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Foreword

This VAT Digital Toolkit for Africa provides detailed guidance to assist African 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 African tax authorities and regional organisations, to ensure that it takes due
account of the specific circumstances, needs and capacities of tax authorities in Africa and to ensure that
the identified solutions are properly tailored and capable of being implemented.

The development of this VAT Digital Toolkit for Africa was led by the OECD in close partnership with the
World Bank Group (WBG) and the African Tax Administration Forum (ATAF). This co-operation is part of
a comprehensive strategic partnership between the OECD and WBG in the area of VAT, which also
includes the development of VAT Digital Toolkits for Latin America and the Caribbean and for Asia-Pacific.
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
partnership with ATAF has been crucial in ensuring the active involvement of tax administrations in Africa
in the development of this work and in ensuring that proper account is taken of the specific needs and
circumstances of jurisdictions on the continent.

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 Africa. 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 OECD, WBG, ATAF 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 ATAF, or of the Project
Partners’ membership.

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
ATAF secretariats are available to complement the guidance presented in this Toolkit with tailored
technical assistance to interested jurisdictions.
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the organisation’s current name except where quoting or citing historical material.
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Information and communications technology

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

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

NORAD Norwegian Agency for Development Co-operation

OECD Organisation for Economic Co-operation and Development

0SS Open-source software

PE Permanent establishment

PSP Payment service provider
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TIEA Tax Information Exchange Agreements

UNCTAD United Nations Conference on Trade and Development

UPU Universal Postal Union

URL Uniform Resource Locator

VAT Value Added Tax
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Currencies

Abbreviations for the currencies used in this Toolkit are based on the international standard for currency
codes I1SO 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 2022 taken from the OECD monetary and financial statistics
(https://data.oecd.org/conversion/exchange-rates.htm). Algerian Dinar (DZD), Australian Dollar (AUD),
Kenyan Shilling (KES), Moroccan Dirham (MAD), Mauritian Rupee (MUR), Seychelles Rupee (SCR) and
Thai Baht (THB) have been converted using the average market rate for 2022, taken from the IMF’s
Macroeconomic & Financial Data (https://data.imf.org), except for Nigerian Naira (NGN) where the 2020
data were used (latest available).

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, 2017p2).

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, 20173)).

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, 2021).
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Executive Summary

Value added tax (VAT) is a major revenue source for most jurisdictions in Africa, representing on
average over one quarter of total tax revenues for jurisdictions on the continent, ahead of notably
corporate income taxes and personal income taxes. In 2020, VAT revenues as a share of total tax revenues
in different African jurisdictions ranged within the continent-wide average of 27.8% from 10.1% to 45.5%.

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

Africa has experienced rapid e-commerce growth in recent years and the continent holds great
potential for further strong expansion of digital trade. The number of African consumers making online
purchases increased significantly between 2014 and 2018, at a higher annual average growth rate of 18%
compared to the global average of 12%, and this number is expected to almost double between 2020 and
2025, to reach more than 500 million online shoppers. 40% of the African population is expected to shop
online by 2025 compared to just 13% in 2017.

The outbreak of the COVID-19 pandemic has been an important driver for continued strong e-
commerce growth in Africa. The COVID-19 pandemic has accelerated the adoption of digital
technologies by individuals and businesses, leading to a significant increase in digital consumption
globally. This has also been the case in Africa. COVID-19 “stay-at-home” restrictions along with an
increase in mobile phone ownership and in mobile Internet access, as well as greater use of digital payment
solutions for online shoppers, have all been key factors fuelling continued strong e-commerce growth on
the continent. Over 70% of consumers reported an increase in their online shopping since the beginning
of the COVID-19 pandemic in leading African e-commerce markets such as Nigeria, Kenya, Ghana, Egypt
and Tanzania, according to recent research. These shifts in consumer behaviour towards online shopping
are likely to stay well beyond the pandemic, as notably suggested by recent consumer surveys which
report that a considerable proportion of e-commerce users (ranging from 48% to 70%) in four of the largest
economies in Africa planned to reduce their purchases at physical supermarkets post-pandemic.

The strong growth of digital trade has created significant challenges for VAT systems globally and
in Africa, in particular:

e The strong growth in online sales of services and digital products (e.g. 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 physically
present in the jurisdiction of its customers, leading to no or inappropriately low amounts of VAT
being levied.
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e The strong growth in 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, continuous digital
trade growth causes increasingly significant 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.

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 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 broad consensus 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 close to 90
jurisdictions worldwide, including Ghana, Kenya, Nigeria, South Africa and Uganda. An increasing
number of other jurisdictions in Africa are in the process of implementing this policy framework or are
actively considering doing so. Overall, very positive results have been reported in respect of VAT revenue
collected, compliance levels and reduction of competitive distortions between bricks-and-mortar stores and
online merchants.

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 Africa. 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:
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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 challenges, opportunities and circumstances in
Africa. They focus respectively on internationally traded services and digital products; on
importations of low-value goods resulting from online sales; and on the sharing and gig economy.

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
the VAT by these businesses, and the integration of this simplified compliance 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. Such
strategies aim 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 the following in particular:

Create the legal basis for asserting the right to levy VAT on services and digital products that non-
resident businesses provide to customers in a jurisdiction’s territory, by implementing a rule for
determining the place of taxation of such supplies by reference to the customer’s location. This
approach 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.

Define the customer’s location by reference to that customer’s “usual residence” for supplies made
to private consumers (business-to-consumer or B2C supplies) and by reference to the customer’s
“place of permanent business presence or establishment” where the customer is a business
(business-to-business or B2B supplies).

Identify clear criteria and indicia for determining and evidencing a customer’s location 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 supplies remotely to private
consumers in a jurisdiction’s territory (“vendor collection regime”).

Consider extending the application of the vendor collection regime to supplies made by non-
resident suppliers to all customers, businesses (B2B) as well as private consumers (B2C, where
a jurisdiction, does not, or is unable to, permit the use of distinct collection mechanisms for B2B
and B2C supplies.

Implement a requirement for digital platform operators to collect and remit the VAT on the
respective online sales made through their platforms by non-resident 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.
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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
by non-resident suppliers (e.g. due to a VAT low-value consignment relief), 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 measures to impose and
collect VAT on online sales by non-resident suppliers as outlined above. 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 directed at digital trade. The core
recommendations include the following in particular:

Sequence the implementation of VAT reforms directed 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 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 into a tax authority’s existing
infrastructure.

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

o Where a simplified VAT registration and collection regime is implemented to cover both B2B
and B2C supplies, VAT-registered domestic business customers have a right to deduct the
input VAT paid to non-resident suppliers according to normal rules to safeguard neutrality. The
implementation of an appropriate risk management strategy for the associated VAT revenue
risks will be required, notably to address the risk of revenue losses from business customers
claiming deduction of VAT paid to non-resident suppliers that these suppliers fail to remit to the
tax administration.

o The use of electronic payment methods as a means to facilitate the payment process without
requiring a domestic bank account.
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o The possible simplification or elimination of invoicing requirements for supplies to private
consumers under a simplified VAT compliance regime where this is compatible with the
jurisdiction’s legal framework, as these private consumers 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 (e.g. “fiscal representative” or “tax agent”) 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 interaction includes measures for the efficient exchange of
data and for ascertaining the “VAT-settlement” 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 timely consultation with key
stakeholders such as e-commerce marketplaces and transport intermediaries (including 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 within the scope of the reform, with
international and 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 to 18 months is generally considered appropriate for VAT
reform targeted at low-value imported goods. Close alignment with the OECD’s recommended
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
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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.

e 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 adjustment to the different
stages of implementation of the regime (preparation, implementation and maturity phase).

e 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 the 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 exchange of information.

e 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 Africa 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 Africa, representing 27.8%
of total tax revenues on average, ahead of notably corporate income taxes and personal income taxes.
Figure 1.1 provides an illustration of tax structures in Africa in comparison to other regions and multilateral
groupings worldwide, showing that VAT constitutes a greater proportion of total tax revenues on average
in Africa than in Asia-Pacific, Latin America and the Caribbean, and OECD member countries. In 2020,
VAT revenues as a share of total tax revenues in different African jurisdictions ranged within the continent-
wide average of 27.8% from 10.1% to 45.5% (see Figure 1.2 that 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 Africa. 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 Africa.

