
full VAT liability to voluntarily take on such full VAT liability for the supplies made by underlying suppliers through their
platform.

e Under a full VAT liability regime, the digital platform is treated as the supplier for VAT purposes in respect of the supplies
that it facilitates for the underlying suppliers. The digital platform should thus register under the simplified compliance regime
and generally comply with its obligations under this regime as if it were itself the supplier in respect of the supplies for which
it has VAT liability under the full liability regime (subject to specific requirements e.g. in respect of reporting of the supplies
for which the platform has full liability).

e Note: Jurisdictions should consider the potential later extension of the full VAT liability regime for digital platforms to supplies
of low-value imported goods, when designing such a regime (see Checklist 2 below).
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Consequential amendments to primary VAT laws, where certain definitions, special rules and schedules permit divergence

from these laws
M ™M . Entry for checklist
e Where appropriate, jurisdictions should review their existing body of VAT laws to ensure that any exceptions to these purposes only

provisions under the simplified registration and collection regime and under the full liability regime for digital platforms are
properly reflected in primary law.
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Checklist 2: Designing a policy framework, legislation and administration for imports of low-value goods —
Extending the vendor collection regime to supplies of low-value imported goods by non-resident businesses

Key to abbreviations in the legislative checklist:

Law (P) = Primary law
Law (S) = Secondary law
Admin = Administrative processes, infrastructure and guidance

M = Would generally be used as primary source to regulate the relevant issue

Main Toolkit
references

COMPONENTS OF VAT LEGISLATION / ADMINISTRATION AND GUIDANCE

REFORMING PRIMARY LEGISLATION TO TRANSFER THE RESPONSIBILITY TO COLLECT VAT ON LOW-VALUE IMPORTS

Reforming primary legislation for VAT and for customs processes to transfer VAT collection responsibilities for low-value
imported goods to non-resident suppliers and digital platforms

e This checklist concentrates exclusively on the design of an effective solution for jurisdictions to consider in addressing the
challenge of collecting VAT on the rising volume of imports of low-value goods sold by non-resident suppliers to final
consumers as a consequence of digital trade growth. In short, this solution consists of:

Subsecti
o Extending the vendor collection regime for online supplies of services and intangibles to also cover supplies of low-value M ) ) u 3s.t25'c2|on
imported goods, i.e. making the supplier (“vendor”) of these goods or the digital platform that intervenes in the supply,
liable for collecting the VAT at the point of sale and remitting it to the jurisdiction of importation. (page 108)

o Relieving customs authorities from the task of collecting VAT on imports of the low-value goods that are subject to the
vendor collection obligation for non-resident suppliers and digital platforms.

o This vendor collection solution focuses on the importation of low-value goods that are sold online to final consumers (B2C
supplies) by non-resident businesses as this is the area that creates the main administrative challenges and revenue risks.
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o Many jurisdictions have implemented VAT simplification measures for the commercial (B2B) importation of goods, which
help to minimise cash-flow disruption and administrative burdens with respect to B2B transactions. These usually include
some form of “postponed accounting” for VAT.

o To achieve the outcome outlined above, jurisdictions will need to revise their existing primary VAT and customs legislation to:

o Relieve customs authorities of the obligation to act as the principal collector of VAT on imports of low-value goods as
defined by law.

o Impose registration and collection obligations on non-resident businesses that supply the imported low-value goods to
final consumers in the jurisdiction of importation and on digital platforms that facilitate such supplies. It is recommended
to extend the simplified registration and collection regime, for supplies of services and intangibles by non-resident
suppliers and digital platforms, as described above to facilitate the collection of VAT on imports of low-value goods from
non-resident suppliers and digital platforms.

e Primary legislation will generally need to refer to supporting legislation to define the scope of the regime and its various
operational features.

o These laws will essentially need to establish that a supplier, or digital platform as defined by law, will be liable for the VAT due
on the imported goods or consignments that meet the following main criteria:

o Individually have a customs value that is equal to or less than the relevant threshold (usually customs duty relief
threshold).

o Are for delivery to an address in the jurisdiction of importation.
o Are sold to a final consumer (B2C).

o Are outside the jurisdiction of importation at the point of sale (note that a possible expansion to include goods sold by a
non-resident business but delivered through a “fulfilment house” in the jurisdiction of taxation is discussed below).

e The core elements to consider are outlined in the following sections of this checklist.

DESIGNING A VENDOR COLLECTION REGIME TO COLLECT VAT ON SUPPLIES OF LOW-VALUE IMPORTED GOODS FROM NON-RESIDENT SUPPLIERS AND DIGITAL PLATFORMS

Defining the low-value goods within the scope of the regime

Subsection
The solution described in this checklist is aimed at securing the collection of VAT on the importation of low-value goods sold = [ M M 3225
to final consumers by non-resident businesses. It transfers the obligation to collect and remit the VAT on the low-value imported (page 115)

goods as defined above to the non-resident supplier of the goods or to a digital platform (or another intermediary such as a
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‘redeliverer”) as described below. The central elements in defining the scope of the regime are thus the customer status of
the purchaser (final consumer) and the value of the imported goods by reference to the customs value (low-value):

COMPONENTS OF VAT LEGISLATION / ADMINISTRATION AND GUIDANCE

o Todefine the customer status, the same approach can be applied as set out in the checklist for services and intangibles.

o Asregards the value of the imported goods, jurisdictions are advised to apply the vendor collection regime for the imports
of goods sold by non-resident suppliers with a customs value that is equivalent to or below the customs duty low-value
relief threshold in the jurisdiction of importation. This approach facilitates alignment between VAT and customs laws for
determining whether goods are low value and thus subject to vendor collection obligation for the non-resident supplier or
the digital platform. This enhances certainty and limits the potential for double taxation or non-taxation. Cross-references
to primary laws for customs may be helpful.

o The jurisdiction should specify which types of goods are out of scope of the VAT vendor collection obligation, including:
o Goods with a value above the applicable customs duty low-value consignment relief threshold;
o Goods subject to excise or equivalent duties like hydrocarbons, alcohol, tobacco, perfume, etc.;
o Imports of non-commercial goods, including imports of own goods, gifts.

o Secondary legislation or technical guidance should clarify the treatment of low-value imported goods that form part of a single
consignment containing multiple low-value goods, which collectively exceed the customs duty relief threshold. Similarly,
legislation and guidance should cover the treatment of single consignments containing a mixture of low-value and high-value
goods. In both cases, jurisdictions may need to update customs laws and processes.

e Secondary legislation and guidance should set out rules for currency conversion to calculate the value of goods in the currency
of the jurisdiction of importation so as to determine whether or not a non-resident supplier or digital platform has the obligation
to collect and remit the VAT in the jurisdiction of importation (i.e. whether or not the applicable customs duty low-value relief
threshold has been exceeded) and to determine the VAT due.

o The commercial (B2B) importation of low-value goods is generally not within the scope of the vendor collection regime for
non-resident suppliers and digital platforms. Secondary legislation and administrative guidance should cross-reference
relevant legislation setting out the obligations for suppliers, digital platforms and customers in respect of the commercial
importation of low-value goods.

Determining the taxing point (time of supply) at the point of sale Subsection

4] 4] 4] 3229

o Transferring the liability for the VAT on low-value imported goods to the non-resident supplier or digital platform in principle (page 128)

requires that the VAT be collected at the point of sale of these goods. The VAT-liable supplier or digital platform will then be
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required to remit the VAT collected at the point of sale of these goods, to the tax authorities in the jurisdiction where they are
imported, via a simplified registration and collection regime.

To make this treatment possible, jurisdictions are recommended to introduce the necessary provision(s) in their VAT rules,
which determine the taxing point (the time of supply) for low-value imported goods that are subject to the vendor collection
regime as being at the point of sale of these goods. A practical approach applied by many jurisdictions is to define the taxing
point (time of supply) as the time at which the payment for the sale of these goods has been accepted or authorised by the
supplier or by the digital platform that has full VAT liability.

Establishing the hierarchy of VAT liability when digital platforms and other intermediaries are involved

Most jurisdictions that implement a vendor collection regime impose the obligation to collect and remit the VAT on low-value

imported goods on the digital platform that intervenes in the supply of these goods to final consumers in the jurisdiction of

importation. These digital platforms are relieved of such obligation only in specific circumstances described by law, for

instance, if all of the following circumstances are met:

o The digital platform does not authorise the billing and the delivery of the supply, and does not directly or indirectly
determine any of the terms and conditions under which the underlying supplier makes the supply; and

o The documentation provided to the customer identifies the supplier as the entity making the supply, not the digital platform;
and

o The supplier and the platform have agreed that the supplier shall be liable for VAT.

Certain regimes assign VAT liability for the low-value imported goods to “redeliverer” businesses if neither the underlying

supplier nor any digital platform or any other party acting on behalf of the suppliers (e.g. a transporter) transports or assists in

transporting the goods to the customer’s jurisdiction. Redeliverers are typically appointed by a customer to assist in buying,

accepting and/or transporting the good. If either the underlying supplier or a digital platform transports or assists in transporting

the goods to the customer’s jurisdiction, then one of these entities will be made VAT-liable.

The hierarchy of entities responsible for the collection of VAT on low-value imported goods supplied to final consumers in the
jurisdiction of importation is then as follows:

1. The digital platform that facilitates the supply;

2. The (underlying) supplier;

3. The redeliverer.
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Reforming VAT low-value consignment relief

The introduction of the vendor collection regime for low-value imported goods gives a jurisdiction the opportunity to reform its
existing VAT and potentially also its customs duty low-value relief regime, if any, at the time of the introduction of the regime
or progressively thereafter. If jurisdictions do choose to amend their existing thresholds, this may notably require changes to
customs legislation, potentially both primary and secondary.

Section 3 provides detailed guidance to jurisdictions on different design considerations and approaches in reforming their VAT
low-value relief regime.

Key specific changes to customs laws in respect of the collection of VAT by customs authorities

Jurisdictions may need to enact legislation prescribing rules permitting customs authorities to waive the import VAT on imports
of low-value goods for which VAT liability has been transferred to non-resident suppliers or digital platforms. The jurisdiction
will need to decide whether such authority should be given:

o For all imports of low-value goods for which VAT liability has been transferred to the non-resident suppliers or digital
platforms, or

o Only for those consignments where customs authorities can validate that VAT is collected by the supplier or the digital
platform at the point of sale.

Section 3.2.2.7 provides in-depth analysis on the policy choices for jurisdiction in this context.

Customs legislation and guidance might also specify how customs authorities should treat more complex consignments,
mirroring VAT legislation and guidance for non-resident suppliers and digital platforms. These more complex cases include
multiple low-value goods in a single consignment that collectively exceeds the customs duty relief threshold or a consignment
containing a mixture of low-value and high-value goods.

o Jurisdictions may decide that such complex consignments are excluded from the application of the vendor collection
regime and that VAT on the importation of these consignments may continue to be collected by the customs authorities.

Customs reporting requirements

Jurisdictions will need to introduce provisions in customs legislation prescribing the information that must be provided to
customs authorities in advance of, or at the time of, importation by or on behalf of suppliers or digital platforms under the
vendor collection regime (see Checklist 3 for more details).

]

references
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322
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Subsections 3.2.2
5.2.10 et seq.

(pages 108, 191 et
seq.)

Subsection
5.2.11
(page 197)

Annex D
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Expanding the scope of the vendor collection regime to include supplies of low-value imported goods by resident suppliers
and digital platforms

The application of the vendor collection regime for supplies of low-value imported goods to resident suppliers can provide
similar benefits as it does with respect non-resident ones, especially in terms of VAT revenue and efficiency of VAT collection.
Extending the application of the vendor collection regime to resident suppliers can notably facilitate compliance for digital
platforms and for customs authorities by removing the need to verify the residence status of the supplier of low-value imported
goods to determine whether a supply is within the scope of the vendor collection obligation. It provides a level playing field
between resident and non-resident businesses and reduces possibilities to circumvent the VAT collection regime.

Contrary to non-resident suppliers, resident businesses can declare and remit VAT under the standard VAT registration for
their supplies of low-value imported goods. They therefore need not necessarily have access to the simplified compliance
regime to comply with vendor collection obligations for their direct supplies (i.e. the supplies that they do not make via a digital
platform).

Expanding the scope of the platform full VAT liability regime to address the “fulfilment house” model

Non-resident suppliers of goods to final consumers are increasingly using a form of warehousing facility in the jurisdictions
where their customers are located, where goods are stored in bulk so that they are available for rapid delivery to customers
once they are sold. Such goods are thus already in the jurisdiction of the final consumer when sold by the non-resident supplier.
Some non-resident suppliers have attempted to use this structure to evade VAT on their sales in the consumer's jurisdiction.

To address this problem, a jurisdiction can explicitly expand the legal basis of its full VAT liability regime for digital platforms
to include all B2C supplies by non-resident suppliers to consumers within that jurisdiction facilitated bythese platforms, and
not just to low-value imported goods.
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Checklist 3: Implementing a simplified registration and collection regime and the supporting IT infrastructure

Key to abbreviations in the legislative checklist;

Law = Primary and secondary law
Admin = Administrative processes, infrastructure and guidance
IT = Operational and IT infrastructure

Comms = Communications strategies and activity
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ESTABLISHING A ROADMAP FOR THE IMPLEMENTATION OF THE RECOMMENDED POLICY FRAMEWORK FOR VAT COLLECTION ON DIGITAL TRADE

Establishing a robust project governance and project management structure for implementing the recommended
policy framework for VAT collection on digital trade

o Implementing the policy framework for VAT collection on digital trade as recommended in this Toolkit is a significant

undertaking that requires robust project governance and project management based on a detailed and realistic Subsection
planning of the approach for undertaking all the main elements of policy design and implementation (“roadmap”). It is - M - } 51
recommended that the simplified registration and collection regime for non-resident suppliers and digital platforms be (page 155)

developed in conjunction with, rather than after or in isolation from, the design and enactment of key legislation.

e  The main elements of a roadmap for implementation of the recommended policy framework are set out in Figure 5.1
(subsection 5.1.1.1).
Sequencing reform and realistic timeframes

« Jurisdictions that have implemented the recommended OECD policy framework have done so in a sequenced manner, Subsections
i.e. they started with supplies of services and intangibles by non-resident suppliers and later extended it to the more 5.1.1.2and
complex area of low-value imported goods. 4] 4] 4] M 5113

«  Having an appropriate lead-time for the introduction or the extension (e.g. to low-value imported goods) of a simplified (pages 160 and
registration and collection regime for non-resident suppliers and digital platforms is important for both tax (and customs) 160)

authorities and non-resident businesses. A lead-time of 6-12 months between adoption of the reform and entry into
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force is considered appropriate for VAT reform directed at international sales of services and intangibles. A lead-time
of 12-18 months is generally considered appropriate for VAT reform targeted at low-value imported goods.

