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 AGENDA 

• Introduction: the importance of consumption taxes 

• The problem defined: 

• Goods 

• Services to businesses 

• Services to consumers 

• OECD BEPS No.1 

• The digital economy 

• An idea for a quasi profits tax? 

• Fraud prevention 

• Questions? 
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• Consumption taxes are taxes on consumption of goods and services 

• In principle, not a tax on business 

• Old style sales taxes eg in USA, do tax businesses but VAT/SGT should flow 

through to the consumer 

• Consumption taxes are increasing both as a proportion of GDP and of total 

taxes collected, this is despite the global recession. 
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• Rates generally increasing 

• Is there a tipping point? 

• Function of reliefs, exemptions and deemed consumers eg public bodies 

AOTCA CONFERENCE - TAIPEI 

 

INTRODUCTION 

7 



WWW.MISHCON.COM © MISHCON DE REYA 2014 

 

AOTCA CONFERENCE - TAIPEI 

 

INTRODUCTION 

8 



WWW.MISHCON.COM © MISHCON DE REYA 2014 

 

AOTCA CONFERENCE - TAIPEI 

 

INTRODUCTION 

9 



WWW.MISHCON.COM © MISHCON DE REYA 2014 

• VAT/SGT is a tax on consumption of goods and services levied at each stage of production 

• The media, politicians and NGO’s deal with anything to do with digital/the internet, as if it 

was one and the same problem 

• Sales of goods 

• Sales of services to businesses 

• Sales of services to consumers  
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• Consumer suffers local VAT; goods stopped on import/local border controls 

• LVCR  

• Low value consignments 

• Not just an EU issue, anywhere where cost of transport per item is sufficiently 

low 

• FedEx complaint to EU Commission 
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• Ideally all transactions taxed and tax recoverable 

• Mainly services not taxed by supplier and purchaser must pay 

• Audit of purchase ledger (PL)/accounts payable (AP) 

• Scope for fraud (see below) if purchase/import service VAT/SGT free but sell on plus 

VAT/SGT eg carbon credit trading and cloud computing 
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• Electronically supplied services – eg telecoms, broadcasting, downloads, (mp3’s, mp4’s, 

ebooks etc) 

• How to tax at place of consumption when supplier could be anywhere, perhaps a country 

with no tax 

• THIS IS THE PROBLEM!  (Ebooks -v- books) 

• NB Governments can block IP addresses etc 
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• Not a separate world – an integral part of it 

• Wrong to ring fence it from the taxation of economic activity in general 

• It keeps changing!  Eg            , 3D printing (ie downloadable goods!!!) 
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• Legal structures – use of different legal entities to avoid a permanent establishment 

• What is a permanent establishment?  (See Article 5 and network servers – but what about 

cloud computing?) 

• Align taxation to economic value add 

• Controlled foreign company rules 

• VAT rules for consumers, non recoverable businesses and on exempt transactions 

BUT 

• Technology can be the solution and not just the problem.  

• Await other outcomes (and EU Mini One Stop Shop) 
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• Comes into effect 1 January 2015 for telecoms, broadcasting and electronically supplied 

services (“ESS”) 

• Already in place for non EU suppliers although most register a company in Luxembourg to 

use 15% or 3% VAT rate to all EU consumers 

• Register in home EU country and transact with home tax authority but account for tax on 

basis of rules and rates of non taxable person (ie someone without a VAT/SGT Tax 

Identification Number) 

• Supplier protected if he has two pieces of evidence of customer’s location 

• Some fixed rules eg wifi hotspots 

• What will happen?  Chaos?  VAT in country of consumption instead of Luxembourg? 

• All filings and payments online 
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• NGO’s, politicians and media - $100m’s of sales, little tax on profit! 

• What if for all mail order/ESS there was an additional VAT/SGT rate – d% 

• Standard rate = s%; mail order/ESS rate (s+d)% 

• However d% (which is a proxy for corporate income tax on presumed taxable profit) can be 

set against local corporate income tax (if any) 

• So local company collects VAT/SGT at d% as a credit against its corporate income tax 

• Foreign company collects VAT/SGT at d% and is a proxy for corporate income tax (query 

credit in home country for double taxation) 
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• Major issue with missing traders 

• Passing risk on to innocent traders does not work 

• Asking people to fill in more forms does not work (criminals tell lies) 

• Need controls, education, data and fast action 

OR 

• Building risk out of the system eg Real Time VAT accounting and recovery via trusted 

third party/bank/government (eg VISA in Latin America) 

AOTCA CONFERENCE - TAIPEI 

 

FRAUD 

20 



WWW.MISHCON.COM © MISHCON DE REYA 2014 

• VAT/SGT is: 

• Extremely efficient at raising tax 

• Increasingly important to governments 

• Carries fraud risk 

• Digital economy is changing but retain and use the tax rules from the mainstream 

• OECD – watch and learn approach 
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