Section 1 of this Toolkit first discusses the growth of digital trade globally and in Africa, thus evidencing
the increasing importance for jurisdictions to adapt their VAT systems 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 structure in 2020 in Africa (31), Asia-Pacific, LAC and the OECD
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Note: The Africa (31) average, the averages for Asia-Pacific (28 economies), LAC (26 countries) and the OECD (38 countries) are unweighted.
The Africa (31) average should be interpreted with caution as data for social security contributions are not available or are partial in a few
countries. The data for the OECD are for 2019.

Africa (31) 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, Céte d'lvoire, Equatorial Guinea, Egypt, Kingdom of Eswatini (formerly
Swaziland), Ghana, Kenya, Lesotho, Madagascar, Malawi, Mali, Mauritania, Mauritius, Morocco, Namibia, Niger, Nigeria, Rwanda, Senegal,
the Seychelles, Sierra Leone, South Africa, Togo, Tunisia and Uganda.

Asia-Pacific (28) in the context of this graph refers to Australia, Bangladesh, Bhutan, Cambodia, People’s Republic of China, the Cook Islands,
Fiji, Indonesia, Japan, Kazakhstan, Kyrgyzstan, the Republic of Korea, Lao People’s Democratic Republic, Malaysia, the Maldives, Mongolia,
Nauru, New Zealand, Pakistan, 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.

Source: OECD/ATAF/AUC (2022), Revenue statistics in Africa 2022 (OECD/ATAF/AUC, 2022)).
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Figure 1.2. Tax structures in African jurisdictions in 2020 (as a percentage of total taxation)
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Note: Figures include sub-national government tax revenues for Eswatini, Mauritania, Mauritius, Morocco, Nigeria (state revenues only) and
South Africa for 2020. The Africa (31) average, the averages for Asia-Pacific (28 economies), LAC (26 countries) and the OECD (38 countries)
are unweighted. The Africa (31) average should be interpreted with caution as data for social security contributions are not available or are
partial in a few countries.

Botswana: The breakdown of revenue from income tax by personal income tax and corporate income tax is not available.

OECD average: The data are for 2019.

Source: OECD/ATAF/AUC (2022), Revenue statistics in Africa 2022 (OECD/ATAF/AUC, 2022y)).

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. Many African societies are 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 Africa, with e-
commerce rapidly expanding across the continent and with significant room for further strong growth in the
next decade and beyond.

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.

VAT DIGITAL TOOLKIT FOR AFRICA © OECD/WBG/ATAF 2023



22 |
1.2.1. The economic geography of digital trade growth, worldwide and in Africa

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
increased nearly four-fold between 2014 and 2021, with a more than six-fold increase expected by 2026
compared to 2014 (see Figure 1.3).2 Similarly, the e-commerce share of total global retail sales has been
increasing steadily and is reported to have accounted for 18.8% of total sales in 2021 compared to 7%
only six years earlier (see Figure 1.4). Africa has experienced this burgeoning growth in digital trade along
with the rest of the world.

Figure 1.3. Growth of global B2C e-commerce sales (2014-2026)
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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 (2022), Retail e-commerce sales worldwide from 2014 to 2026 (in billion U.S. dollars) (Statista, 2022jg)).

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. E-commerce share of total global retail sales (2015-2026)
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Source: Statista (2022), E-commerce as percentage of total retail sales worldwide from 2015 to 2021, with forecasts from 2022 to 2026 (Statista,
2022yg)).

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, 2021p01). The value of global B2B e-commerce in 2019 has
been estimated at USD 21.8 trillion for 2019, representing 82% of all e-commerce, while B2C e-commerce
sales were estimated at USD 4.9 trillion, representing approximately one-fifth of all e-commerce, up 11%
compared to 2018 (UNCTAD, 2021p0). 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, 202110). In 2022, 2.56 billion people, or close to one third of the world’s
population aged 14 and older, made purchases online (eMarketer, 2022/115). Estimates forecast that this
will grow to 2.77 billion online consumers in 2025, equivalent to more than one out of every three people
in the world (eMarketer, 2022(11)).

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, 2022/12)).

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
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traditionally preferred to purchase in-store, particularly as a consequence of the COVID-19 pandemic.
COVID-19 notably generated an increase in demand for online ordering of physical goods due to
movement restrictions imposed in many countries (see subsection 1.2.2.2 for more discussion on COVID-
19 impact) (UNCTAD, 2021p0).

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 1.2.2.3 for more discussion on digital payment solutions).

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

Africa has experienced rapid growth of e-commerce in recent years and still holds great potential for further
strong growth. The number of African consumers making online purchases has increased significantly
between 2014 and 2018, at a higher annual average rate of 18% compared to the global average of 12%
(UNCTAD, 2018j13)). This number is expected to almost double between 2020 and 2025, reaching 520
million online shoppers in the region in 2025 (see Figure 1.5) (Statista, 202114)). On a broader scale that
measures size of the Internet economy? in Africa, research also estimates that the African Internet
economy could add USD 180 billion to African GDP by 2025, representing 5.2% of the continent's GDP
(IFC/Google, 202015). The value of sales generated from B2C online sales of physical goods in the region
has been estimated to have increased 53% between 2019 and 2020 and is estimated to increase another
31% between 2020 and 2021. In addition, the volume is projected to more than double between 2020 and
2025 (see Figure 1.6) (Statista, 20211¢)). It is difficult to measure the size or value of B2C online sales of
services in Africa, due to a current lack of available statistical data. That said, a general trend of growing
volume of services imports in the region can be observed. To illustrate, for the top ten African jurisdictions
in terms of total value of imports of “digitally-deliverable services” in 2019, the value of such imports had
risen by 191% to USD 52 billion by 2019 compared to USD 18 billion in 2005 (see Figure 1.7).

On a regional level, between 2019 and 2020, South Africa ranked first in the region in terms of total e-
commerce volumes, followed by Nigeria in second place, and Kenya and Ghana jointly ranked in third
(Visa Consulting & Analytics, 2021117). According to a report by UNCTAD, Nigeria, South Africa and Kenya
already accounted for more than half of the region’s online shoppers in 2017 (UNCTAD, 2018[13)). As e-
commerce is further growing across east and southern parts of the continent, Mauritius and Zambia were
also among the top six markets between 2019 and 2020 (Visa Consulting & Analytics, 2021(17)).

SA report by IFC/Google defines the “Internet economy” broadly, to include fintech, e-commerce, healthtech, media
and entertainment, local transportation, food delivery, among others.
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Figure 1.5. Growing e-commerce penetration in Africa (number of e-commerce users in millions)
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Source: US International Trade Administration (2021), The Rise of eCommerce in Africa (International Trade Administration, 2021(1g)).

Figure 1.6. Sales from online B2C sales of physical goods in Africa from 2017 to 2025 (USD
millions)
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Source: Statista (2021), E-commerce revenue in Africa in 2017 to 2025 (Statista, 2021(16)).
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Figure 1.7. Value of imports of digitally deliverable services* in selected jurisdictions in Africa
(USD billions), 2005 to 2019
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Note: The owner of the underlying data in this figure, UNCTAD, defines digitally deliverable services as an aggregation of insurance and pension
services, financial services, charges for the use of intellectual property, telecommunications, computer and information services, other business
services and audio-visual and related services. Many elements of these categories of service and intangible may not form part of other
organisations’ estimates for value of “digital trade” and “digital services”. The data includes supplies of digitally delliverable services to all statuses
of customer, including both B2C and B2B.

Angola: Please also note there was a steep decline in the value of imports of digitally deliverable services in Angola between 2015 and 2019.
The World Bank’s DataBank records that between these years GDP in Angola declined by 20.5% from USD 87.2 billion to USD 69.3 billion (and
this followed an even steeper decline in GDP between 2014 and 2015 of 36.4%).

Source: Adapted from UNCTADSTAT (2021), International trade in digitally-deliverable services, value, shares and growth, annual (database)
at https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?Reportld=158358; The World Bank Group, “GDP (current US$) — Angola” in
WBG's online Databank at https://data.worldbank.org/indicator/NY.GDP.MKTP.CD?locations=AQ

Mobile connectivity is an important enabler for online shopping in the region, with approximately 40% of
the African population expected to be connected to the mobile Internet by 2025 (GSMA, 202119)). In 2020,
the share of e-commerce transactions that were completed on a mobile device already amounted to more
than 50% of all e-commerce transactions in several large markets in the region, e.g. 54% in Kenya, 56%
in Nigeria and 63% in South Africa (Ppro, 202020). This trend is likely to continue with smartphone adoption
estimated to reach 64% of the population by 2025 as the region’s growing population of young consumers
start to own a mobile device for the first time as these devices become increasingly affordable (GSMA,
202119)).