Consultation
o From the policy development phase onwards, tax policymakers and administrators may greatly benefit from consulting
with affected businesses, international and regional multilateral organisations, and jurisdictions with experience in the
implementation and administration of the recommended policy framework, to seek their input and assistance.

DESIGNING AND IMPLEMENTING A SIMPLIFIED VAT REGISTRATION AND COLLECTION REGIME

Simplified VAT registration and collection regime for non-resident suppliers and digital platforms
This Toolkit recommends that jurisdictions implement a simplified registration and collection regime (simplified compliance
regime) for:
o Non-resident suppliers to comply with their obligation to collect and remit the VAT on their supplies of services and
intangibles to final consumers that have their usual residence in the taxing jurisdiction;
o Digital platforms to comply with their obligation to collect and remit the VAT on such supplies of services and intangibles
under the taxing jurisdiction’s full VAT liability regime for digital platforms.

The Toolkit further recommends that the scope of the simplified compliance regime be subsequently extended to collect the VAT
on low-value imported goods from non-resident suppliers and digital platforms. A simplified compliance regime limits the
associated compliance obligations to what is strictly necessary for the effective collection of the VAT on these supplies and is
supported by an online portal.

o Forthe determination of the scope of the simplified registration and collection regime, please refer to Checklists 1 and
2.

o Where a non-resident supplier or digital platform is allowed to choose between registering under the standard VAT
regime and under a simplified regime, the VAT rules will need to clarify the following aspects:

o How a supplier or digital platform can determine its eligibility to register and elect to register for the standard
regime or for the simplified regime.

o When an election takes effect, noting the start of the election, and the date of effect of any cancellation.

]

4]

]
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o The process by which a registrant may revoke an election or by which the tax authority can initiate revocation of

the registration.

Simplified registration via online portal

It is recommended that online registration be made available for non-resident suppliers and digital platforms under a
simplified compliance regime. It is also recommended to limit the registration process under a simplified compliance
regime to the information that is functionally necessary to ensure the proper collection of the VAT from non-resident
suppliers and digital platforms. Such information elements could include:

o The name of the business;
o The trading name of the business;

o Postal and/or registered address of the business and its contact person(s). Even where registration is electronic,
a physical mailing address is useful in the event of a system outage;

o The VAT or tax identification number (TIN) of the business in its jurisdiction of establishment, where applicable;
o Names of responsible contact persons, including the title of the authorised person (e.g. “Indirect Tax Manager”)
to support continuity in case of any subsequent changes within the registered business.

Tax authorities should ensure that access to the registration portal and any applicable process to establish a digital
credential permitting such access, be as easy as possible and be supported by clear and readily available guidance
(preferably in English as well as the language of the jurisdiction) including on the tax authority’s website.

For further detailed guidance on the design and implementation of the operational infrastructure of a simplified VAT
registration and collection portal, especially IT systems and software requirements, please refer to subsection 5.3 of
the Toolkit.

Restricting recovery of input VAT

Jurisdictions may wish to prohibit the deduction of VAT incurred in the jurisdiction of taxation by non-resident suppliers
and digital platforms that have registered under the simplified registration and collection regime or substantially restrict
that possibility.

Jurisdictions could consider exceptions to the above general principle, including:

o The possibility for non-resident suppliers and digital platforms to claim a refund of recoverable VAT under the
jurisdiction’s normal refund procedure for non-resident businesses.

Subsections
52.1and 5.3

(pages 170 and
207)

Subsection
525

(page 180)
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o The possibility for non-resident suppliers and digital platforms to register under the standard VAT regime, including
the possibility to revoke their registration under the simplified registration and collection regime in favour of the
standard VAT regime. Jurisdictions must then determine whether such suppliers will be able to claim input VAT
on historical costs and, if so, how far back, subject to any general statute of limitations.

Invoicing

Jurisdictions may consider eliminating invoicing requirements for business-to-consumer supplies under the simplified
registration and collection regime, in light of the fact that the customers involved will generally not be entitled to deduct
the VAT paid on these supplies.

If invoices are required, jurisdictions may consider allowing invoices to be issued in accordance with the rules of the
supplier’s or digital platform’s jurisdiction or accepting commercial documentation that is issued for purposes other
than VAT (e.g. electronic receipts).

Jurisdictions could require VAT-relevant information to be included in the customer receipt if the issuance of a VAT (or
tax) invoice is not required, especially for supplies of low-value imported goods.

VAT returns and return periods under the simplified registration and collection regime

Itis essential to the effective functioning of a simplified compliance regime that jurisdictions allow non-resident suppliers
and digital platforms to file simplified VAT returns. These will generally demand less information and supporting
evidence than is required for VAT returns under the standard VAT regime (where registrants normally are entitled to
deduct input VAT).

Many jurisdictions require quarterly VAT returns under a simplified registration and collection regime for services and
intangibles.
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Currency conversion for submission of VAT returns and execution of payments

It is recommended that secondary legislation or guidance set out how suppliers and digital platforms should convert the value
of supplies made in a foreign currency. Currency conversion is relevant in particular for determining the amounts that must be
reported in the VAT return and for determining the actual amount of VAT that must be paid to the tax authority. Examples of
reference sources for currency conversion that jurisdictions use are:

o Foreign exchange rates published by the central bank, reserve bank or chief monetary authority of the jurisdiction of
taxation.

o Foreign exchange rates published by certain non-governmental entities, including commercial banks.

o Fixed rates determined by an agreement between a supplier or digital platform and customer for the duration of the
agreement.

Settlement of VAT due

o Jurisdictions are advised to support the use of electronic payment methods by non-resident suppliers and digital
platforms to facilitate settlement of VAT due under the simplified compliance regime.

o The following aspects are likely to further enhance the ease of payment of the VAT due under a simplified compliance
and registration regime:

O

Ensuring that non-resident suppliers and digital platforms have the possibility to opt for the most efficient and least
costly accepted payment solutions, provided that they are adequately secure.

Providing clear guidance on these accepted means of payments.

Exempting non-resident suppliers and digital platforms from the requirement of maintaining a local bank account
in the taxing jurisdiction, particularly if the opening of such a local bank account requires the presence of an
establishment of the supplier or digital platform in that jurisdiction (which a non-resident business will typically not
have).

Accepting payments in the currencies of the taxing jurisdiction's main trading partners.

Ensuring that the appropriate safeguards are in place to mitigate risks from potential attacks on electronic payment
channels.

references
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Record-keeping and provision of records

Clear rules and guidance should be available on the data to be recorded, the format and requirements for data
recording and storage, on the required duration of data storage and on the process and time limitations for providing
these data to the tax authority.

Jurisdictions are encouraged to allow non-resident suppliers and digital platforms to use, to the widest possible extent,
their internal business records and accounting systems to fulfil record-keeping obligations under a simplified
compliance regime.

As matters of good practice:

o Non-resident suppliers and digital platforms should be required to keep reliable and verifiable records of the
supplies they make into the taxing jurisdiction, preferably in electronic format.

o Tax authorities are encouraged to limit the transactional data that suppliers and digital platforms must record to
what is necessary to ensure that suppliers have charged and accounted for VAT correctly on each supply.

SPECIFIC DESIGN AND IMPLEMENTATION CONSIDERATIONS FOR LOW-VALUE IMPORTED GOODS

Customs reporting requirements

Jurisdictions will need to introduce provisions in customs legislation prescribing the information that must be provided
to customs authorities in advance or at the time of importation, by or on behalf of the suppliers and digital platforms
that are liable for VAT under their simplified registration and collection regime. These provisions should include clear
guidance on the process for communicating this information to the customs authorities.

The main purpose of this reporting requirement is to provide evidence of the VAT settlement (“VAT-paid”) status of
consignments that are subject to the vendor collection regime to customs authorities at the time of importation, so that
they can verify whether the VAT has been collected by the non-resident supplier or the digital platform at the point of
sale.

Such information should normally include:
o The VAT registration number or an alternative business ID of the non-resident supplier or the digital platform.

o The appropriate evidence for determining the customer’s status, including the VAT number or an equivalent
identifier to support the treatment of an importation of low-value goods as having a B2B character (and thus not
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being subject to VAT liability for the non-resident supplier or digital platform under the vendor collection regime)
where applicable.

o Information to demonstrate that the VAT-liable supplier or digital platform has collected the VAT on the low-value
imported goods that are subject to the vendor collection regime at the point of sale.

e Subsection 5.2.11 provides an analysis of such customs reporting requirements in jurisdictions that have already
implemented a vendor collection regime for low-value imported goods (see in particular Annex D — “Examples of
Information Reporting Requirements under Simplified Compliance Regimes for Imports of Low-Value Goods”).

o Jurisdictions could legislate to delegate the authority to VAT and customs authorities to introduce new information
requirements when required.

Refunds on incorrectly charged VAT

o Suppliers or digital platforms may sometimes incorrectly charge VAT on the supply of low-value imported goods at the
point of sale, notably in respect of goods that are not subject to a vendor collection obligation. This may occur, for

example, when goods were in fact high-value or part of a single consignment containing multiple goods with an Subsections
aggregate value above the customs duty low-value relief threshold. These imported goods will then, again, be subject 5.2.9.3,5.2.94,
to import VAT under the jurisdiction’s normal customs-based procedure. These non-resident suppliers or digital 5.2.11.1 and
platforms may then claim a refund of the VAT that they have remitted under the vendor collection regime in the %} %} - - 3.2.2.5ii
jurisdiction of importation, or consider them in the form of an amendment in the subsequent VAT return. (pages 188,

o To minimise revenue risks, jurisdictions are advised to restrict access to such refunds or amendments of VAT returns 189,197, and
to situations where the supplier or digital platform has evidence of: 19)

o The reimbursement of the VAT it had incorrectly charged to the consumer; and

o The payment of the import VAT to customs authorities at the time of importation, e.g. on the basis of a customs
declaration or other information indicating the payment of the import VAT by the customer.

OPERATIONAL AND IT INFRASTRUCTUTRE TO SUPPORT THE OPERATION OF A SIMPLIFIED REGISTRATION AND COLLECTION REGIME FOR NON-RESIDENT BUSINESSES

Ensuring appropriate project governance for the implementation of the operational and IT infrastructure to support the

simplified compliance regime Subsection
o The principal operational and IT infrastructure for a simplified VAT compliance regime is a secure, user-friendly online - M M M 5.31
portal through which non-resident suppliers and digital platforms can register for VAT and manage their VAT (page 208)
obligations.
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To achieve this, tax authorities are advised to create a clear governance structure and a core project team containing
staff with sufficient skills and expertise to develop the IT systems and software that a simplified compliance regime for
non-resident suppliers and digital platforms demands. A senior official in the tax authority should exercise leadership.

Jurisdictions should implement safeguards and security procedures to make sure that operational and IT staff respect
the tax authority’s intellectual property rights over the systems and software, and that such staff develop and respect
the confidentiality of the data they process and have access to.

Staff leading the development of operational and IT infrastructure for a simplified compliance regime that includes low-
value imported goods should have sufficient experience of customs processes and systems.

Establishing the objective of an online portal for the simplified compliance regime

The project leadership should articulate the aim of the online portal to IT staff in simple, non-technical language, so
that IT staff clearly understands what the portal is aimed to achieve.

Determining the nature and level of resources a tax authority will need for building the operational and IT infrastructure
for the simplified compliance regime

For the development of the online portal for the simplified VAT compliance regime tax authorities will normally have a
number of options. These broadly include:

o Constructing the online portal utilising in-house IT expertise

o Outsourcing the project; or

o Selecting a commercial off-the-shelf (COTS) solution

or a combination of these. The decision will ultimately depend on an assessment of a range of circumstances, including

the functionality of the tax authority’s existing IT system, the in-house capability of IT staff, the time available for the
implementation of the system, and the funding available.

Jurisdictions may consider using an open-source software for the implementation of a simplified compliance regime
for non-resident suppliers and digital platforms, such as the IT solution developed by the Inter-American Center of Tax
Administrations (CIAT). When a jurisdiction uses a software, the alignment of its regime with OECD guidance will still
ultimately depend on how the tax authority designs the overarching policy framework and administrative processes
that the software helps to implement.