While the region presents vast opportunities for further e-commerce growth on the back of growing
digitalisation, Africa continues to face a humber of challenges to fully realise its potential as a market for
e-commerce. Main challenges include low consumer digital trust, poor infrastructure and weak delivery
logistics (World Economic Forum, 2019217). Online trade in goods in particular faces additional constraints
in Africa. For goods that are delivered through postal channels, postal reliability (speed and predictability
of delivery) ranks significantly low in Africa compared to other developing regions in the world (United
Nations Economic Commission for Africa, 2021227). Only 16% of people in the region are able to receive
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post at home — most of them have to visit a postal establishment to collect the goods themselves (United
Nations Economic Commission for Africa, 202122;). Cross-border trade in goods has generally been found
to present particular difficulties, with research suggesting that it takes twice as much time and costs more
in Africa than other developing regions in the world (World Bank, 202023)). It has been found that even a
one-day delay can cause 1% reduction in the overall trade flow (Djankov, 200624)). Against this
background, regional initiatives are in progress to facilitate the goods trade on the continent, notably the
African Continental Free Trade Area (AfCFTA)*.

1.2.2. Key drivers fuelling the growth of digital trade in Africa

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

e The region’s increasing Internet penetration, mostly driven by mobile Internet connectivity using
smartphones.

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

e The availability of alternative payment methods, notably digital payment solutions.
e A young, rapidly urbanising and digitally savvy population.
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 (World Bank, n.d.;zs)). 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, 202026)).

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 1.8). 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, 20202q)).

4 The AfCFTA’s Secretariat describes the territory that the free trade area encompasses as the world’s largest by
number of participating countries, bringing together 55 African jurisdictions and eight “Regional Economic
Communities” (RECs). As part of its mandate, the AfCFTA is to eliminate trade barriers and boost intra-African trade.
Trading under AfCFTA commenced on 1 January 2021. Please see the following link for further details: https://au-
afcfta.org/

5 At the time of publication of the OECD Digital Economy Outlook 2020, these jurisdictions included the following that
had 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 became a member country of the
OECD as of May 2021.
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Figure 1.8. Trends in communications access paths in OECD member countries, 1996-2018
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Source: OECD (2020), Digital Economy Outlook 2020 (OECD, 202012s)).

Internet connectivity continues to increase also in Africa,® although it remains at a relatively low level
compared to other regions around the world (see Figure 1.9). Internet penetration is very diverse across
the region, however, with the share of Internet users in 2022 reaching over 80% in Morocco, 70% in Egypt
and close to 70% in South Africa, in addition to more than half of the population in several jurisdictions. On
the other hand, Internet penetration barely reaches 20% in a few jurisdictions in Africa (Statista, 202227))
(see also Figure 1.10). Consistent with developments in OECD and partner economies, mobile Internet is
playing an important role in bridging Internet coverage gaps in Africa, with 303 million people connected
to the mobile Internet at the end of 2020 across the continent, equivalent to a 28% penetration rate
(seeFigure 1.11) (GSMA, 2021519)). By 2025, almost 40% of the population in the region is expected to
have access to mobile Internet, adding over 170 million new mobile Internet users (GSMA, 202119)). This
growth of mobile connectivity is expected to further stimulate digital trade in Africa and in particular to
further increase the already significant importance of mobile commerce in the region (see Figure 1.12).

6 Africa in this context refers to a large and diverse geographical region with a more than 1.3 billion population as of
2021. The jurisdictions of Africa include the 38 members of ATAF.
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Figure 1.9. Internet protocol traffic, 2017-2022 (exabytes per month)
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Source: UNCTAD (2019), Digital Economy Report 2019 (UNCTAD, 20192g)).

Figure 1.10. Share of Internet users in Africa as of January 2022 in selected jurisdictions
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Source: Statista (2022), Share of Internet users in Africa as of January 2022, by country (Statista, 2022p7).
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Figure 1.11. Evolution of mobile connectivity in Africa
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Source: GSMA (2021), The state of mobile Internet connectivity in Sub-Saharan Africa: why addressing the barriers to mobile Internet use
matters now more than ever (GSMA, 20219)).

Figure 1.12. Mobile commerce penetration in selected African jurisdictions in 2020
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Note: This graph illustrates the share of Internet users that shop online with mobile devices in selected African jurisdictions in 2020.
Source: Statista (2021), Share of mobile e-commerce in selected African countries in 2020 (Statista, 202130).
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1.2.2.2. COVID-19 impact

The COVID-19 outbreak has accelerated the adoption of digital technologies by individuals and
businesses, because of their need to transact without personal contact or mobility in many instances. The
pandemic has therefore led to a significant increase in digital consumption globally (Nielsen, 2020z1;). This
has also been the case in Africa, which has witnessed a significant increase in online purchasing as a
consequence of COVID-19. In several African jurisdictions, more than half of the consumer population
reported an increase in their online shopping. This was reported by 70% to 80% or more of consumers in
the leading e-commerce markets such as Nigeria, Kenya, Ghana, Egypt and United Republic of Tanzania
(see Figure 1.13).

Figure 1.13. Share of consumers reporting an increase in their online shopping since the
beginning of the COVID-19 pandemic in selected African jurisdictions (2020-2021)
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Note: This graph shows survey responses from consumers in selected African jurisdictions that have reported an increase in their online
purchases since the outbreak of COVID-19. The survey was conducted in 2020 and 2021.

Source: Statista (2021), Share of consumers shopping more online since the beginning of COVID-19 pandemic in selected African countries in
2021 (Statista, 2021;32).

Before the pandemic, many African consumers did not consider online shopping as their first choice. This
was notably due to a lack of trust in online shopping or the absence of secure online payment solutions
and challenges associated with logistics. Online shopping was also often remained limited to specific
product categories such as fashion and electrical appliances (United Nations Economic Commission for
Africa, 202122)). COVID-19 restrictions, however, made many consumers that used to shop at physical
stores turn to online shopping to access basic needs. This includes food and pharmaceutical goods, which
were among the top shopping categories during lockdown periods. In response, businesses increasingly
adapted their business models to facilitate secure and convenient online transactions. This has translated
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into a significant sales increase for some of the large e-commerce platforms in the region. Notably, one of
the biggest African e-commerce platforms recorded an over 50% increase in transaction volumes for the
first six months in 2020 as compared to 2019 (United Nations, 202133)). In the same period, online payment
transactions also surged. The transaction volumes processed by a financial payments company with more
than 60 000 merchants across Africa, for instance, increased five-fold compared to pre-pandemic levels
(see subsection 1.2.2.3 for more details on the transition to digital payment solutions) (United Nations
Economic Commission for Africa, 202122)).

These COVID-19-driven shifts in consumer behaviour towards online shopping are likely to continue
beyond the pandemic. Recent consumer surveys, notably suggest that almost half and up to 70% of e-
commerce users in Africa’s four largest economies plan to reduce their purchases at physical
supermarkets post-pandemic (see Figure 1.14) (United Nations Economic Commission for Africa, 202122)).

Figure 1.14. Share of e-commerce users who plan to do less supermarket shopping after COVID-19
in selected African jurisdictions
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Source: Original data by Nielsen as included in UN Economic Commission for Africa (2021), Covid-19 Impact on E-commerce: Africa (United
Nations Economic Commission for Africa, 202122).

1.2.2.3. Emerging digital payment solutions

With more than half of the population having limited or no access to traditional banking, cash has been,
and still is, one of the preferred payment methods on the African continent (International Trade
Administration, 20211g;)). However, digital payment solutions have been emerging even prior to the
pandemic, and COVID-19 has further accelerated the transition towards digital payments in the region.
Use of mobile money services is already widespread in several African jurisdictions and is increasing
further (see Figure 1.15 and Figure 1.16).” In fact, Africa already accounted for two-thirds of total global
mobile money transactions in 2018 (GSMA, 2018j34). In 2020, in South Africa alone, 85% of payments
through one of the leading payment service providers were made via mobile devices (PayU, 20213s)). With

" Mobile money services refer to payment services operated via a mobile device. Customers can use a mobile to pay
for a wide range of services including the purchase of digital or physical goods or payment of utility bills.
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a significant proportion of the population having access to the Internet through mobile phones, mobile
money services contribute to bridging the financial gap for those in rural areas who do not have bank
accounts (PayU, 20213s).

With 475 million people in the region predicted to be mobile Internet users by 2025 - an increase of 42%
from the 272 million in 2019 — a shift to digital payments will likely continue in the foreseeable future across
the continent (GSMA, 2021p191). On the business side, banks have started to adopt mobile-based digital
services to attract customers. A bank in Nigeria, for example, introduced a mobile service which allows
customers to instantly send cross-border payments across 33 jurisdictions in Africa (PayU, 2021jss)).
Meanwhile, governments are increasingly partnering with mobile money providers to facilitate direct digital
payments to their citizens (e.g. salary payments, COVID-19 financial support, etc.).

Recognising a huge market potential, investment in fintech is pouring into the region with USD 1.6 billion
invested in 2021, representing a 50% increase in transaction numbers and a two-fold increase in value
compared to the preceding year (KPMG, 202136)). The focus of this investment is on expanding payment
services and digital banking for private individuals. Also, SMEs are considered as a significant potential
market as they are seeking more mobile-led digital solutions to facilitate payments for their customers
(KPMG, 2021 3q)).

All these changes are expected to further induce greater digital and financial inclusion in the region, and
to accelerate the growth of digital trade across the African economy.

Figure 1.15. Increase in number of registered mobile money accounts in different regions across
Africa (2020)
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Source: Reproduced based on the data in GSMA (2021), Le point sur le secteur : Les services de mobile money dans le monde (GSMA,
2021537)).
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Figure 1.16. Mobile money transactions in Africa
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Note: Transactions values are in USD billions. Cash-in/Cash-out refers to the process by which a customer deposits cash into his/her mobile
money account and later deducts cash from his/her mobile money account. This is done usually via an agent who takes the cash and credits
the customer’s mobile money account and gives the customer cash in exchange for a transfer from the customer's mobile money account.
Source: GSM Association (2020), Beyond one billion accounts: Mobile money in Africa enters a new digital era, spurred by more advanced
transactions (GSMA, 2020;3g)).

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 supplies of services and intangibles (often “digital” services and products”)
e Imports of low-value goods purchased online
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Possibility for African jurisdictions to implement either distinct or uniform collection
mechanisms and administrative processes for B2B and B2C supplies:

International standards and guidance for the imposition and collection of VAT on digital trade outline
recommendations on the different regimes that jurisdictions can put in place according to the status of
customers as either VAT-registered businesses or final consumers, especially for supplies of services
and intangibles.

These recommendations mean the possibility of implementing a “reverse charge” mechanism for VAT
collection on B2B supplies by non-resident businesses, i.e. where the VAT-registered business
customer accounts for and remits the VAT to the tax authority rather than transferring funds for the tax
on the supply to the non-resident supplier. Because customer collection is not feasible in a B2C context,
international standards recommend the implementation of regimes that require non-resident supplier to
register for and collect VAT on the basis, wherever possible, of simplified compliance processes.

The Toolkit follows the logic of the international standards in presenting these options for distinct
regimes based on customer status. However, successful implementation depends upon jurisdictions
possessing the infrastructure and resource capacity to support distinction between customer statuses,
including to police compliance.

This Toolkit also acknowledges that, for certain reasons, many jurisdictions in Africa may have a strong
preference for imposing uniform obligations upon non-resident suppliers for both B2B and B2C supplies.
Subsection 2.2 gives detailed guidance to jurisdictions on how best to adapt their VAT frameworks
where they wish to impose such uniform collection obligations on both B2B and B2C supplies.

1.3.1. VAT on 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
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 the traditional VAT rules that may often have
been developed before the advent of significant digital trade to customers within a jurisdiction’s
economy.

International trade in 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 supplies of services and
intangibles was often determined, explicitly or implicitly, by reference to the place where these services
were physically performed or the place where the supplier was located. This was appropriate as services
were indeed generally consumed or used where they were performed before technology made the remote
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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 primarily 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 remote international supplies of services and intangibles may need to be
adapted to better reflect the place of consumption or business use 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.

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.
Although there is potential to develop a regime for VAT-registered business customers in the jurisdiction
of taxation to collect VAT on their purchases from non-resident suppliers, tax authorities cannot realistically
also look to private consumers to remit VAT on such purchases, 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 with increasingly large numbers of non-resident businesses that have no
physical presence in their jurisdiction supplying services and intangibles to both private consumers and
businesses 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 from non-resident suppliers

In theory, the key challenges that the digital economy creates for international trade in supplies of services
should be less relevant to the international trade in goods. For one thing, the determination of the
jurisdiction of consumption or business use 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.

81f 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).

9 Please refer to subsection 2.2.1 for further information on how tax authorities can develop regimes for customer
collection and remittance in the B2B context, notably where the purchaser is a VAT -registered business.
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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
customers 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. Revenue derived from the imposition of VAT is spent on inefficient
collection processes, thus undermining the objective of raising vital revenues to support a jurisdiction’s
public finances.

The significant growth in purchases of low-value goods by customers 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, 2016z9)) (European Commission and EY, 2015pq).*
Extensive research involving stakeholder consultations, external expert studies, and in-house research
confirmed the view that the traditional VAT regime for low-value imported goods entering the EU was
disproportionately burdensome for tax administrations to ensure compliance and 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 challenges and risks for jurisdictions in Africa is likely to be very similar to those that the EU
Commission and Australia identified.

Notes:

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”, 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,
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,
https://www.pc.gov.au/inquiries/completed/collection-models/report/collection-models.pdf

Source: OECD analysis.
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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.

The available literature on the challenges that face African jurisdictions in establishing effective VAT
frameworks at an economy-wide level tends to maintain a consensus on two key elements of the
environment for VAT in Africa. Firstly, the literature states that, in addition to VAT being the single largest
source of tax revenue in a large number of African jurisdictions, the import VAT component of those net
revenues is more than 50% in many such jurisdictions. Secondly, it notes that the costs of tax
administration and collection in Africa is in general high and often considerably higher than in most other
parts of the world, which in turn includes administrative costs for VAT and, by extension, import VAT (Ebrill,
200141)) (United Nations. Economic Commission for Africa, 201942)) (Cantens, 202143j). Consistent with
the foregoing, the adoption of simple and modern procedures that minimise costs for tax and customs
authorities and other parties involved in international trade has been highlighted as one of the main
objectives for the modernisation of customs services in African jurisdictions (Montagnat-Rentier, 2012441)
(Zake, 2011pus)).

See also Box 1.1 above for studies from other parts of the world 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 some in Africa, 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. Jurisdictions 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
often face extensive 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

10 For a short account of customs procedures on importation of low-value goods, see OECD (2015), Addressing the
Tax Challenges of the Digital Economy, Action 1 - 2015 Final Report, OECD/G20 Base Erosion and Profit Shifting
Project, OECD Publishing, Paris, https://doi.org/10.1787/9789264241046-en, “Annex C: The collection of VAT/GST
on imports of low value goods”, in particular pages 185 to 193.

1 1bid. at 181 to 220.
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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.

There appear to be only a limited number of African jurisdictions (approximately 20) with a relief threshold
for VAT on low-value imported goods, including, among others, Angola, Céte d’lvoire, Democratic Republic
of Congo, Rwanda and Zambia. There are no studies available on the revenue impact of these reliefs
where they do apply, but it can be assumed that the negative consequences for tax revenue and domestic
competition of these reliefs, which have been established around the world, also affect African jurisdictions.
In fact, the challenge may be proportionally even greater for them given the relative importance of VAT on
imports as a share of total VAT revenues®? (Ebrill, 200141;) (United Nations. Economic Commission for
Africa, 2019p2)), as Table 1.1 below illustrates. That said, readers may wish to take note that such reliance
upon VAT from imports is an observable phenomenon in developing economies elsewhere in the world
too.