Creating and implementing the operational and IT infrastructure for the simplified VAT compliance regime

Itis highly recommended that the login page to the online portal for a simplified compliance regime be hosted on the
tax authority’s existing website rather than creating a stand-alone Internet address. The reason for this is that the

]

]
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inclusion within existing webpages will provide a high level of certainty to users that the portal is legitimate and not a
fraudulent site designed to steal funds from businesses.

e The online portal should at a minimum include the following functionalities:

o Registration by non-resident suppliers and digital platforms. This includes, as a preliminary step, the creation of a
secure digital identity credential. This is to ensure, to the greatest extent possible, that only legitimate businesses,
which can prove their identity, have the ability to register for and access the online portal (see below).

o Filing VAT returns through secure online forms and facilities to provide secure uploads of supporting information
where appropriate.

o Payment of the VAT due through the portal or a robust process for managing payments that suppliers or digital
platforms make through independent channels such as bank transfers.

o Updating and amending suppliers’ and digital platforms’ key registration and account details, including the identity
of personnel with authority to access the portal.

e Tax authorities are advised to take account of the following additional important factors in creating an effective
operational and IT infrastructure:

o Configuring the online portal to enable suppliers and digital platforms to undertake all activity and functions in
English and the language(s) of major trading partners in addition to the jurisdiction’s main language(s).

o Using APIs to enhance the ease of compliance for non-resident suppliers or digital platforms, e.g. in calculating
their VAT liabilities by providing links to comprehensive logs that tax authorities maintain of current and historical
foreign exchange rates, VAT rates, some types of indicia for determining customer status, efc.

o Providing the appropriate IT and data capacity to permit file uploads and storage.

o Integrating PSP’s
wallet payments.

payment gateways” into the online portal facilitating direct settlement through card or digital

o Ensuring the physical security and cyber security of tax authorities’ hardware and servers that are critical to the
core operation of the online portal.

o Using secure channels for hosting the online portal and for facilitating communications between the tax authority
and non-resident suppliers and digital platforms, e.g. “HTTPS” websites and “TLS"-encrypted e-mails.

o Consulting early and regularly with the business community to test and improve the portal’s user-friendliness.

Creating a robust, secure digital identity credential R [} [} ™ Subsection
5.3.3.1
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The online portal for a simplified compliance regime will operate most effectively if non-resident suppliers and digital
platforms can access it securely using their own digital identity credential, on which the tax authority has conducted
validation checks. The tax authority should in turn require the supplier to validate their ownership of the credential at
each attempt to access the portal by using multiple authentication factors.

Validating the digital identity credential can involve inspection of electronic copies of identification documents and
certificates belonging to a supplier or to a digital platform, or the personnel it is authorising to register on its behalf.

Intermediaries such as tax agents will need to have permission to sign into the system as an approved user through
their client’s digital identity credential or, alternatively, the tax authority should issue the intermediary with its own
identity credential that it can ideally link to all of its clients’ accounts to perform compliance actions on their behalf.

Integrating the IT systems for the simplified compliance regime with tax authorities’ existing IT systems

There are considerable advantages to integrating the online portal for a simplified compliance regime, wherever
possible, with existing IT systems that tax authorities use to manage the administration of VAT and other taxes.

However, in practice this may prove challenging due to differences in information requirements and limitations to
software compatibility between the [T-infrastructure for the simplified compliance regime and the tax authority’s wider
IT systems.
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Checklist 4: Enhancing compliance and enforcement

Key to abbreviations in the checklist:

Law = Primary and secondary law
Admin = Administrative processes, infrastructure and guidance
IT = Operational and IT infrastructure

Comms = Communications strategies and activity

COMPONENTS OF AUDIT AND RISK MANAGEMENT STRATEGY Law | Admin | IT | Comms | MainToolkit
references
FACILITATION AS KEY FACTOR TO ENHANCE COMPLIANCE
A well-designed, simple and easy-to-use registration and compliance regime for non-resident suppliers and digital
platforms, based on internationally agreed principles and consistently implemented across jurisdictions is a critical
starting point to achieve high levels of compliance and VAT revenue collected
_ . o Lo . _ Subsection
o Facilitation of compliance is critical in achieving high levels of compliance and hence reducing risks related to non- o | i | 6.1
resident suppliers and digital platforms. 037
. . . T Co . . age
o Clear rules and consistency in the law are similarly critical in achieving high compliance levels. Legislation and (pag )
administrative guidance should provide clear information on the obligations that non-resident suppliers and digital
platforms have under the simplified compliance regime. Legal uncertainty should be minimised.
RISK MANAGEMENT
Components of successful risk management strategies
e An appropriate risk management strategy normally includes the following core components:
- Identifying risks; Subsection
— Assessing and prioritising risks; - 4| - - 6.2
— Analysing compliance behaviour (causes, options for treatment); (page 240)

Determining treatment strategies;
Planning and implementing strategies;
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—  Monitoring performance and evaluating outcomes.

e Asageneral principle, tax authorities should calibrate their strategies and actions according to defined objectives and
on the basis of proper risk assessment.

o Risks associated with a simplified compliance regime can be identified and prioritised according to the different stages
of implementation of the regime, in a sequential approach:

- Preparatory phase: prior to the date of entry into force of the regime. The objective is to minimise the number of
in-scope non-resident suppliers and digital platforms failing to register.

- Implementation phase: from the date of entry into force of the regime. The objective is to minimise the number of
in-scope non-resident suppliers and digital platforms failing to register and to timely report and/or remit the tax.

- Maturity phase: post-implementation once the regime has been operational for some time. The overall objective
is to correct complex issues and further limit cases of non-compliance.

o Tax authorities should undertake measures to ensure that the legal and organisational framework, the personal
resources and the necessary infrastructure are in place to support a proper risk management and audit strategy.

POTENTIAL DATA SOURCES AND OTHER TYPES OF INFORMATION TO ASSIST COMPLIANCE AND ENFORCEMENT ACTIONS

Access to data is important for tax authorities in designing and operating a simplified registration and collection
regime, including for modelling the regime and for risk management and audit activities.

o Third-party data can be particularly relevant in the context of a simplified compliance regime, notably in order to:

— Identify the non-resident businesses that are likely to be in scope of the regime and to detect businesses that
have not complied with their obligation to register.

- Assist compliance monitoring, including detecting filing inconsistencies or under-declaration.
- Allow tax authorities to enhance their knowledge of certain economic sectors and of the risks they pose.
Reporting obligations for non-resident suppliers and digital platforms

e ltis normal practice that non-resident suppliers and digital platforms are requested to keep the appropriate records,
including at transactional level, and to report or provide access to VAT-relevant information to the tax authorities, either
periodically or on request, within a reasonable timeframe and in a readable format.

references

Subsection
6.3

(page 246)

Subsection
53.71

(page 232)

Subsection
6.5
(page 256)

Subsection
6.5.1
(page 257)

VAT DIGITAL TOOLKIT FOR ASIA-PACIFIC © OECD/WBG/ADB 2022



332

COMPONENTS OF AUDIT AND RISK MANAGEMENT STRATEGY

Main Toolkit
references

‘ Law ‘ Admin IT ‘Comms‘

Third-party data

Experience from jurisdictions operating a simplified compliance regime indicates the importance and usefulness of
data obtained from third parties. Third-party data sources include:

Entities involved in the financial sector, including banks and the jurisdiction’s “Financial Intelligence Unit’, i.e. a
government agency that monitors financial data from a wide variety of sources in support of various public policy
objectives;

Entities involved in goods trade, customs authorities, postal services and express carriers;
Digital platforms.

The use of domestic sources allows better enforceability of data reporting obligations by tax authorities, if required,
because tax authorities have personal jurisdiction over the requested domestic entities.

Data analytics strategies

A number of tax authorities have adopted an advanced data analytics strategy in order to obtain and process data not
directly available from non-resident suppliers’ and digital platforms or from third-party actors that facilitate transactions.

These strategies include:

Carrying out Internet profiling, incl. “web scrapping”, and using other available third-party data to help identify non-
resident businesses that are likely to be within the scope of the simplified compliance regime.

Using lists available from commercial firms that carry out data analysis to identify the top websites (by category)
used by customers in a jurisdiction or region. Although this does not necessarily prove that there is a VAT
obligation, it can assist in the modelling of businesses that will be required to register under a simplified
compliance regime and will help with the targeting of compliance actions (e.g. communications).

Using businesses’ published financial reports and websites, among others.

Subsection

A M - - 6.5.2
(page 257)

Subsections
6.5.3 and
6.5.5
i & (pages 263
and 265)

Exchange of information Exchange of Information provisions in tax treaties or other legal bases, particularly the
Multilateral Convention on Mutual Administrative Assistance in Tax Matters (MAAC), can be employed to obtain
information about suppliers and digital platforms, and any other relevant information that other jurisdictions hold, for
example, registration lists held by other jurisdictions with a similar regime.

Subsections
6.5.4 and 6.8
i i (pages 265
and 285)
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COMMUNICATIONS STRATEGY

Communicating effectively with non-resident suppliers

o Effective communication is critical in achieving high levels of compliance by non-resident suppliers and digital
platforms. This needs to be aimed at ensuring that these businesses are fully aware of their obligations and the
timeframes within which they need to take essential actions to ensure compliance.

o To maximise the effectiveness of their communication strategy to support the design, implementation and operation
of a vendor collection regime facilitated by a simplified compliance regime for non-resident suppliers and digital
platforms, tax authorities are advised to consider the following approaches:

Ensure early communication and consultation with non-resident businesses and other key stakeholders.

Use multi-channel media strategies to achieve greater coverage and awareness, including the use of social media
(e.g. LinkedIn), media releases, presentations to representative organisations and forums and the provision of
communication material to a wide range of organisations and stakeholders.
Provide easy-to-access comprehensive web guidance for non-resident suppliers and digital platforms through a
standalone page on the tax authority’s website.
Consider the development of key words and phrases (‘metadata”) so that Internet search engines are able to
best direct potential registrants to the right information on the tax authority’s website.
Make some or ideally all communication and guidance material available in English and in the language(s) of the
jurisdiction’s main trading partners, in addition to the jurisdiction’s local language(s).

Develop taxpayer assistance channels, including the provision of a dedicated email channel for non-resident
businesses and/or phone numbers to a dedicated call centre.

Internal communications and training for staff in the tax authority are required to directly support clients and
administer the regime.
A number of jurisdictions have undertaken a broader range of communication actions that may be useful to
consider. These include the following:

= One-to-one letter campaigns, targeted at the main non-resident suppliers, digital platforms and other key

stakeholders.

= Partnering with key stakeholders to host webinars to deliver interactive presentations and question-and-
answer sessions about reforms. Large accounting firms and other private sector intermediaries, in addition
to international and regional multilateral organisations, can play an important role.
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ADDRESSING NON-COMPLIANCE

The potential role of co-operative compliance

A co-operative tax compliance programme aims to voluntarily build a relationship of mutual trust between taxpayers
and tax authorities to facilitate compliance while at the same time protecting tax revenues.

Enforcement and related measures

Despite the efforts of tax authorities to facilitate compliance by non-resident suppliers and digital platforms, non-
compliant conduct can nevertheless occur.

To discourage such non-compliance by non-resident suppliers and digital platforms, appropriate enforcement
measures should be adopted and implemented. These can include:

Interest charges: The primary objective of interest charges is to protect the present value of tax revenues by
compensating the government for the deprivation of use of tax amounts that are not paid on time.

Administrative penalties: These penalties are often intended to achieve greater compliance by deterring certain
undesirable behaviours.

Criminal prosecution: Some taxpayers may persevere in being non-compliant and use any means to evade their
tax obligations. It is in respect of those taxpayers, for whom support and monitoring does not improve compliance,
that criminal law may play a role. International co-operation may be crucial for the practical application of criminal
judgements and sanctions.

Role of payment intermediaries: The application of a financial intermediary withholding regime is not
recommended as a jurisdiction’s primary approach to collecting VAT on supplies by non-resident businesses.
Nevertheless, if treatment strategies undertaken by the tax authority are unsuccessful in engaging non-resident
suppliers and digital platforms in the VAT collection process, it may be reasonable for tax authorities to seek to
enforce the collection of the tax by requiring financial intermediaries to withhold and account for the VAT due by
persistently non-compliant businesses.

Subsection

Subsection
6.7

(page 270)

Subsection
6.7.2
(page 272)

Subsection
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(page 272)
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—  Customs authorities’ legal powers may provide further enforcement possibilities related to supplies of low-value
imported goods.

— Additional measures, such as public VAT registers
= Public VAT registers can be beneficial in incentivising non-resident suppliers and digital platforms to register
and in providing confidence to domestic businesses and customers about the compliance by their foreign
competitors.

INTERNATIONAL ADMINISTRATIVE CO-OPERATION

The role of international administrative co-operation in enhancing enforcement

o Jurisdictions should take appropriate steps to make optimal use of existing multilateral and bilateral legal instruments
for the international administrative co-operation to support the effective collection of VAT on international trade.

o The use of international administrative co-operation tools in tax matters generally requires the existence of a legal
basis upon which the requesting jurisdiction can engage the requested jurisdiction. These include multilateral
conventions, bilateral tax conventions, regional frameworks and tax information exchange agreements (TIEAs).

Law Admin

4]

4]
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Multilateral Convention on Mutual Administrative Assistance in Tax Matters

The Multilateral Convention on Mutual Administrative Assistance in Tax Matters (“MAAC") is the most comprehensive
multilateral instrument available for all forms of tax co-operation to address tax evasion and avoidance. It provides for
all possible forms of administrative co-operation between jurisdictions in the assessment and collection of taxes, and
specifically:

Exchange of information, including on request, automatic and spontaneous exchange of information;
Simultaneous tax examinations;

Tax examinations abroad;

Assistance in recovery of tax;

o O O O O

Service of documents.

The Secretariat of the Global Forum on Transparency and Exchange of Information for Tax Purposes has produced a
Toolkit for Becoming a Party to the MAAC. This Toolkit provides detailed guidance for States preparing to join the
MAAC.

The MAAC acknowledges that, at the time of signing, a State may not, for practical, constitutional or political reasons,
be able to provide other States the full assistance envisaged by the Convention. Article 30 enables a State to sign the
MAAC with reservations about the type of tax to be covered and/or the type of assistance to be provided.