Table 1.1. VAT on imports relative to gross VAT revenues

Percentage range Jurisdictions

90% to 100% -
80% to 90% -
70% to 80% (1) Liberia
60% to 70% (6) Burundi, Eswatini, Gambia, Madagascar, Mali and Togo
50% to 60% (8) Botswana, Burkina Faso, Cape Verde, Cote d'lvoire, Morocco, Mozambique, Senegal and
Sierra Leone
40% to 50% (14) Angola, Benin, Chad, Democratic Republic of the Congo, Ghana, Kenya, Malawi, Mauritius,
° ’ Niger, Seychelles, Tanzania, Uganda, Zambia and Zimbabwe
30% to 40% (2) Cameroon and South Africa
20% to 30% (3) Lesotho, Nigeria and Rwanda
10% to 20% -
0% to 10% (1) Namibia

Source: ATAF Databank. Data in this table is based on revenues from 2020, which ATAF obtained from 35 jurisdictions in Africa. This dataset
was not publicly available on the website of the Databank at the time of publication.

2 For example, the United Nations Economic Commission for Africa’s Economic Report on Africa 2019 reports that
while “VAT accounts for more revenue than any other single tax in Africa and has become a reliable generator of
revenue... around half of VAT collections are on imports”.
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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.'3 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 1.05
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
124 million) in 1999 to EUR 535 million (nearly USD 563 million) in 2013, an increase of 355% in 14
years (European Commission and EY, 2015}40)).

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, 201540j).

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
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*®!’

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,

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

14 pid.

15 |bid., page 13.

18 “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
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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¢))." This is significant as the same study estimated that
businesses send about 70% of consumer goods orders through public postal channels.!® Although no
similar research appears to have been carried out for the African continent, one can expect African
jurisdictions to face the same, if not more severe challenges, to collect VAT on imports on low-value
goods as European jurisdictions (African Tax Administration Forum, 202147;). The main challenge for
VAT collection on low-value imported goods is that collection processes are often still highly manual,
which becomes increasingly impossible to sustain as the volumes of low-value items imported from
online sales continue to increase. (Buyonge, 2008us]). A 2017 WCO survey (including among African
jurisdictions) finds that “risk assessment for low-value e-commerce shipments, especially postal items,
is highly manual, resource-intensive and performed in real-time at the border” (World Customs
Organization, 2017[ag)).

Similarly to the aforementioned Copenhagen Economics study, a report from the French Senate shows
that the traditional customs-led VAT collection process is often ineffective in practice (Sénat -
Commission des finances, 2015s0)). 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 non-EU Member States yielded a total
VAT collection of only EUR 1.4 million (nearly USD 1.5 million) (Sénat - Commission des finances,
201550]).

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
2.7 billion) to EUR 3.8 billion (nearly USD 4 billion) (European Commission and Deloitte, 2016(39]). 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 hillion (nearly USD 1.8 hillion) 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

(2017), Online retailers failed to pay up to GBP 1.5bn in VAT last year, says watchdog,

https://www.theguardian.com/politics/2017/apr/19/online-retailers-1bn-lost-vat-last-year-watchdog-nao-hmrc

17 see also UK Parliament (2016), VAT evasion: Internet Retailers,

https://publications.parliament.uk/pa/cm201516/cmhansrd/cm160114/halltext/160114h0001.htm

18 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.

19 1pid.

20 see figures from HM Revenue & Customs (2016), Fulfilment House Due Diligence Scheme,

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/507610/Fulfilment
House Due Diligence_Scheme - HMRC_consultation.pdf. Please see page 4.
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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, 20150)).

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.

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 a large number of new economic operators, many of whom are not considered
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.
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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”.

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 hon-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 close to 90 jurisdictions worldwide, including in Ghana, Kenya, Nigeria, South Africa
and Uganda, among other jurisdictions. An additional number of jurisdictions have implemented reform in
one form or another to make non-resident vendors responsible for collecting VAT on supplies of services
and intangibles to consumers in their jurisdictions. 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:
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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,
2017;3)

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, 2018y4))

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
designed to implement the destination principle by assigning taxing rights to the jurisdiction of consumption
and reflecting principles of VAT neutrality. It is noticeable that these Guidelines distinguish between B2C
and B2B supplies because it is more effective and efficient to do so where the administrative infrastructure
and capacity supports this. Administration of such a distinction may be a challenge for VAT systems which
were developed without such a distinction and this Toolkit will provide guidance on ways to manage this.
However, jurisdictions may decide to utilise a registration and collection regime for non-resident suppliers
that entails responsibility for VAT on both B2C and B2B supplies. Such an approach is both possible and
practicable where a jurisdiction wishes to employ it.

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
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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.

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.
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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 Africa 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.

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 Africa provides detailed guidance to
assist policymakers and tax administrations in African jurisdictions 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;
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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.

ii. 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.

iii. 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).

Figure 1.17. Applying VAT on digital trade — The Toolkit to assist reform
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Source: OECD analysis.

1.5.1.1. African 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.
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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. African 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 African jurisdictions. The Toolkit therefore provides a number of
potentially instructive examples. A strong note of caution is given, however, in order to acknowledge that
itis very unlikely that a jurisdiction can directly transpose legislation or operational procedures from another
jurisdiction into its own laws or operational framework without proper adaptation.

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 results, as illustrated by
Figure 1.18 and Figure 3.3 in subsection 3.2.2.1 shows equally significant 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.
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Figure 1.18. Overview of revenue results for international supplies of services and intangibles
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1. The regimes in the jurisdictions in Figure 1.18 either exclusively or primarily target B2C supplies, with the exception of South Africa. The
number for South Africa includes B2B transactions on which the customer would have been able to reclaim the VAT as input tax.
Source: OECD research.

1.5.2. Structure of this Toolkit

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 African 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 African jurisdictions.

Section 4 looks at the particular aspects of the sharing and gig economy and the recommended policy
framework in this specific context.

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. This section suggests a variety of ways in which jurisdictions can make
VAT compliance more reliable, efficient and secure without mandating any single approach. Jurisdictions
will have multiple factors to consider in choosing their optimal set of revenue collection tools and strategies,
including fallback measures to enforce compliance upon pervasively non-compliant non-resident
businesses.

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.

The main elements of this structure are illustrated in Figure 1.17.
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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 Africa 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

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
usual residence, as set out above, and that the location of a business customer is determined
by reference to its permanent business presence.
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Establishing an effective VAT collection mechanism

e Avendor collection regime supported by simplified registration and collection processes
is the generally 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.

e 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.

e 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 It is also important to consider how to safeguard VAT neutrality for those non-resident
businesses that incur significant input VAT in the jurisdiction of the customer. Jurisdictions may
wish to consider allowing non-resident businesses in this situation to register under the standard
VAT regime to access all of the rights and fulfil all of the obligations that the standard regime
entails, including input VAT credits. The simplified compliance regime would still remain the
mechanism of choice for the majority of non-resident businesses, which are unlikely to incur
significant input VAT in the jurisdiction of the customer. Jurisdictions can also put in place
independent and dedicated VAT refund mechanisms for non-resident businesses, including
appropriate due diligence processes to guard against abuse.

e A reverse charge mechanism is the generally recommended solution 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.

e 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.
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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

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
administrative efficiency by enlisting these platforms in the collection of VAT on digital
transactions.

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.

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 safeguards and 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, improving the overall culture of
compliance in a jurisdiction.

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 positive results as demonstrated in
subsection 1.5.1.

South Africa was among the first jurisdictions in the world to implement the recommended policy framework
for international supplies of services and intangibles. Since then, several African jurisdictions have either
already followed suit (see Table 2.1), notably Ghana, Kenya, Nigeria and Uganda. Additional jurisdictions
are strongly considering introduction of similar laws in the near future, notably Angola, Benin, Burkina
Faso, Céte d’lvoire, Rwanda, Togo, Zambia and Zimbabwe.

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
Africa 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.