Subsection
6.8.3
(page 292)

Subsection
6.8.3.2
(page 297)
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Annex A. The international VAT/GST Guidelines -
An overview of the main components

The OECD'’s International VAT/GST Guidelines (“The Guidelines”) were incorporated as an OECD legal
instrument in the Recommendation on the Application of Value Added Tax/Goods and Services Tax to the
International Trade in Services and Intangibles, which was adopted by the Council of the OECD on
27 September 2016 (OECD, 2017p2)). They are the culmination of nearly two decades of efforts to provide
internationally accepted standards for consumption taxation of international cross-border trade, particularly
trade in services and intangibles.

The Guidelines set forth a number of principles for the VAT treatment of the most common types of
international transactions, focusing on trade in services and intangibles. They aim to reduce the uncertainty
of the risks of double taxation and unintended non-taxation that result from inconsistencies in the
application of VAT in a cross-border context. The Guidelines do not aim at detailed prescription for national
legislation. They seek to identify objectives and suggest means for achieving them in an effort to assist
policymakers in their endeavours to develop a legal and administrative framework for implementing VAT
in their jurisdiction, taking into account their particular circumstances.

After summarising the core features of VATs in Chapter 1 and articulating the principles of neutrality that
should govern the application of VAT to cross-border trade in Chapter 2, the Guidelines provide detailed
guidance regarding the appropriate rules for determining the place of taxation for cross-border supplies of
services and intangibles in Chapter 3. The Guidelines also provide guidance to facilitate interaction
between national VAT systems with recommendations addressed to mutual co-operation, dispute
minimisation, and application in cases of evasion and avoidance in Chapter 4.

This Annex provides a summary overview of the main components of the Guidelines.

Chapter 1 of the Guidelines: Core features of VATs

Overarching purpose of a VAT: A broad-based tax on final consumption

The overarching purpose of a VAT is to impose a broad-based tax on consumption, which is understood
to mean final consumption by households. In principle, only private individuals, as distinguished from
businesses, engage in the consumption at which a VAT is targeted. A necessary consequence of the
fundamental proposition that a VAT is a tax on final consumption by households is that the burden of the
VAT should not rest on businesses, except where explicitly provided for in legislation.

The central design feature of a VAT: Staged collection process

The central design feature of a VAT is that the tax is collected through a staged process (fractionated
payment). Each business in the supply chain takes part in the process of controlling and collecting the tax,
remitting the proportion of tax corresponding to its margin, i.e. the difference between the VAT imposed on
its taxed inputs and the VAT imposed on its taxed outputs. Thus, the tax is in principle collected on the
“value added” at each stage of production and distribution. In this respect, the VAT differs from a retail
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sales tax (“RST”), which taxes consumption through a single-stage levy imposed in theory only at the point
of final sale. In contrast to an RST, the risk associated with the non-payment of the VAT is in principle
spread across the commercial chain rather than resting on the final sale.

This central design feature of the VAT, coupled with the fundamental principle that the burden of the tax
should not rest on businesses, requires a mechanism for relieving businesses of the burden of the VAT
they pay when they acquire goods, services, or intangibles. The invoice-credit method is the approach
adopted by almost all jurisdictions for implementing the staged collection process while relieving
businesses of the final VAT burden. Under the invoice-credit method, each trader charges VAT at the rate
specified for each supply and passes to the purchaser an invoice showing the amount of tax charged. The
business purchaser is in turn able to credit that input tax against the output tax charged on its sales,
remitting the balance to the tax authorities and receiving refunds when there are excess credits.

Most jurisdictions with a VAT impose the tax at every stage of the economic process and allow deduction
of taxes on purchases by all but the final consumer. This design feature gives to the VAT its essential
character in domestic trade as an economically neutral tax. The full right to deduct input tax through the
supply chain, except by the final consumer, ensures the neutrality of the tax, whatever the nature of the
product, the structure of the distribution chain, and the means used for its delivery (e.g. retail stores,
physical delivery, Internet downloads). As a result of the staged payment system, VAT thereby “flows
through the businesses” to tax supplies made to final consumers.

VAT and international trade: The destination principle

The overarching purpose of VAT as a levy on final consumption, coupled with its central design feature of
a staged collection process, lays the foundation for the core VAT principles bearing on international trade.
The fundamental issue of economic policy in relation to the international application of VAT is whether the
levy should be imposed by the jurisdiction of origin or destination. Under the destination principle, tax is
ultimately levied only on the final consumption by the jurisdiction in which that consumption takes place.
Under the origin principle, the tax is levied in the various jurisdictions where the value was added. The key
economic difference between the two principles is that the destination principle places all firms competing
in a given jurisdiction on an even footing whereas the origin principle places consumers in different
jurisdictions on an even footing.

The application of the destination principle in VAT achieves neutrality in international trade. Under the
destination principle, exports are not subject to tax and businesses are entitled to a refund of input taxes
(that is, exports are “free of VAT” or “zero-rated”). Conversely, the destination principle means that imports
are taxed on the same basis and at the same rates as domestic supplies. Accordingly, the total tax paid in
relation to a supply is determined by the rules applicable in the jurisdiction of its consumption and all
revenue accrues to the jurisdiction where the supply to the final consumer occurs.

By contrast, under the origin principle, each jurisdiction would levy VAT on the value created within its own
borders. Under an origin-based regime, exporting jurisdictions would tax exports on the same basis and at
the same rate as domestic supplies, while importing jurisdictions would give a credit against their own VAT
for the hypothetical tax that would have been paid at the importing jurisdiction’s own rate. Tax paid on a
supply would then reflect the pattern of its origins and the aggregate revenue would be distributed in that
pattern. This would run counter to the core features of a VAT: as a tax on consumption, the revenue should
accrue to the jurisdiction where the final consumption takes place. Under the origin principle, these
revenues are shared amongst jurisdictions where value is added, and could influence the economic or
geographical structure of the value chain and undermine neutrality in international trade.

For these reasons, there is widespread consensus that the destination principle, with revenue accruing to
the country of import where final consumption occurs, is preferable to the origin principle from both a
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theoretical and practical standpoint. In fact, the destination principle is the international norm and is
sanctioned by World Trade Organisation (“WTQ”) rules.**®

Because of the widespread acceptance of the destination principle for applying VAT to international trade,
most of the rules currently in force are generally intended to tax supplies of goods, services and intangibles
within the jurisdiction where consumption takes place. Practical means of implementing this intention are,
nevertheless, diverse across jurisdictions, which can in some instances lead to double taxation or
unintended non-taxation, and to uncertainties for both businesses and tax authorities.

Implementation of the destination principle with respect to international trade in goods is relatively
straightforward in theory and in principle generally effective in practice, due in large part to the existence
of border controls or fiscal frontiers.*® When a transaction involves goods being moved from one
jurisdiction to another, the goods are generally taxed where they are delivered. The exported goods are
free of VAT in the seller’s jurisdiction (and are freed of any residual VAT via successive businesses’
deductions of input tax), whilst imports are subject to the same VAT as equivalent domestic goods in the
purchaser’s jurisdiction. The VAT on imports is generally collected at the same time as customs duties,
although in some jurisdictions collection is postponed until declared on the importer's next VAT return.
Allowing deduction of the VAT incurred at importation in the same way as input tax deduction on a domestic
supply ensures neutrality and limits distortions in relation to international trade.

Implementing the destination principle for international trade in services and intangibles creates additional
complexities compared to international trade in goods. The nature of services and intangibles is such that
they cannot be subject to border controls in the same way as goods. For these reasons, the OECD
developed the Guidelines for determining the jurisdiction of taxation for international supplies of services
and intangibles, doing so in a way that reflects the destination principle.

Making exports free of VAT and taxing imports introduce a breach in the staged collection process. In
many VAT systems that operate an invoice-credit method, the VAT on cross-border B2B supplies of
services and intangibles is collected by the “reverse charge mechanism”, under which the liability to pay
the tax is switched from the supplier to the customer. Note for these purposes that OECD guidance
generally assumes that B2B supplies are supplies where both the supplier and the customer are
recognised as businesses in national law and B2C supplies are assumed to be supplies where the
customer is not recognised as a business in national law. In the absence of a reverse charge mechanism
for international B2B supplies of services, non-resident suppliers that deliver services in jurisdictions where
they are not established would in principle have to register for VAT purposes and fulfil all VAT obligations
in these jurisdictions. To avoid such administrative burdens on non-resident suppliers, and to assure that
VAT is accounted for, the reverse charge mechanism allows or requires the VAT-registered customer to
account for the tax on supplies received from non-resident suppliers. The reverse charge mechanism is
not applied in all jurisdictions and, where it is implemented, the rules may differ from country to country.

Application of generally accepted principles of tax policy to VAT: The Ottawa Taxation
Framework Conditions

The Guidelines reiterate the tax policy principles articulated in the Ottawa Taxation Framework Conditions
(see subsection 5.1.2 of the Toolkit) that should govern VAT design, namely: neutrality, efficiency, certainty

135 Footnote 1 of the WTO'’s Agreement on Subsidies and Countervailing Measures provides that “... the exemption
of an exported product from duties or taxes borne by the like product when destined for domestic consumption, or the
remission of such duties or taxes in amounts not in excess of those which have accrued, shall not be deemed to be a
subsidy”.

136 As noted throughout this Toolkit, however, there are significant challenges associated with the imposition of VAT
on imports of B2C supplies of low-value goods.
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and simplicity, effectiveness and fairness, and flexibility. Because of the special significance of neutrality
as a core principle of VAT design, the Guidelines devote an entire chapter to the neutrality principle.

Chapter 2 of the Guidelines: Neutrality of VAT in the context of cross-border
trade

With respect to the “basic neutrality principles”, i.e. principles related to the basic design features of a VAT
without regard to international trade, the Guidelines set forth three core principles:

e Guideline 2.1 provides that “[t]he burden of value added taxes themselves should not lie on taxable
businesses except where explicitly provided for in legislation”.

This Guideline sets forth the fundamental principle that a VAT is a tax on final household consumption and
that the burden of this tax should thus not rest on businesses. However, Guideline 2.1 also recognises
jurisdictions’ right to deviate from this principle, at least when they explicitly do so by legislation. This may,
for instance, concern services that are exempt due to difficulties to assess the tax base (e.g. many financial
services) or services exempt for other policy reasons (such as health care, education, and culture).
Providing an exemption for the final supply to the consumer does not necessarily fully relieve the consumer
of the economic burden of the VAT if the transactions in the preceding stages of the economic process are
not also relieved of the tax burden.

The other two “basic” VAT neutrality principles do not recognise any exceptions:

e Guideline 2.2 provides that “[bJusinesses in similar situations carrying out similar transactions
should be subject to similar levels of taxation”.

e Guideline 2.3 provides that “VAT rules should be framed in such a way that they are not the
primary influence on business decisions”.

e The Guidelines provide useful Commentary (supported by examples) on what is meant by “similar
levels of taxation”, “businesses in similar situations”, “similar transactions”, and “primary influence
on business decisions”. Readers can consult this commentary in paragraphs 2.39 to 2.52 of the

Guidelines.

Three specific Guidelines are addressed to VAT neutrality in international trade. Like the “basic” neutrality
Guidelines, the neutrality Guidelines addressed to international trade articulate uncontroversial principles
at a high level of generality:

e Guideline 2.4, which is addressed to the “level of taxation”, provides that “foreign businesses
should not be disadvantaged or advantaged compared to domestic businesses in the jurisdiction
where the tax may be due or paid”.

e Guideline 2.5 recognises that “jurisdictions may choose from a number of approaches” in order
“[t]lo ensure foreign businesses do not incur irrecoverable VAT”.

Guideline 2.4 essentially sets forth the principle of equal treatment between domestic and foreign
businesses in respect of the level of taxation in the taxing jurisdiction. Where domestic businesses do not
incur irrecoverable VAT, this should also apply for foreign businesses. Guideline 2.5 makes it clear that
there is a variety of approaches for achieving this objective with respect to foreign businesses, even though
these may not be the same as those used for achieving this objective with respect to domestic businesses.
The Commentary elaborates on this point, observing that the approaches for relieving foreign businesses
of irrecoverable VAT may include specific input VAT refund regimes; refunds through local VAT
registration; shifting the responsibility to locally registered suppliers/customers (“reverse charge”); and
granting purchase exemption certificates.
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Guideline 2.6, while acknowledging that foreign businesses may legitimately be subject to different
administrative requirements than those applied to domestic businesses, declares that in such
cases these requirements “should not create a disproportionate or inappropriate compliance
burden for the businesses”.

Chapter 3. Determining the place of taxation for cross-border supplies of
services and intangibles

The recommended rules and principles for determining the place of taxation for international cross-border
supplies of services and intangibles are covered in detail in the body of the Toolkit, in particular in the
Section 2.1.

This overview is therefore limited to an outline of the main standards and recommendations included in
Chapter 3.

Guideline 3.1: For consumption tax purposes, internationally traded services and intangibles
should be taxed according to the rules of the jurisdiction of consumption.

Guideline 3.2: For the application of Guideline 3.1, for business-to-business supplies, the
jurisdiction in which the customer is located has the taxing rights over internationally traded
services or intangibles.

Guideline 3.3: For the application of Guideline 3.2, the identity of the customer is normally
determined by reference to the business agreement.

Business agreements consist of the elements that identify the parties to a supply and the rights
and obligations with respect to that supply. They are generally based on mutual understanding.

Guideline 3.4: For the application of Guideline 3.2, when the customer has establishments in more
than one jurisdiction, the taxing rights accrue to the jurisdiction(s) where the establishment(s) using
the service or intangible is (are) located.

o The following broad categories of approaches can be distinguished:

— Direct use approach, which focuses directly on the establishment that uses the
service or intangible;
— Direct delivery approach, which focuses on the establishment to which the service or
intangible is delivered,;
— Recharge method, which focuses on the establishment that uses the service or
intangible as determined on the basis of internal recharge arrangements within the
MLE, made in accordance with corporate tax, accounting or other regulatory
requirements.
Guideline 3.5: For the application of Guideline 3.1, the jurisdiction in which the supply is physically
performed has the taxing rights over business-to-consumer supplies of services and intangibles
that:

o Are physically performed at a readily identifiable place, and
o Are ordinarily consumed at the same time as and at the same place where they are physically
performed, and

o Ordinarily require the physical presence of the person performing the supply and the person
consuming the service or intangible at the same time and place where the supply of such a
service or intangible is physically performed.

Guideline 3.6: For the application of Guideline 3.1, the jurisdiction in which the customer has its
usual residence has the taxing rights over business-to-consumer supplies of services and
intangibles other than those covered by Guideline 3.5.
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e Guideline 3.7: The taxing rights over internationally traded services or intangibles supplied
between businesses may be allocated by reference to a proxy other than the customer’s location
as laid down in Guideline 3.2, when both the following conditions are met:

o The allocation of taxing rights by reference to the customer’s location does not lead to an
appropriate result when considered under the following criteria:

- Neutrality;

- Efficiency of compliance and administration;
- Certainty and simplicity;

- Effectiveness;

- Fairness.

o A proxy other than the customer’s location would lead to a significantly better result when
considered under the same criteria.

Similarly, the taxing rights over internationally traded business-to-consumer supplies of services or
intangibles may be allocated by reference to a proxy other than the place of performance as laid
down in Guideline 3.5 and the usual residence of the customer as laid down in Guideline 3.6, when
both conditions are met as set out in the two bullet points above.

e Guideline 3.8: For internationally traded supplies of services and intangibles directly connected
with immovable property, the taxing rights may be allocated to the jurisdiction where the immovable
property is located.

Chapter 4. Mechanisms to support the Guidelines in practice

The Guidelines recognise that there may be differences in the way jurisdictions implement or interpret the
neutrality or place of taxation principles. This may lead to double taxation, unintended non-taxation or
disputes. Mechanisms for mutual co-operation, exchange of information and other forms of communication
among tax authorities can offer helpful instruments to facilitate a consistent interpretation of the Guidelines,
to minimise disputes, and to address issues of evasion or avoidance arising in the context of the
Guidelines. While formal dispute resolution mechanisms do not exist in the absence of a binding legal
basis (e.g. tax treaty), the Guidelines nevertheless encourage jurisdictions to utilise existing administrative
co-operation mechanisms to support their consistent implementation and to deal with disputes when they
may arise.

The Guidelines identify the following existing mechanisms for mutual co-operation, exchange of
information, and other forms of mutual assistance that may aid tax authorities in interpreting and
implementing the principles of the Guidelines in a consistent manner.

e The Multilateral Convention on Mutual Administrative Assistance in Tax Matters (OECD; Council
of Europe, 2011s9)). The Convention was developed jointly by the OECD and the Council of Europe
in 1988 and amended by Protocol in 2010. It provides for all forms of administrative co-operation
between the parties in the assessment and collection of taxes, focusing in particular on combatting
tax evasion and avoidance. The Convention is intended to have a very wide scope, covering all
taxes including general consumption taxes such as VAT. For more details, see subsection 6.8.3 of
this Toolkit

e The OECD Model Tax Convention (MTC) (Article 26) (OECD, 2017907). Note that the MTC is not a
binding instrument, unless and until ratified as a bilateral tax treaty between two jurisdictions (often
in a form slightly different from the model). Article 26 of the MTC deals with exchange of
information. It applies to “such information as is foreseeably relevant ... to the administration or
enforcement of the domestic laws concerning taxes of every kind and description imposed on
behalf of the Contracting States”, including VAT. For jurisdictions that have adopted bilateral tax
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treaties based on the MTC, including Article 26, the mechanism appears to offer a promising
platform for Parties to exchange information both in individual cases and in broader classes of
cases arising under VAT. This includes cases that raise issues implicating the Guidelines.

The Model Agreement on Exchange of Information on Tax Matters (Model Agreement) (OECD,
2002p951). The OECD developed the Model Agreement to promote international co-operation in tax
matters through exchange of information. The Model Agreement is not a binding instrument but
contains two models for Tax Information Exchange Agreements (TIEAS), a multilateral version and
a bilateral version. A considerable number of bilateral agreements have been based on the Model
Agreement. These TIEAs provide for exchange of information on request and for tax authorities to
conduct certain tax examinations in foreign jurisdictions, principally for direct taxes but they can
also cover other taxes such as VAT. In addition, TIEAs provide for forms of exchange other than
exchange on request.

Beyond the use of existing mechanisms for mutual co-operation and exchange of information, the
Guidelines encourage jurisdictions to support their consistent implementation and interpretation through
taxpayer services focused on the Guidelines. The Guidelines provide the following non-exclusive list of
possible taxpayer services:

The provision of readily accessible and easily understood local guidance on the domestic VAT
rules that fall within the scope of the Guidelines.

The creation of points of contact with taxing authorities where businesses and consumers can
make inquiries regarding the domestic VAT rules within the scope of the Guidelines and receive
timely responses to such inquiries.

The creation of a point of contact with tax authorities where businesses can identify perceived
disparities in the interpretation or implementation of the principles of the Guidelines.

Finally, the Guidelines make it clear that they are drafted on the assumption that all parties are acting in
good faith and that all the transactions are legitimate and have economic substance. Accordingly, when
this is not the case, i.e. in cases involving evasion or avoidance, nothing in the Guidelines may be read as
preventing jurisdictions from taking proportionate measures to protect against evasion and avoidance,
revenue losses and distortion of competition.
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Annex B. The OECD Model Reporting rules for
Digital Platforms: Possible role in supporting
VAT compliance and enforcement

Model Rules for Reporting by Platform Operators with respect to Sellers in the Sharing and
Gig Economy (2020)

The OECD Model Reporting Rules were adopted by the OECD/G20 Inclusive Framework on BEPS in
2020 to assist jurisdictions in implementing a requirement for digital platforms to collect information on
the income realised by sharing and gig economy sellers that offer accommodation, transport and
personal services and to report the information to tax authorities (OECD, 2020;7g)). One of the core
objectives of these model rules is to promote international co-operation to ensure that tax authorities
have access to information on income earned by sharing and gig economy sellers within their
jurisdictions, including from platforms that are located in other jurisdictions. To achieve this objective,
the rules provide that platform operators report information to the tax authorities of their jurisdiction of
residence and that this information is exchanged automatically and annually by the platform operator’s
residence jurisdiction with the jurisdictions of the sellers’ residence — and, with respect to transactions
involving the rental of immovable property, the jurisdictions in which such immovable property is located.

The OECD Model Reporting Rules promote standardisation of reporting rules between jurisdictions in
order to help platforms comply with reporting obligations across different jurisdictions, by allowing them
to follow largely similar processes for gathering and reporting information on the transactions and
identity of the platform sellers.

The OECD Model Reporting Rules have been designed primarily to facilitate and enhance compliance
by sharing and gig economy providers with their direct tax obligations. They recognise explicitly,
however, that the information reported and exchanged under these rules is likely to be relevant for VAT
compliance purposes as well. The information reported under the OECD Model Reporting Rules will
include the consideration received by sharing and gig economy providers, the types/number of services
provided and the underlying provider’s tax identification data. This information is likely to be relevant for
VAT compliance purposes in the jurisdiction receiving the information under the Model Reporting Rules.
Depending on the type of services and the applicable rules for determining their VAT place of taxation,
the tax authorities may benefit from the information received under the Model Reporting Rules for VAT
compliance purposes as follows:

e In general, tax authorities in the jurisdiction where a sharing and gig economy provider is
established, will be able to use the information received under the Model Reporting Rules to
verify this provider's compliance with its VAT registration obligation (and associated obligations
such as reporting, application of simplification regimes, etc.).

e Where a tax authority receives information on a sharing and gig economy provider in its
jurisdiction in respect of supplies that are subject to VAT in this jurisdiction, the tax authority will
be able to use these data to monitor and pursue compliance by this provider with all the
associated VAT obligations, including the provider’s obligation to register, report and remit the
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VAT. This will typically apply to supplies of services for which the VAT place of taxation is
determined by reference to their place of performance or by reference to the location of the
supplier (typically “on-the-spot” services as described in Guideline 3.5. of the International
VAT/GST Guidelines (OECD, 2017z)). This is important in the sharing and gig economy
context, as these will often involve such “on-the-spot” services that will be subject to VAT in the
jurisdiction where the sharing and gig economy provider is established, such as local
transportation and delivery services and personal services.

e Where information is received by a tax authority relating to services connected with immovable
property that is located in this tax authority’s jurisdiction, this tax authority will be able to use this
information to monitor compliance with all the VAT obligations in respect of these services.
Indeed, such services will in general be subject to VAT in the jurisdiction where the relevant
immovable property is located (see Guideline 3.8. of the International VAT/GST Guidelines).
This information will be particularly useful to monitor and pursue compliance with VAT
obligations in the accommodation (short-term rental) sector of the sharing and gig economy.

It is thus clear that the information that will be exchanged under the OECD Model Reporting Rules will
be of significant use for authorities to enhance VAT compliance in key sectors of the sharing and gig
economy, including the sectors of transportation, personal services and accommodation. It is important
that tax authorities ensure that the information exchanged under these rules is used effectively to
address their VAT reporting needs at the national level as well as to support the international VAT co-
operation in this context. This will notably minimise risks of unco-ordinated proliferation of reporting
requirements that would have an adverse impact on efficiency and costs for both tax authorities and
economic operators.

Complemented by Model Reporting Rules for Digital Platforms — International Exchange
Framework and Optional Module for Sale of Goods (2021)

In 2021, the OECD has developed an international legal framework, the Multilateral Competent
Authority Agreement on Automatic Exchange of Information on Income Derived through Digital
Platforms (the “DPI MCAA”), to support the annual automatic exchange of information by the residence
jurisdiction of the platform operator with the jurisdictions of residence of the sellers (and, with respect
to transactions involving the rental of immovable property, the jurisdictions in which such immovable
property is located), as determined on the basis of the due diligence procedures. Furthermore, it has
developed an optional module that allows such jurisdictions to implement the Model Rules with an
extended scope to cover:

e The sale of goods; and
e The rental of means of transportation.

The Model Reporting Rules do not seek to dictate jurisdictions that should introduce them. They rather
encourage jurisdictions that wish to introduce reporting rules aimed at the sharing and gig economy to
do so in a manner that is consistent with the Model Reporting Rules. This is expected to enhance
consistency of reporting regimes across jurisdictions, which will promote and facilitate international co-
operation between tax authorities including to support VAT compliance in the sharing and gig economy.
By supporting the international exchange of information, the Model Reporting Rules are likely to offer
the most powerful tool for tax authorities to gather information on supplies and providers that are subject
to VAT in their jurisdiction from non-resident sharing and gig economy platforms.

This is an important advantage that the Model Reporting Rules are likely to have over purely domestic
reporting regimes for VAT purposes, as it may be challenging to enforce such reporting requirements
against non-resident platform operators. On the other hand, platforms facilitating transactions in multiple
jurisdictions may be confronted with a wide set of diverging domestic reporting requirements in the
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absence of co-ordination, which may lead to increased costs, potentially harmful barriers to the business
development and a negative effect on compliance and data quality.

Overall, international consistency promoted by the Model Reporting Rules is thus expected to facilitate
compliance, lower compliance costs and administrative burdens and improve the effectiveness of VAT
systems recognising in particular that digital platforms are likely to be faced with multi-jurisdictional
obligations.

Jurisdictions are thus strongly encouraged to leverage, as appropriate, the potential of the Model
Reporting Rules to monitor and enhance VAT compliance in the sharing and gig economy.

These Model Reporting Rules could more generally provide the appropriate basis for a future expansion
of information reporting and exchange in the area of VAT.

Source: OECD (2021), The Impact of the Growth of the Sharing and Gig Economy on VAT/GST Policy and Administration (OECD, 2021));
OECD (2021), Model Reporting Rules for Digital Platforms — International Exchange Framework and Optional Module for Sale of Goods
(OECD, 2021p79)).
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Annex C. Australian Government Productivity
Commission assessment of the costs of different
models for reforming GST collection on imports
of low-value goods

This Annex contains an analysis by the Australian Government Productivity Commission on the costs of
different transporter-based GST collection models for imports of low-value goods in comparison to a model
for simplified registration and collection for non-resident suppliers and digital platforms.

The Toolkit has reproduced the table exactly as it appears in the Productivity Commission’s 2017 Inquiry
Report on Collection Models for GST on Low Value Imported Goods.

In order to comprehend the information in the table, readers should note in particular the following items
for the “Model” column:

The rows with the label “Taskforce” refer to the model for GST collection that the Australian Low
Value Parcel Processing Taskforce had proposed in 2012 on the basis of different possible levels
for the low-value consignment relief threshold for GST at importation.

The row with the label “MTM” means the “Modernised Import VAT Transporter Model” that Amazon
had proposed in 2017 on the basis of a low-value consignment relief threshold of zero. Note that
KPMG performed the study that supported this proposal at the request of Amazon.

The row with the label “Legislated” means the regime for GST collection by non-resident suppliers
at the time of supply under simplified registration and collection procedures. This is the regime that
Australia had already legislated to come into force at the time of the Productivity Commission’s
report and is indeed the regime that Australia currently operates. Under this model, Australia
retained a high relief threshold for GST of AUD 1 000 (USD 751). The threshold applies to all goods
other than alcohol and tobacco products. GST at import continues to apply for goods with a
customs value greater than AUD 1 000.