Table 2.1. VAT regimes for international supplies of services and intangibles in selected African
jurisdictions

Rules for non-resident suppliers making international supplies
of services and intangibles

General rules

Date of entry into

Jurisdiction Registration force of VAT regime R St

threshold* registration

VAT Standard threshold* for international digital
. . . Rate for non- and
introduction rate for resident trade based on . :
. : o resident collection
suppliers supplier registration suboliers reqime
and collection PP 9
Algeria 1992 19% No threshold 1 January 2020 19%! No threshold? No
Cameroon 1999 19.25% XAF 50 million 1 January 2020 19.25% | No threshold No
Cote d'lvoire* 1960 18% XOF 200 million 1 January 2022 18% No threshold Yes
Egypt* 2016 14% EGP 500 000 1 January 2022 14% EGP 500 000 Yes
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Rules for non-resident suppliers making international supplies

General rules

of services and intangibles

Date of entry into

Jurisdiction Registration force of VAT regime Registration S

VAT Standard threshold* for international digital threshold registration
. . . Rate for non- and
introduction rate for resident trade based on . :
. . S resident collection
suppliers supplier registration i :
and collection Supplers regime
GHS 200 000 in 12
months or GHS
50 000 in 3 months
Ghana 1998 1259, ~ and with reasonable 1 April 2021 125%  No threshold Yes
grounds to exceed
GHS 150 000 in the
next consecutive 9
months
Kenya 1990 16% KES 5 million 9 October 2020 16% No threshold Yes
Nigeria 1993 7.5% NGN 25 million 1 January 2022 7.5% USD 25 000¢ Yes
South Africa 1991 15% ZAR 1 million 1 June 2014 15% ZAR 1 million Yes
UGX
UGX 150 million per 150 million per
0 year or 0 year or
Uganda 1996 18% UGX 37 5 million 1 July 2022 18% UGX Yes
per quarter 37.5 million per
quarter
Zambia 1995 16% ZMW 800 000 1 January 2020 16% ZMW 800 000 No
USD 40 000 or
USD 40 000 or the the ZWL
Zimbabwe 2004 14.5% ZWL equivalent at 1 January 2020 14.5% equivalent at No
time of registration time of
registration

* “Registration threshold” refers to an annual turnover threshold unless otherwise indicated. N.B. The second set of columns in the table are
about VAT regimes that jurisdictions have implemented for non-resident suppliers making supplies of services and intangibles, with some
jurisdictions restricting registration obligations to only certain categories of supply within the scope of digital trade and e-commerce, such as
“digital services” or “electronic services”. Under such frameworks, different rules for VAT registration (including the absence of a requirement to
register) will apply to those supplies of services and intangibles which non-resident businesses make that are outside the scope of the specified
categories.

** Legislation has entered into force in these jurisdictions, but the tax administration is currently developing the administration for non-resident
suppliers to fulfil their compliance obligations.

1. Algeria. Standard rate applies since 1 January 2022; previously a reduced rate of 9% was in place.

2. Algeria. B2B: Non-resident businesses with no permanent presence (entreprises étrangeres n‘ayant pas d’installation professionnelle
permanente) that supply services are subject to withholding (retenue a la source) at the rate of 30% covering all taxes including VAT, the filing
and payment of which should be borne by the local business customer on behalf of the foreign provider. See articles 150 and 156 of the Algerian
Income Tax Law (Code des Impéts Directs et Taxes Assimilées). B2C: Non-resident businesses are required to appoint a fiscal representative.
3. Ghana. Jointly with the VAT rate are also applicable the following charges: National Health Insurance Levy at 2.5%, Ghana Education Trust
Levy at 2.5% and Covid-19 Health Recovery Levy at 1%.

4. The Nigerian threshold of USD 25 000 only applies to supplies in Nigeria by non-resident businesses of services and intangibles through
digital or electronic means, the supply of which is essentially automated, involves minimal human intervention, and is impossible to ensure in
the absence of information technology.

Source: OECD research.
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2.1. Asserting taxing rights — Implementing the destination principle

Guide to subsection 2.1.

Subsection Theme Page
211 Introduction: Place-of-taxation rules within the broader context of the 56
T International VAT/GST Guidelines
21.2. Determining the place of taxation in accordance with the destination principle 57
2191 Distinguishing between B2C and B2B supplies of services and intangibles for 59
e determining the place of taxation: An option but not a necessity?
2129 The use of ‘proxies” for determining the place of taxation of internationally traded 60
e services and intangibles is recommended
21.3. Determining the place of taxation for business-to-consumer (B2C) supplies 61
2131 The jurisdiction of the customer’s usual residence: Place of taxation for services and 61
e intangibles that can be supplied remotely (e.g. digital services and products)
2132 The jurisdiction where the supply is physically performed: Place of taxation for “on the 67
e spot” supplies
Place of taxation for business-to-business (B2B) supplies: The jurisdiction
214, . . 68
where the business customer is located
21.5. Specific rules for determining the place of taxation for B2B and B2C supplies 69
2.1.5.1. Evaluation framework for assessing the desirability of a specific rule 69
2.1.5.2. Supplies directly connected with immovable property 70

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
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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
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 (see Figure 2.1).

The destination principle promotes equal treatment between domestic and foreign businesses in
respect of the level of VAT due on taxable supplies in the jurisdiction of consumption. A natural
corollary of this equal treatment is ensuring neutrality for taxable persons in the treatment of input
VAT they incur. This neutrality on input VAT includes measures to make sure that businesses, be
they domestic or foreign, do not incur irrecoverable input VAT in connection with supplies that are
subject to VAT. To relieve foreign businesses of input VAT, jurisdictions may implement different
regimes such as: mechanisms that allow foreign businesses to apply for direct refunds of local
VAT incurred; clear rules to make supplies to non-resident businesses free of VAT, enabling
refunds through local VAT registration; shifting the responsibility to locally registered
suppliers/customers for accounting for VAT that is due and recoverable on supplies to non-resident
businesses; and granting purchase exemption certificates. Figure 2.2 illustrates the principles of
VAT neutrality in international trade.
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Figure 2.1. Application of the destination principle in VAT

Border

1

Jurisdiction of origin | Jurisdiction of destination
| (i.e. where consumption takes place)
1
|
|

Export i P Import
Not subject to VAT Subject to VAT
(i.e. zero-rated / free of VAT) (if any)

Right to refund of input VAT Same basis / same rate(s) as

I
I
I
I
I : )
I domestic supplies
I

I

Source: OECD analysis.

Figure 2.2. Implementation of neutrality principles in international trade

\
Guideline “foreign businesses should not be disadvantaged or
24 advantaged compared to domestic businesses in the
. jurisdiction where the tax may be due or paid”.
J
\
Guideline “jurisdictions may choose from a number of
25 approaches” in order “to ensure foreign businesses do
: not incur irrecoverable VAT”.
J/

et

To relieve foreign businesses of input VAT, a range of regimes are available
such as: mechanisms that allow foreign businesses to apply for direct refunds of
local VAT incurred; clear rules to make supplies to foreign businesses free of
VAT, enabling refunds through local VAT registration; shifting the responsibility on
to locally registered suppliers/customers for accounting for VAT that is due and
recoverable on supplies to foreign businesses; and granting purchase exemption
certificates.

Source: OECD analysis.

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.
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Figure 2.3 below illustrates the key steps that the OECD recommends that jurisdictions take to establish a
solid foundation in VAT legislation for the taxation of international supplies of services and intangibles.

Figure 2.3. Determining the place of taxation for international supplies of services and intangibles

VAT on

internationally VAT applied according to the destination
traded services principle
and intangibles

Application of Requires mechanisms for identifying the
the destination jurisdiction of consumption (or business use)
principle i.e. place-of-taxation rules

Connects international supplies to the
jurisdiction where final consumption (or
business use) takes place.
Jurisdictions generally determine the place of
taxation by reference to a proxy.

Place-of-taxation
rules

Based on features of the supply that are
known or knowable at the time that the tax
treatment of the supply must be determined

Use of proxies to

determine the
place of taxation (e.g. usual residence of the customer)

Source: OECD analysis.

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:

e Taxation of B2C supplies involves the imposition of a final tax burden.

e Taxation of B2B supplies is merely a means of achieving the ultimate objective of the tax, which is
to place the burden of the tax on final consumption, not the intermediary businesses.

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
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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 guidance 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.

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.

Table 2.2 summarises the recommended proxies for identifying the place of taxation of supplies of services
and intangibles for both B2C and B2B supplies. The following subsections (2.1.3 and 2.1.4) describe in
detail the general rules and corresponding proxies. 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.
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Table 2.2. Summary of recommended proxies in the OECD VAT/GST Guidelines to identify the
place of taxation of internationally traded services/digital products

Destination Principle
(Guideline 3.1)

Type General Rules Specific Rules

On-the-spot services Place of performance

(Guideline 3.5)
G s vasis ot
Others : Customer’s usual residence Seliean ek Location of |nr1tmovable
ideli rope
e.g. digital services and (Guidefine 3.6) (Guideline 3.7) property
(€. dig (Guideline 3.8)
products)
B2B Customer location

Source: OECD International VAT/GST Guidelines.