Readers should also note that:

All values in the table are in Australian Dollars (AUD).
The term “LVT” means here the low-value consignment relief threshold for GST.
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Table A C.1. Australian Government Productivity Commission’s assessment of costs of different
transporter-based VAT collection models for imports of low-value goods in comparison to a model
for simplified registration and collection for non-resident suppliers

Table 5.1 Comparison of administrative and compliance costs ab.¢
Annual calculations are based on 2015-16 volume of items

Estimates of cost

GST-specific ,
Model LVT (de International Inter’;;::‘_llonal Cargo Total Total
minimis mail (upfront) (ongoing) (ongoing) (upfront) (ongoing)
threshold) going,
$m $m $m
3 $m per annum per annum $m per annum
0 162 540 90-688 162 630-1228
100 162 143 61-466 162 204-609
Taskforce
200 162 72 37-287 162 109-359
500 162 14 14-108 162 28-122
MTM 0 63 147-335 90-688 N/A-63 237-1023
Legislated 1,000* N/A N/A N/A 15-60 13-23

& All estimates assume aside feasibility concerns outlined in section 5.2, and are based on 2015-16 volume of items, unadjusted for any demand
responses to application of GST and collection costs on low value imported goods.

b Taskforce model estimates assume that ongoing costs are proportional to the volume of items on which GST is due under different settings
of a GST-specific low value threshold (“LVT”). Upfront (capital) costs are assumed constant for different thresholds. Some additional uncertainty
stems from estimates about the value distributions in the mail and cargo streams, which are extrapolated from sampling exercises.

C Legislated model costs are Productivity Commission estimates set out in table 3.1, plus annualised administration costs budgeted for the ATO
(Australian Taxation Office).

Source: Productivity Commission estimates based on Amazon (sub. 35), Australian Government (2016), Australia Post (sub. S5), CIE (2016,
table 3.3), DIBP (pers. comm., 6 October 2017), LVPPT (2012) and PC (2011, table 7.3).

Source: Productivity Commission (2017), Collection Models for GST on Low Value Imported Goods, Report No. 86, Canberra. Table is in
“Chapter 5: Transporter collection models”, page 99 at https://www.pc.gov.au/inquiries/completed/collection-models/report/collection-models.pdf
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Annex D. Examples of information reporting
requirements under vendor collection regimes
for supplies of low-value imported goods

D.1. Norway

Norway has made certain changes to customs reporting obligations to facilitate the effective operation of
its policy framework for non-resident suppliers and digital platforms under its vendor collection regime for
supplies of low-value imported goods. It provides the following instructions to non-resident suppliers and
digital platforms regarding the new obligations:

e For goods shipped through the post: non-resident suppliers and digital platforms are required
to provide the seven-digit VOEC-registration humber via electronic advance data (M33/ITMATT)
when sending the consignment from their local postal service. The following guidance is provided
more specifically:

o Suppliers in UPU member countries and their designated operators can provide the ITMATT
ver. 1.5.0 (both M33-11 and M33-12) with the assigned VOEC-number®*’ as the ITMATT
reference “sender.identification.reference”*®. If the designated operator uses the old ITMATT
ver.1.2.1 (M33-8G) the respective field is “item.submitter-party.ID”.

o This information must be attached to a UPU standard S-10 barcode on the consignment.

Norway recognises that it may not yet be possible for all suppliers that ship goods through the post
to provide information electronically and, as a fall-back, also allows suppliers in these cases to:

o Use labels CN 22/23 and provide the seven-digit VOEC-number in the sender's address field.
The VOEC-number must be labelled as "Sender's customs reference no" or “VOEC no”.

e For goods shipped by other carriers (courier, express shipping carriers): non-resident
suppliers and digital platforms must provide the seven-digit VOEC-number via EDI message or
labelling as mandated by the shipping carrier; and transporters must provide VOEC-information to
Norwegian Customs, preferably in a pre-notification in digital form, or alternatively (at the latest)
when goods are presented at the border.

D.2. Australia

Australia takes an approach similar to Norway’s, requiring express carriers and cargo transporters to report
GST-relevant information into the customs’ integrated cargo system as part of the clearance process.
However, Australia does not yet require reporting of the same information through postal channels.

137 VOEC stands for “VAT on E-Commerce” and is the abbreviation that the Norwegian tax authority uses for its
simplified compliance regime for international B2C supplies of services, intangibles and low-value goods.

138 Note: This field is also part of the M43 CUSITM UPU EDI messaging scheme, which allows postal operator to
communicate information in this field to customs authorities. See:
https://www.upu.int/UPU/media/upu/documents/Standards/upuEdiMessagingXmlSchemasAndExamplesEn.zip.
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Australia has provisions in its GST laws that would allow it to develop a legal instrument to mandate
reporting of similar information in postal declarations in the future as postal operators’ reporting capabilities
improve.

Australia requires non-resident suppliers and digital platforms that have GST collection obligations to
provide appropriate receipts to consumers for supplies of low-value goods. This applies to non-resident
suppliers and digital platforms that register under either the standard or simplified compliance regimes.
The issuance of appropriate receipts acts as a protection for consumers to limit double taxation by
providing proof that they have already paid GST and thus to also facilitate refunds in the event that double
taxation occurs. The GST-relevant information that suppliers or platforms must provide on receipts is as
follows:

e The supplier's or platform’s name;

e Their GST registration number, which is either the ATO reference number (ARN) or the Australian
business number (ABN);

e The date of issue;

e A description of the supply, including the quantity (if applicable) and the price;

e The amount of GST payable;

¢ Information that identifies whether the supplier or platform charged GST on the goods;

o If the supplier or platform charged GST on all the goods, it can include the GST-inclusive price and
state that this price includes GST (alternatively, it can include the GST for each item separately);

o If the supplier or platform did not apply GST to the supply on some of the goods, it must show
which goods were subject to GST.

Australia also places the legal onus on the non-resident supplier and the platform to include their GST
registration number, any GST-registration of the customer, and the GST-settlement status of the
consignment in relevant customs documents. Practically, this demands that the supplier and other
participants in the transaction communicate this information throughout the supply chain. The table below
summarises these reporting requirements.

Table A D.1. Australian customs reporting requirements for verifying GST compliance on imports
of low-value goods

Information the supplier must provide Matching fields in the integrated cargo systems (ICS)

GST registration number, which is either:
e A 12-digit ARN (ATO reference number — Registration
number under the simplified GST registration and

. . To report this information in the “Vendor ID” field.
collection regime)

e 11-digit ABN (Australian business number — Registration
number under the standard GST regime)

The ABN number of the customer where it provides this to the

supplier To report this information in the “Importer ID” field.

There is a field on both the self-assessed clearance declaration
(with tariff lines) and the import declaration to include a GST
exemption code of “PAID", where appropriate.

Note: Suppliers cannot apply this code against an item with a
customs value of more than AUD 1 000 (USD 751) at the time of
sale.

Whether GST has been charged on the sale of each of the goods.
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ABN stands for an Australian Business Number, which suppliers use as a GST (VAT) registration number under Australia’s standard GST
regime.
Source: Australian Taxation Office, Information for transporters and customs brokers (Australian Taxation Office, n.d.(ss)).

Figure A D.1. Exchange of GST information about imports of low-value goods between the
Australian Border Force and Australian Taxation Office

Australia: low-value goods customs reporting process interaction map — high-level end to end

Sells goods to | g o | Australian GST
Australia [ v laws apply

( Australian Border Force (Customs) Australian Taxation Office (ATO)
[2 ]
Record air/sea Supplier Supplier
cargo data registers for OR registers for
simplified GST standard GST
Scope of delivery and file returns and file returns

Identity match

Prepare data

Reconcile data
sent

Reconcile data
set

Store data

Transform data

a| Report, query,
"’| analyse, assess

Receive data ATO will ingest air and sea cargo data files

Identity match The data will go through identity matching processes to store the data

Store data Data is stored in the enterprise data stores

Transform data Data will be structured for reporting purposes, compliance activities, risk and intelligence analysis and querying
Send / receive reconciliation reports Reconciliation reports of data files received from ABF will be collated and reconciled with what was sent to the ATO

Source: Australian Taxation Office.

D.3. New Zealand

New Zealand requires suppliers and digital platforms to take reasonable steps to ensure that relevant GST
information is available to customs authorities at the time of importation of goods. This information consists
of:

e The name and GST registration number of the supplier or platform;

¢ Information indicating on which items in the consignment the supplier or platform has collected
GST at the point of sale at the rate of 15%, if applicable;

e Information indicating the items in the consignment for which the amount of GST is zero.
If the supplier or platform did not apply GST to some items in the consignment, it must identify these items
to meet the above requirements. Identifying such items enables New Zealand'’s rules for the prevention of

double taxation to operate effectively, as customs authorities will “switch off” GST at importation if the
supplier has charged GST at the time of sale.

D.4. European Union

The approach that the European Union takes towards VAT information reporting for supplies of low-value
imported goods from July 2021 onwards is broadly similar to other jurisdictions. Its approach aligns most
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closely with Norway, which reflects the similarity of approach taken by both jurisdictions to collect VAT
upon importation where there is no indication that the supplier or digital platform has collected VAT at the
point of sale under the vendor collection regime (European Commission, 2020yg¢)). It has developed rules
covering the issuing of invoices and the reporting of relevant VAT information through to customs
authorities.

In respect of invoicing, the EU guidance indicates that “[tlhe IOSS identification number of the electronic
interface should not be mentioned on the invoice since communication of the I0SS number should be kept
to the necessary minimum.”

The EU’s Explanatory Notes (European Commission, 2020p49) provide much greater detail on the customs
information reporting procedures that non-resident suppliers, digital platforms and transporters need to
follow as part of fulfilling their VAT obligations. The Notes also provide detail on simplified customs
clearance procedures for low-value goods on which suppliers have collected VAT at the time of supply.
The following is a summary of the EU information reporting requirements for non-resident suppliers and
digital platforms:

e Suppliers should include the following information either on the VAT invoice (if it issues one) or on
the commercial invoice accompanying the goods for customs clearance:

a) the price the customer paid, in EUR

b) separately, per each applicable VAT rate, the VAT amount that the supplier charged to the
customer

e Provide to the transporter/customs declarant of the goods (such as postal operators, express
carriers or customs agent) the information it will need for customs clearance in the European Union,
including the supplier's IOSS VAT identification number in order to prevent double taxation and
facilitate the release of the goods into free circulation.

e Under the full VAT liability regime for digital platforms, many platforms will not participate in the
dispatch or transport of goods on behalf of underlying non-resident suppliers. These platforms will
have to provide key VAT information for customs reporting to the underlying suppliers, agreeing
on strict rules with them about the use of the digital platform’s IOSS VAT identification number,
including on communicating it to the transporter/customs declarant.

e The transporter/customs declarant for imports of goods has no obligation to verify how much VAT
the supplier or platform has collected nor the VAT rate they applied to the goods. If a customs
declaration contains an 10SS VAT identification number for the supplier or platform and that
number is valid, then the customs authorities will treat the imports of low-value goods as exempt
from import VAT.

e Suppliers and digital platforms must keep records of all eligible IOSS “distance sales” (i.e. supplies
of low-value imported goods into the territory of the European Union) for 10 years to cater for
possible audits by EU tax authorities.

The following figure outlines how tax authorities and customs authorities in the European Union will
exchange VAT information for IOSS imports to determine the VAT settlement status of the goods at the
point of importation.
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Figure A D.2. Exchange of VAT information about imports of low-value goods between the EU
customs authorities and tax authorities
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Source: European Commission (2020), Explanatory Notes on VAT e-commerce rules (European Commission, 2020(4g)).
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Annex E. Operation of a full VAT liability regime
for digital platforms facilitating supplies of low-
value imported goods

The following diagram and the accompanying paragraphs (1 through 8) illustrate the functioning of a full
VAT liability regime for digital platforms that facilitate supplies of goods below the customs duty relief
threshold.

1. Sale

2. Supply for VAT
compliance purposes

e —————
I -
-
- -~

| Electronic exchange of
- information
| (e.g. agreement/MoUs)

| Info \A
Domestic IS ERET
Transporter*

Administrative co-
operation (e.g. WCO
8 guidelines)

Tax
Authority

6. Assess, Collect & 4._ PurChase pricer
Remit VAT + Info 1 (inclusive of tax) I

7

Overseas Border Customs
Transporter* Clearance Authority
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Supplier | ==-== Digital

Risk analysis
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(pre-arrival)

1
1

1

1

: 3. Normal input
; VAT deduction
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1

1

1

1

—— The actual information flow could differ (e.g. supplier can directly provide information to overseas transporters or the digital platforms can provide
information received from the supplier to overseas transporters). Digital platforms could be also asked to provide information directly to the customs
authority.

—— The actual flow of payment could differ according to the arrangements in place between the underlying supplier and the digital platform.

*Overseas/domestic transporters include postal operators and express carriers.

Note: The sequence of numbers assigned in the figure is for identification only; it is not intended to indicate the timing of a specific step in
chronological order.
Source: OECD analysis.

1. Assume an online sale of goods (underlying sale) below the customs duty low-value relief
threshold (low-value goods) by a non-resident supplier (underlying supplier) through a digital platform to a
customer in the jurisdiction of taxation. The good will be imported in the jurisdiction of taxation pursuant to
the sale.

2. Under the full VAT liability regime for digital platforms, the digital platform that has facilitated the
sale is fully and solely liable for VAT compliance with respect to this sale, i.e. the digital platform assumes
full VAT liability as if it has effected the underlying sale itself (instead of the underlying supplier). Tax
authorities may wish to consider limiting the VAT liability risk under this regime for digital platforms that
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they consider to have acted in good faith and to have made reasonable efforts to ensure compliance (“safe
harbour”).

3. The full VAT liability regime does not intend to have any impact on normal VAT deduction rules at
the level of the underlying supplier as determined by the applicable national legislation, i.e. any deductibility
rights at the level of the underlying supplier — according to normal rules — are retained. It is up to the
jurisdiction concerned to design the appropriate mechanism to that end (see further Chapter 2 of the
Guidelines — Neutrality of value added taxes in the context of cross-border trade (OECD, 2017[2)).

4, The customer can make the payment for its purchase either to the digital platform or to the
underlying supplier. If the payment is made to the underlying supplier, the digital platform will need to
recover the VAT component from the supplier in order to remit the VAT to the tax authorities in the
jurisdiction of taxation. Tax authorities are encouraged to consider implementing an appropriate bad debt
relief arrangement to limit the potential risk of default by underlying suppliers in remitting the VAT to the
digital platform provided that the digital platform has made reasonable efforts to ensure compliance.

& In order for the digital platform to calculate the appropriate amount of VAT due on the underlying
supply, the digital platform may have to require the underlying supplier to provide certain additional
information other than what the digital platform routinely collects in its normal course of business.

6. Under the full VAT liability regime in the jurisdiction of taxation the digital platform assesses the
VAT due on the sale of the low-value goods and collects and remits it to the competent authorities (it is
acknowledged that tax and customs authorities may be housed under one entity and therefore VAT will
have to be remitted to that entity). The imported goods will need to be declared at the border under the
traditional customs procedures by the “importer of record” or the “declarant” (usually transporters such as
express couriers or postal operators). The associated importation process could be designed and operated
as follows:

e The imported goods are not subject to any customs or other duties, since their value is below the
customs duty low-value relief threshold. Their sale is subject to VAT, and under the country’s full
VAT liability regime for digital platforms, it is the relevant platform’s liability to collect and remit this
VAT to the relevant authorities in the jurisdiction of taxation. Since it is obligated to remit the VAT
on the sale of the imported low-value goods, it is not required to remit the VAT on the importation
of these goods at the border. The importation of these goods will thus be disregarded/exempted
for VAT purposes. Suitable customs arrangements and processes will need to be in place to
efficiently identify the imports that are covered by the full VAT liability regime at the time of their
arrival at the border. Checks with respect to undervaluation/misclassification of imported goods will
still need to be made by customs authorities as is currently the case.

e In order to collect and remit the VAT in the jurisdiction of taxation, the digital platform is required to
register in the jurisdiction of taxation/importation and declare and remit the VAT there in
accordance with the applicable rules in the jurisdiction. It is suggested that digital platforms are
allowed to register via a simplified registration and compliance mechanism (or ‘pay-only’ regime)
as recommended by the Guidelines (OECD, 2017p2) and the Collection Mechanisms Report
(OECD, 20173)).

e Tax authorities together with customs authorities need to ensure that the full VAT liability regime
clearly sets out the requirements for the exemption of the VAT on the importation of the goods that
are covered by the full VAT liability regime. This will require the necessary documentation
accompanying the imported goods, including a valid VAT/GST registration number of the digital
platform that is liable for the VAT on the supply of the imported goods from the online sale that it
has facilitated, as well as other elements confirming the “VAT-paid” status of the imported goods
(the requirement of more than one element for confirming the VAT-paid status of the imported
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good, e.g. VAT registration number accompanied by a unique identifier per consignment could
mitigate the risk of any fraudulent use of those elements).

e Ifthese conditions for exemption at the border are not fulfilled, then the goods are held at the border
and the normal customs procedure will apply, i.e. VAT will be due upon importation according to
current procedures by the “importer of the good” or the “declarant”.

7. To ensure that the information required to support the “VAT-paid” treatment at the border is made
available to customs authorities in a timely manner, the liable digital platform needs to ensure that this
information is passed on through the logistics chain (e.g. to the postal services or express couriers if goods
are delivered through this channel). Alternatively, or in addition, the digital platform might have to make
this information available to the underlying supplier (e.g. electronically), to include it the documentation
provided up the delivery chain (postal services, transporters, etc.).

8. Customs authorities and tax authorities will need to have a mechanism in place to facilitate
administrative co-operation, including the timely exchange of information.

Source: OECD (2019), The Platforms Report (OECD, 20195)).
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Annex F. Tools and techniques to combine data
and analytics

As international digital trade involves non-physical channels and may involve completely online services
and intangibles that businesses can supply without any physical presence, it may not be possible for tax
authorities to directly observe or collect data on every relevant transaction.

Tax authorities therefore need to obtain data related to the taxable events and circumstances through other
sources in order to make accurate tax determinations. Data closely related to taxable events and their
circumstances will facilitate better estimates and determinations to be made by the tax authority. These
data may include, for example, the details of the transactions, activities or payments. However, some of
these data may not be available for tax authorities in all cases, thus allowing only gross estimates. Based
on the available information, tax authorities need to decide in which of these cases they will seek to obtain
further information to refine their estimates for audit and enforcement purposes, depending on the risk of
non-compliance. The Toolkit recommends that tax authorities perform such analysis using data analytics
tools.

Tax authorities should consider adopting a data analytics strategy so that they can base their risk analysis
on data. Such a strategy should take into account people, processes, analytics governance, and
organisation, and establish a roadmap for the deployment of systems and infrastructures for data analysis.

To support VAT compliance and risk assessment in respect of non-resident suppliers and digital platforms
that have VAT obligations in a given jurisdiction, the following groups of tools may be considered:

e Data acquisition;

e Data conversion;

e Data indexing;

e Descriptive analysis and crosschecks;

e Predictive and prescriptive analysis;

¢ Rule-based systems.

F.1. Data acquisition

As noted above, richer data and data more closely related to taxable events and circumstances, such as
transactions, activities, or payments, enable better risk analysis. The Toolkit recommends that tax
authorities analyse all available data sources related to international VAT to maximise the accuracy of their
risk analysis by making best use of the obtainable information (see also subsections 6.2 and 6.5). In doing
so, they could consider the following categories of data sources:

o Data declared by non-resident suppliers and digital platforms. As described in Section 5 of the
Toolkit, tax authorities may deploy systems for businesses offering goods and services to declare
their sales in the territory. Tax authorities may also possess other data declared by the same
taxpayers related to other fiscal obligations.
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e Data declared by other taxpayers for other purposes that may be relevant for risk assessment
under a vendor collection regime.

o Data provided by third-parties under their reporting obligations, which could potentially include data
by financial institutions or digital platforms (where these platforms are not themselves treated as
suppliers under a jurisdiction’s full VAT liability regime).

e National and international exchanges of information, such as exchanges of information with
financial intelligence units.

e Information obtained upon request from the taxpayer or other entities, for example the movements
on bank accounts requested from banks or the accounting files requested from taxpayers.

e Forensic data, obtained directly at the taxpayer’s premises. In the context of VAT-compliance by
non-resident suppliers and digital platforms, it is unlikely that tax authorities will have access to this
kind of data unless enabled by administrative co-operation.

e Data directly observed by tax officials, for example by physical inspection of premises or activities
in the case of international sales of goods through platforms (if possible e.g. through administrative
co-operation), or by making online purchases directly from high-risk non-resident suppliers and
digital platforms who make supplies to national customers. In the case of services, such
observation may look to public data sources as explained in the next paragraph.

e Data available in public sources, especially on the Internet. Tax authorities can either search the
Internet in order to find websites related to international transactions or they can use scraping
techniques to extract information from particular sites and platforms. With respect to scraping
techniques, the scraping tool should be adjusted for each site or platform, and the process involves
collecting the information, structuring it if necessary, identifying the persons involved in the
transaction, and storing the details of the transaction in a form that is amenable to risk analysis.
The main difficulties with reliance on public data sources is that platforms and websites tend to
employ technical measures, such as the use of captcha mechanisms, in order to avoid the
automatic extraction of information.

F.2. Dataconversion

Data acquired by tax authorities may be received in a variety of formats. Tax authorities are encouraged
to define the data formats that are most useful for them when acquiring data by means of a declaration or
an interchange. They may even define specific formats to be provided by taxpayers upon request, for
example in the case of reporting accounting records to tax authorities. For these purposes, tax authorities
should favour the use of structured data, as analytic techniques are applied more effectively to structured
data. Whenever available data is provided in unstructured or semi-structured formats, or in formats that
differ from those used by tax authorities, thereby complicating integration, tax authorities will frequently
need to structure or transform data, and this may diminish the quality of information. This will generally be
the case, for example, for data acquired on the Internet.

Tax authorities may use data transformation tools in order to convert data into formats that are compatible
with the rest of their data. In this context, tax authorities should take special care with regard to the
codification of data, as there may not be a direct means of encoding received data. This problem arises
particularly with respect to taxpayers’ identification numbers (TINs). Data will usually need to be assigned
to a certain person, and whenever the received data lack a TIN, tax authorities will need to use identification
processes that may take into account all available data in order to match taxpayers with their TINs. Even
when additional information such as dates of birth or addresses are used to identify taxpayers against tax
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authorities’ taxpayer databases, the process may not be simple, as “fuzzy matching” techniques° need

to be used in order to allow for misspellings and other possible errors in identification.

Textual data in image format will need to be converted into text by optical character recognition techniques.
The quality of the conversion will depend on the quality and resolution of the original image, and it usually
results in the receipt of unstructured text.

Natural language processing techniques are improving daily and can be used to obtain structured data
from data comprised of unstructured text. Text analytics based on the definition of rules such as the
analysis of regular expressions or against dictionaries can be used quite easily for the extraction of entities
in documents, such as TINs, names, addresses, and so on. However, the richer the information to be
extracted, the more costly and burdensome it will be to obtain such information with this approach.

Machine learning may also be used for the classification of images or of unstructured text. These
techniques take into account sets of annotated data (data for which the classification has already been
made, typically manually), infer the characteristics that define how the text or images have been classified,
and automatically apply the same classification to new sets of data. While these techniques are promising,
tax authorities need to recognise that obtaining annotated data sets that suffice for the purpose may be
expensive or even impossible.

F.3. Dataindexing

When tax authorities need to deal with unstructured text data, it will be useful to employ indexing systems
that create indexes of all the processed information and allow for text searches in all the documents. This
technique is particularly useful for forensic data analysis, as text documents and other unstructured
information such as emails may be obtained in taxpayers’ systems. Data obtained through scraping
techniques may also be unstructured or semi-structured and benefit from this approach. Consequently, tax
authorities may eventually confront the need to analyse this kind of information, which usually is accessed
in an unstructured format for the purpose of international VAT risk analysis, and their analysis of the data
will benefit from the use of indexing and related organisational techniques.

F.4. Descriptive analysis and crosschecks

Descriptive analysis consists in finding anomalies in data that can be signs of risk of non-compliance.

The simplest analysis involves data visualization and queries. Through visual inspection or queries on
data, tax officials may find cases that do not seem to reflect indicia of normal business practices and that
may indicate a risk. Data analytics platforms are software infrastructures that provide these functionalities
among many others. It will be useful for tax authorities to grant access to relevant data for all tax officials
who may be in position to detect new risks. In order to do so they will need to ensure the following
dimensions of data governance: quality, security, semantic clarity, completeness, and integration.

When tax authorities have access to different data sources, crosschecks will be essential for the detection
of risks of non-compliance. For example, comparing returns submitted by non-resident suppliers or digital
platforms with bank payments or with information provided by logistics operators, tax authorities may find
inconsistencies indicative of non-compliance.

139 “Fuzzy matching” techniques in the context of taxpayers’ identification enable the identification of a taxpayer when
only part of its complete name or a misspelled name is available. In doing so, these techniques take into account the
similarity of the incomplete or misspelled name with all the complete names in the taxpayers’ database, choosing the
closest. Thresholds may be set in order not to provide an identification when more than one taxpayer are at a similar
distance from the name being searched.
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Applying statistical analysis to data will provide tax authorities with further insights. Business specialists
may perform the simplest analyses as in the case of identifying outliers in business indicators. For example,
tax authorities may assume that similar companies have similar business indicators, such as time evolution
of sales or average price of goods or services. Outliers may be due to differences in business practices or
in non-compliance. For this purpose, clustering techniques may be applied in order to find groups of similar
taxpayers and to establish that differences between taxpayers in a group are less likely due to normal
business circumstances.

Another example of simple analysis is the use of Benford’s law, which states certain frequency distribution
of leading digits in numerical data sets that respond to certain distributions. This approach can be used in
order to find anomalies in sets of data, for example in the declared value of operations. If the value of
declared transactions by a taxpayer does not respond to Benford’'s law when similar taxpayers do, it may
indicate that the taxpayer is inventing or selecting the values it declares to tax authorities.

More advanced statistical analysis may be applied to data to gain further insight. However, tax authorities
must bear in mind that most of the insight is obtained with simple analysis by business experts. The Toolkit,
therefore, encourages tax authorities to place their major efforts in ensuring availability of data for business
experts through intense data governance, as supported by tax authorities’ involvement in data analysis
through training, availability of data analytics infrastructures and the help of data analysis experts. When
a sufficient number of senior tax officials have access to all relevant data, further insight from specialised
technigues will be less essential, and can lead to a reduction in the size of the team of data scientists upon
which tax authorities previously relied for their data insights.

The analysis of indirect relationships between taxpayers or between any kinds of data will require the use
of network analysis (frequently known as social network analysis or SNA). Network visualisation tools will
allow tax officials to depict a limited number of relationships (for example family and corporate
relationships) between a group of taxpayers, who may, for example, have split their business into separate
companies in order to be less visible to tax authorities. When larger networks need to be analysed,
specialised queries may be used to find relationships that respond to certain conditions. More advanced
network analysis techniques can be used by tax authorities in order to find anomalies in the inter-
relationships among taxpayers but will require the participation of data scientists in order to select and
implement algorithms. When tax authorities plan to use network analytics for the identification of
international VAT risks, they must bear in mind that availability of relationship data for non-resident
businesses may be limited and, therefore, network analysis less useful.

Unless large tax authorities deal with information regarding individual transactions, such as the declaration
of individual invoices, or relationships in very large networks, they do not normally deal with data sets larger
than a billion records. Therefore, many data analytics platforms and technologies may be used for most
purposes. When data sets exceed the range of a billion records, the use of big data technologies, which
distribute processing among a range of inexpensive data processors, may be necessary.