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 (e.g. digital services and products)

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 Guidelines therefore
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

2! 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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to be consumed. Proxies based on “effective use”, “enjoyment” or “performance” are considered 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.qg.
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 jurisdiction of the customer’s usual residence as a proxy for determining the
place of taxation are advised to provide clear and consistent rules for determining that location. These
rules should set out easily identifiable indicia of usual residence. It is advised 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, other than information provided by
the customer. 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 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:

22 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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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 jurisdiction 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 increasingly considers one piece of information sufficient, especially for
lower-value transactions or small traders.

e 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 jurisdiction of usual
residence of customers 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.

(if) Specific observations for jurisdictions in Africa

A number of jurisdictions in Africa 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 some notable examples from
jurisdictions in Africa that have implemented place-of-taxation rules for the imposition of VAT on these
supplies through a proxy based on customer location.

23 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. Examples of how African jurisdictions have integrated customer location proxies and
associated indicia into their place-of-taxation rules

Kenya!: The Kenyan Digital Marketplace Supply Regulations of 2020 effectively establish customer
location as the basis for determining the place of taxation for supplies of taxable “digital services” by
non-resident suppliers. The Regulations define customer location via the terminology that a “supply on
a digital marketplace shall be deemed to have been made in Kenya where the recipient of the supply
is in Kenya.”

In practice, the criteria which the Regulations provide to non-resident suppliers to determine a
customer’s presence in Kenya are similar to those that other jurisdictions typically employ where they
define place of taxation as the “usual residence” of the customer for international B2C supplies. Kenya
asks non-resident suppliers to determine whether the customer meets either of the following two sets
of criteria:

e Payment-based indicators: A financial institution in Kenya has issued the credit card, debit card,
or bank account that the customer uses to fund the supply.

e Address- or access-based indicators: The billing address or stated home address of the
customer is in Kenya, or the customer’s Internet protocol address affirms that the customer has
accessed the Internet through a Kenya-based Internet server, or the mobile country code of the
customer’s sim card shows that the card operates through a Kenyan phone number.

Kenya’s Regulations ask non-resident suppliers to identify a single piece of evidence that shows the
customer has utilised a Kenyan financial institution to make payment or indicates that the customer has
made the order from an address in Kenya. Jurisdictions often advise businesses to identify a minimum
of two non-conflicting pieces of information, in the event of conflicting evidence from different criteria,
or to have established an explicit hierarchy of information types, to minimise risks of double taxation for
such businesses.

Nigeria?: Nigeria takes an expansive approach to determining the place of taxation for supplies of
services and intangibles. Its VAT laws seek imposition of tax on any supplies that a customer consumes
or uses in Nigeria, an approach which includes explicit reference to the concept of usual residence but
also could include consumption and use by persons that might otherwise not usually be resident in
Nigeria.

The Federal Inland Revenue Service (FIRS) has published a detailed guidance note for non-resident
suppliers and digital platforms making supplies of services and intangibles to Nigerian customers. This
guidance prescribes a series of criteria or indicia upon which non-resident businesses can determine
whether FIRS would consider their customers’ consumption or use of these businesses’ supplies to
take place in Nigeria. The supply will be taxable in Nigeria if the customer meets any one of these
criteria. In practice, the majority of these criteria align closely to those that jurisdictions utilise for B2C
supplies under place-of-taxation laws that more strictly limit their coverage to the usual residence of a
consumer. Indeed, FIRS appears to place a priority on indicators of usual residence, which the
illustrated examples that it has included in the guidance note suggest.

The criteria that FIRS specifies for determining Nigeria as the place of consumption or use, and
therefore taxation, for supplies of services and intangibles are as follows:

a). The recipient of the supplies resides in Nigeria, as evidenced by the billing, business, residential
or postal address in Nigeria.
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b). It can be inferred from information provided that the consumer’s usual place of residence is
Nigeria.

). The customer is a company incorporated under any law in Nigeria.
d). The customer’s URL, geo-location or IP address is in Nigeria.
e). Itis physically performed in Nigeria.

f). There is any other evidence suggesting that the supply is consumed or utilised in Nigeria or that
such supplies can only be utilised in Nigeria; or

g). A place of consumption cannot be established for the supplies, using any of the above indicia,
the place of consumption is Nigeria if the payment for such supplies originates from a bank or any
other financial institution licensed in Nigeria pursuant to Nigerian laws.

Many jurisdictions advise businesses to identify a minimum of two non-conflicting pieces of information,
in the event of conflicting evidence from different criteria, or have established an explicit hierarchy of
information types to minimise risks of double taxation for such businesses.

South Africa3: South Africa imposes VAT on “electronic services” that non-resident suppliers make to
customers in its jurisdiction. South Africa’s original VAT regulations for the taxation of electronic services
came into force in June 2014. These original regulations limited the scope of services that qualified as
electronic services to a prescribed list, but South Africa subsequently amended the regulations with
effect from April 2019 to widen the scope of taxable electronic services to include all supplies of services
that meet a principles-based definition of an “electronic service”.

South Africa’s Value-Added Tax Act 89 of 1991 establishes the place-of-taxation rules for the imposition
and collection of VAT on such electronic services. Section 7(1) of the Act explains that, subject to certain
exceptions, VAT is due on all supplies of goods and services that “vendors” make in the course or
furtherance of any enterprise they carry on. Section 1(1) of the Act defines “enterprise” to include
several forms of economic activity, including the supply of electronic services by a non-resident
business where certain conditions apply. The effective purpose of these conditions is to identify whether
or not the customer of these electronic services is usually resident/located in South Africa as a proxy
for concluding that consumption or use of the supply will take place in South Africa. These conditions
are as follows and at least two out of three must apply in order for the supply to be within the scope of
VAT:

1. The recipient of the services is a resident of South Africa.

2. The payment for the services originates from a bank registered under South Africa’s Banks Act
94 of 1990 (the Banks Act); or

3. The recipient of the services has a business, residential or postal address in South Africa.

N.B. For VAT purposes, a resident is a person that meets the definition of a resident in the South African
Income Tax Act, or any other person or company, to the extent that such person or company carries on
an enterprise or activity in South Africa and has a fixed or permanent place in South Africa relating to
such enterprise or activity.

Example from outside Africa:
Australia*

In short, two approaches are available to determine whether a consumer is resident in Australia for the
purposes of imposing Australian GST on supplies by non-resident businesses. Both approaches
provide a high level of discretion to businesses to form judgements that are logical and consistent based
on their own distinct business models and systems:
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e Using information that businesses routinely collect as part of their normal business processes.
This would necessitate two pieces of evidence where fully automated systems are used; and/or

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.

Notes:

1. The National Treasury of the Republic of Kenya (2020), Kenya Subsidiary Legislation 2020: Legal Notice No.190: The Value Added Tax
Act (No.35 of 2013): The Value Added Tax (Digital Marketplace Supply) Regulations, 2020, https://kra.go.ke/images/publications/VAT-
Digital-Marketplace-Supply-Requlations.pdf; and Republic of Kenya (2021), Value Added Tax Act, Act No. 35 of 2013, The National
Council for Law Reporting (“Kenya Law”), Nairobi, http://kenyalaw.org:8181/exist/kenyalex/actview.xgl?actid=No.%2035%200f%202013
2. Federal Inland Revenue Service (FIRS) of Nigeria (2021), Guidelines on Simplified Compliance Regime for Value Added Tax (VAT) for
Non-Resident Suppliers, No. 2021/19, https://www.firs.gov.ng/wp-content/uploads/2021/10/Guidelines-on-Simplified-Compliance-Regime-
of-VAT-for-Non-Resident-Suppliers-15102021.pdf

3. South African Revenue Service (SARS) Legal Counsel (2019), Value-Added Tax: Frequently Asked Questions: Supplies of Electronic
Services (Issue 3), SARS, https://www.sars.gov.za/wp-content/uploads/Ops/Guides/LAPD-VAT-G16-VAT-FAQs-Supplies-of-electronic-
services.pdf

4. Australian Taxation Office (ATO), “Australian consumer” in GST Definitions, ATO, 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 for remote supplies of services and intangibles, or for selected
categories of these supplies such as digital services and digital products, by reference to the customer’s
usual residence in the “primary” legislation whenever possible. The scope of such a place-of-taxation rule
by reference to the customer’s usual residence can in principle be extended to all 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. Where legislation continues to
include proxies based on “use”, “enjoyment” or “performance”?, these could be limited to apply to “on-the-
spot” supplies of services and intangibles (and/or to circumstances where the place for such “use”,
enjoyment” or “performance” is readily identifiable and these proxies provide a reasonably accurate
indication of the place of consumption; see 2.1.3.2 below).