F.5. Predictive and prescriptive analysis

Tax authorities may estimate that certain known characteristics of taxpayers (or behaviour-input data) may
be a good predictor of other characteristics of those taxpayers (or behaviour-output data). For example,
transactional data required to be reported by the financial system (e.g. payments by credit card to non-
residents) may be used to predict present or future sales. Likewise, sales of a group of taxpayers combined
with other characteristics of their business such as the number of positive opinions shared by their
customers in a digital platform can be used to predict the sales of other groups of taxpayers. If tax
authorities have data sets that already contain input and output data for a number of taxpayers, then they
may use supervised analysis to predict the output data for a different group of taxpayers. Supervised
analysis is a set of techniques that enable the deduction of a function (be it numerical or categorical) based
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on a set of training input-output data. Applying the function to new input data enables tax authorities to
predict output data for that input. Therefore, supervised techniques, or supervised learning, can be used
by tax authorities to predict taxpayers’ behaviour. Prescriptive analysis will use that information in order to
make decisions.

Known results for a set of input data different from the one used to deduct the function may be used by tax
authorities to measure the effectiveness of the deducted function. This approach may also be used to
determine the input data for which the deducted function is able to produce results of a certain quality. The
terms’ precision and recall are measures of the number of cases for which the prediction is correct or for
which a correct prediction is made in comparison with the total occurrences of that prediction.
Nevertheless, regardless of the quality of the precision and recall of a particular algorithm, tax authorities
will need to check its performance against real data. They can do this by comparing the hypothesised
results that they generate from applying the function to a set of input data against the recorded results for
that set of input data in real life.

The availability of adequate data that can be used to estimate the function (training data) is of utmost
importance in supervised analysis, as it is the base of the analysis. Some of the reasons why data can be
inadequate are:

e An insufficient quantity of data will affect the quality of the model. When the number of different
inputs that need to be considered increases, that is, when many unrelated conditions affect the
result, the size of the training data set will also need to increase.

e Biases in the training data will be replicated in the results of the model. For example, past decisions
of tax officials may be used to create a model in order to predict what their decisions would be for
new cases — and eventually automate those decisions. If tax officials were biased in their decisions,
for example against or in favour of certain type of taxpayer, the results of the model will replicate
that bias.

e Atypical type of bias is the assumption that what has happened in the past can be applied to the
future. Training data will usually be used to obtain a function that can be applied to new data. In
doing so, tax authorities are assuming that the behaviour of taxpayers will be consistent over time,
while it may have changed due to information that is not necessarily present in the model (such as
changes in the economic environment). Therefore, updating the models is essential.

Tax authorities may consider using supervised learning to predict non-compliance, based on known cases
of non-compliant taxpayers or risk occurrences.

F.6. Rule-based systems

The term rule-based systems means systems for which tax authorities may define known risk types, in
terms of preselected queries to databases or conditions over a flow of data that are denominated as rules,
so that these rules can be applied to new incoming data in order to identify new risk occurrences for the
known risk types. For example, risks identified by business experts such as incoherence in crosschecks
are easily expressed as rules, which are often called business rules. Many risks identified through statistical
analysis may also be expressed in terms of conditions in data, and therefore as rules.

Rule-based systems may be used by tax authorities to create risk management systems. The repository
of risks will be expressed in formal terms as rules in the system and the results of any risk evaluation may
be combined with other risks in order to determine what actions may be taken.

The connection of the rule-based system with the tax authorities’ operational systems will ease the
production of automatic actions in response to risks.
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F.7. Using the results of analytics

The means by which tax authorities make use of the results is critical to obtaining the essential benefit of
the use of data analytics and risk analysis. For example, inadequate risk governance and knowledge
management may result in different sectors of the tax authority using different approaches for the same
cases. Another common example would be the partial use or non-use of the results of some analysis due
to the inability to make them available to concerned tax auditors.

Risk governance and particularly risk infrastructures need to be adopted by tax authorities. Specifically,
they must ensure that all identified risks are uploaded and updated in the risk repository, so that any
selection for further action can profit from all the known risks at the tax authority.

When defining the actions that should be taken for certain risk or combination of risks, tax authorities
should take into account the nature of the risk definition as well as the quality of data and precision and
type of algorithms that are implicated.

Tax authorities may consider taking automatic actions in response to risks expressed in terms of rules,
especially when such rules have been introduced into legislation and the quality of data used to evaluate
such rules is good. For example, legislation could be adopted requiring registration by non-resident
businesses receiving payments that exceed a certain threshold. If information regarding such payments
was received from a reliable source such as a bank, automatic actions could be adopted in order to enforce
such registration.

In cases involving poor data quality, potential bias in training data, low precision of models, or even the
use of algorithms that are difficult to explain or face potential controversy, tax authorities may reconsider
the use of automatic enforcement actions. In order to do so and enhance the application of the results of
the analysis, tax authorities should also consider the risk and consequences of a potential incorrect or
biased decision. Alternatives range from automatic actions of a relatively inconsequential character, to
combining the identified risks with other risks in order to decide more consequential automatic action, or
even proposing the selected risk case for manual decision. For example, data about rental offers extracted
from the Internet may be of low quality due to the difficulty in identifying the offering taxpayer. In such a
case, tax authorities may send letters to the taxpayer explaining the applicable tax requirements and
inviting compliance before further action is taken.
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Definitions/Glossary of terms

BEPS: The abbreviation for “Base Erosion and Profit Shifting”. It refers to tax planning strategies that
exploit gaps and mismatches in tax rules to artificially shift profits to low or no-tax locations where there is
little or no economic activity or to erode tax bases through deductible payments such as interest or
royalties. Although some of the schemes used are illegal, most are not. Working together within the
OECD/G20 Inclusive Framework on BEPS, over 140 countries and jurisdictions are collaborating on the
implementation of 15 measures (the BEPS Package) to tackle tax avoidance, improve the coherence of
international tax rules and ensure a more transparent tax environment. The BEPS Action 1 Report includes
recommendations to tackle BEPS in the VAT/GST area.

BEPS Action 1 Report: The 2015 Final Report on Action 1 “Addressing the Tax Challenges of the Digital
Economy” of the OECD/G20 Base Erosion and Profit Shifting Project.

BEPS Interim Report: The 2018 report on the progress of the BEPS project, entitled OECD/G20 Base
Erosion and Profit Shifting Project: Tax Challenges Arising from Digitalisation — Interim Report 2018.

Business: An entity recognised as a business for VAT purposes in national law. A business may be a
legal entity, an establishment of a legal entity (e.g. a branch), or an individual.

Business agreements: A business agreement consists of the elements that identify the parties to a supply
and the rights and obligations with respect to that supply. They are generally based on mutual
understanding.

Collection Mechanisms Report: The 2017 OECD report on Mechanisms for the Effective Collection of
VAT/GST Where the Supplier Is Not Located in the Jurisdiction of Taxation.

Consumer: Any natural person that tax authorities do not recognise as “trading” or being “in business”.

Consumption: Final consumption, usually by households that comprise consumers. In addition, under
most VAT frameworks this term logically encompasses purchases by businesses for non-business use.

Digital platforms: This term is used in this Toolkit as a generic term to refer to platforms that enable, by
electronic means, direct interactions between two or more customers or participant groups (typically buyers
and sellers) with two key characteristics: (i) each group of participants (“side”) are customers of the
platforms in some meaningful way, and (ii) the platform enables a direct interaction between the sides.
These platforms are also known as multi-sided platforms.

Destination principle: The principle whereby, for consumption tax purposes, internationally traded
services and intangibles should be taxed according to the rules of the jurisdiction of consumption.

Digital trade: The term is used to encompass a broad range of digitally enabled sales or purchases of
services, intangibles and (physical) goods that can be either digitally or physically delivered, involving both
private individuals and businesses.
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Digital products/content: The terms generally refer to intangible property (i.e. products capable of being
delivered in an electronic format) as opposed to tangible property.

E-Commerce: The term is broadly defined by the OECD Working Party on Indicators for the Information
Society as “the sale or purchase of goods or services, conducted over computer networks by methods
specifically designed for the purpose of receiving or placing of orders. The goods or services are ordered
by those methods, but the payment and the ultimate delivery of the goods or services do not have to be
conducted online. An e-commerce transaction can be between enterprises, householders, individuals,
governments, and other public or private organisations”. Unless the context of particular discussion
specifies otherwise, this Toolkit utilises the term "e-commerce" interchangeably with "digital trade".

Financial intermediary-based VAT withholding: Any regime or measure that makes financial
intermediaries, such as banks and PSPs, responsible for collecting and remitting the VAT on payments for
taxable supplies. In the context of this Toolkit, the use of the term focuses primarily on measures in which
financial intermediaries collect VAT on payments to non-resident suppliers.

Full VAT liability regime: The phrase generally refers to a full VAT liability model for digital platforms.
Under such a regime, the digital platform is designated by law as the supplier for VAT liability purposes.
The digital platform is solely and fully liable for assessing, collecting and remitting the VAT on the online
sales that go through the platform, to the tax authorities in the jurisdiction of taxation, in line with the VAT
legislation of that jurisdiction. This liability regime is normally limited to VAT obligations only. It does not
deal with any other liability aspects for digital platforms beyond VAT, such as for instance product liability.

Guidelines: The International VAT/GST Guidelines, as the OECD Council incorporated them on 27
September 2016 in the Recommendation of the Council on the Application of Value Added Tax/Goods and
Services Tax to the International Trade in Services and Intangibles [OECD/LEGAL/0430].

Intangibles: In the context of this Toolkit, the phrase “supplies of intangibles” refers to supplies other than
supplies of goods or services, such as supplies of intellectual property rights and other intangibles.

Low-value imported goods: Goods that are imported from abroad with a customs value below the
jurisdiction’s customs duty low-value relief threshold.

Model Reporting Rules for Digital Platforms: The 2020 OECD publication on Model Rules for Reporting
by Platform Operators with respect to Sellers in the Sharing and Gig Economy as complemented by the
2021 publication on Model Reporting Rules for Digital Platforms: International Exchange Framework and
Optional Module for Sale of Goods.

Non-resident supplier: Supplier not located in the jurisdiction of taxation. The reference is to cases where
the jurisdiction of taxation may have limited or no authority effectively to enforce a collection obligation
upon the supplier.

Platforms Report: The 2019 OECD publication on The Role of Digital Platforms in the Collection of
VAT/GST on Online Sales.

Principles of VAT neutrality: These principles are set forth in Chapter 2 of the Guidelines. This term
refers to the basic principles underpinning the neutrality of VAT for businesses, which is a necessary
corollary of the basic definition of a VAT as a broad-based tax on final consumption that is imposed in a
staged collection process including taxes collected from (but not ultimately borne by) businesses. The
concept of tax neutrality in VAT has a number of dimensions, including the absence of discrimination and
the elimination of undue tax burdens and disproportionate or inappropriate compliance costs for
businesses.

Services: In the context of this Toolkit, the phrase “supplies of services” refers to any supply other than
supplies of goods or intangibles. [N.B. Certain jurisdictions define supplies of services to include any
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category of supply other than goods and so, by extension, the definition of services also includes
intangibles.]

Simplified VAT registration and collection regimes for non-resident businesses: Simplified
registration-based regime for the collection of VAT in cases where the supplier or digital platform is not
located in the jurisdiction of taxation, as recommended in the International VAT/GST Guidelines (Section
C. 3.3.) and in the BEPS Action 1 Report (Section 8.2.2 and Annex D).

The sharing and gig economy: The working description of the sharing and gig economy, which the OECD
outlines in its report on The Impact of the Growth of the Sharing and Gig Economy on VAT/GST Policy
and Administration. This working description is:

e An accessibility-based socio-economic model, typically enabled or facilitated via advanced
technological solutions and trust-building tools, whereby human or physical resources and/or
assets are accessible (for temporary use)/shared — to a large extent — among individuals for either
monetary or non-monetary benefits or a combination of both.

The Sharing and Gig Economy Report: The 2021 OECD publication on The Impact of the Growth of the
Sharing and Gig Economy on VAT/GST Policy and Administration.

VAT registration threshold: Amount, measured in currency, of taxable supplies made within or into a
jurisdiction, below which suppliers are relieved of the obligation to both register for and collect VAT.

Value Added Tax/VAT: Any national tax that embodies the basic features of a value added tax as
described in Chapter 1 of the International VAT/GST Guidelines, by whatever abbreviation it is known (e.qg.
GST), i.e. a broad-based tax on final consumption collected from, but in principle not borne by, businesses
through a staged collection process, whatever method is used for determining the tax liability (e.g. invoice-
credit method or subtraction method).



The VAT Digital Toolkit for Asia-Pacific (APAC) aims to assist tax authorities in the APAC region with the design and implementation of
reform to ensure the effective collection of value added taxes (VAT) on e-commerce activities.

APAC is the largest e-commerce region in the world. VAT is a crucial source of tax revenue for the region. The challenges to collect
VAT on the continuously growing e-commerce sales create increasingly important pressures for VAT regimes worldwide. These
challenges relate to VAT collection on the booming sales of online services and digital products to private consumers (“apps”,
streaming, gaming, ride-hailing, etc.) and on online sales of low-value imported goods, often by foreign merchants. VAT is often not
levied effectively on these sales under existing rules.

This Toolkit provides detailed guidance for the implementation of a comprehensive VAT strategy directed at all types of e-commerce.
It is designed to help governments secure important VAT revenues and to ensure a level playing field between brick-and-mortar
retailers and foreign online merchants.

This Toolkit has been produced by the OECD in partnership with the World Bank Group. This partnership also includes editions

for Latin America and the Caribbean and for Africa. The Asian Development Bank (ADB) has contributed considerably as regional
partner for the APAC region.
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