A clear determination in the law of 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 zero-rating to outbound international supplies.

Scholars and practitioners have highlighted that the VAT systems in place in a number of African
jurisdictions have the broad tendency to rely on rules based on the place of “use” or “enjoyment” for
determining the place of taxation (Millar, 2008s1)). In practice, it may not always be possible for jurisdictions
to modify these rules and include an explicit reference to the customer’s usual residence for B2C supplies
in the primary legislation itself, particularly when reform of the existing legal framework may be challenging
or complex and time consuming (e.g. complex legislative procedures or a challenging political economy in

24 Note, in particular, that where a jurisdiction employs proxies based on place of performance, it should support VAT -
registered businesses to apply the destination principle through issuing guidance on when it is permissible to zero-
rate or not apply the jurisdiction’s VAT to supplies of services and intangibles to customers located in foreign
jurisdictions.
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a jurisdiction that creates obstacles to bi-partisan consensus for reforms). These jurisdictions may then
rely exclusively on secondary legislation or administrative guidance, where appropriate, to implement a
place-of-taxation rule by reference to the customer’s usual residence. In these cases, the secondary
legislation or administrative guidance may provide that the services or intangibles in scope of this reform
(usually digitally supplied services and products) be considered “used”, “enjoyed”, or more broadly
“consumed” in the jurisdiction where the customer has its usual residence. Such provisions can be
complemented with further guidance on indicia for determining the customer’s usual residence.

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 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
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of taxation of a B2C supply of services and intangibles. This is discussed in further detail in subsection
2.15.

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 normally 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 Guidelines assign 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.

25 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. Further information at: OECD (2017), “Commentary on Article 5”, in Model Tax Convention on Income
and on Capital: Condensed Version 2017, https://doi.org/10.1787/mtc_cond-2017-en
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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.

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 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, (i) 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.
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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
indirectly embraced place-of-taxation rules for services and intangibles by reference to the location of the
immovable property.2®

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 immovable 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
221 B2B supplies: The “reverse charge” mechanism 71
222 B2C supplies: Simplified VAT registration and collection regime 79

2991 The case for a simplified VAT registration and collection regime for non-resident 79

suppliers

2.2.2.2. Recommended design features of a simplified VAT registration and collection regime 81

26 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

Design features of particular consideration for jurisdictions that do not permit separate

2223 collection mechanisms for B2B supplies by non-resident businesses 8
2.2.24 Scope of the simplified compliance regime: Types of supplies 85
2.2.2.5. Registration threshold for non-resident suppliers? 90
2226 Role for intermediaries and agents? 91
2.2.2.7 Building an effective administration and operational infrastructure 92

Introduction to the design of effective collection mechanisms for international supplies
of services and intangibles

The preceding subsection, subsection 2.1, provided detailed guidance for jurisdictions in Africa on how to
design VAT laws for determining place-of-taxation. Such laws allow assertion of full and appropriate taxing
rights over supplies of services and intangibles by non-resident businesses to customers located or
resident on these jurisdictions’ territory. Having asserted the right to tax such supplies, the next key
challenge is for tax administrations to design and implement effective and efficient mechanisms for actually
collecting the VAT revenues due.

In implementing effective collection mechanisms, the International VAT/GST Guidelines generally
recommend the establishment of distinct mechanisms for collecting VAT revenues on B2B supplies and
B2C supplies that non-resident businesses make to customers in a jurisdiction.

For international B2B supplies, the Guidelines recommend the “reverse charge” mechanism, which
imposes responsibility onto VAT-registered business customers for accounting for and, where applicable,
remitting VAT to the tax administration. The Guidelines recognise that such customer collection is usually
ineffectual in a B2C context and is thus not usually a viable option for B2C supplies of services and
intangibles by non-resident suppliers. Please see subsection 2.2.1.

For such international B2C supplies, the Guidelines and subsequent Collection Mechanisms Report
recommend that jurisdictions implement a regime that requires non-resident businesses to register and
collect VAT on supplies they make to customers for their private consumption on a jurisdiction’s territory.
These OECD standards and guidance additionally recommend that the mechanism jurisdictions put in
place for compliance be in the form of a “simplified registration and collection” regime. Please see
subsection 2.2.2.

This Toolkit for Africa follows the logic of these international standards in presenting these options for
distinct regimes for VAT collection based on customer status. However, the effective implementation of
such distinctive approaches for international B2B and B2C depends upon jurisdictions possessing the
infrastructure and the administrative capacity to support distinction between customer statuses, including
to police compliance. Against this backdrop, this Toolkit acknowledges that many jurisdictions in Africa
may have a strong preference for imposing uniform collection obligations upon non-resident suppliers for
both B2B and B2C supplies. Where jurisdictions do not, or are unable to, permit distinct collection
mechanisms, the Guidelines note that a simplified VAT compliance regime can be implemented for
supplies made by non-resident suppliers to all customers, B2B as well as B2C.
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Subsections 2.2.1 and 2.2.2.3 therefore provide guidance on how best to adapt simplified VAT registration
and collection regimes for non-resident suppliers where jurisdictions mandate that these suppliers take
responsibility for collecting VAT on both B2B and B2C supplies.

Finally, note that non-resident businesses may in some situations benefit from the ability to register under
a jurisdiction’s standard VAT regime rather than under a simplified compliance regime. This ability can
safeguard VAT neutrality for such businesses when they incur significant expenditure in the jurisdiction of
taxation by allowing them to recover input VAT in line with the rules that apply to resident businesses.
Expenditure of this nature could, for example, arise from operations such as marketing and advertising to
customers in the jurisdiction of taxation.

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

This Toolkit provides further guidance for jurisdictions where the VAT framework does not permit a
distinction between B2B and B2C supplies by non-resident businesses (subsections 2.2.2.1 and
2.2.2.3). This is likely to be of particular interest for jurisdictions in Africa, whose VAT framework may
often not permit distinction on the basis of customer status. It is recognised that these jurisdictions will
often regard the use of supplier-based VAT collection for international B2B supplies, rather than reliance
on customer self-assessment, as preferable for reasons of protecting the integrity of their tax systems.

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 2.4).
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.
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Figure 2.4. lllustration of operation of the reverse charge mechanism for international B2B supplies
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*The net effect between the business customer’s VAT liability and deductible input VAT on the received supply is neutral.

Source: OECD analysis.

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, including the revenue risks from input VAT deduction or
claims for refunds by resident business customers of VAT that may not have been or will not be
remitted by non-resident suppliers.

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 drawn into a jurisdiction’s VAT system. VAT-registered
business customers must instead report VAT chargeable on the supply in their VAT return as both output
VAT due and, where applicable, input VAT that is recoverable. The net tax result of these transactions will
often be zero, i.e. where the customer has a full right to input VAT deduction. This reduces revenue risks

2T 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 in the “Glossary of terms” in this publication.
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in the customer’s jurisdiction because the tax authority can focus audit activities on business customers
that are resident rather than on hard-to-reach suppliers that are non-resident.

Some jurisdictions in Africa that apply VAT to international services and intangibles operate a reverse
charge mechanism for B2B supplies. The following Table 2.3 summarises the treatment of B2B supplies
of services and intangibles by non-resident suppliers in African jurisdictions that have implemented rules
to levy VAT on supplies of services and intangibles by non-resident suppliers.

Table 2.3. Treatment of international B2B supplies of services and intangibles by African
jurisdictions that have implemented registration and collection mechanisms for non-resident
businesses*

Standard Distinction between
Date of rate for B2B and B2C

Jurisdiction Treatment of international B2B supplies

implementation  suppliesof  supplies under VAT
services framework

Withholding by a domestic customer at the rate of 30%

1 0,
Algeria 31/12/2019 19% No that includes VAT
Angola 1/10/2019 14% Yes Reverse charge
Vendor collection by non-resident suppliers through a
Cameroon 1/01/2020 19.25% No fiscal representative W|th.reverse ghargg as a fallback if
non-resident suppliers fail to appoint a fiscal
representative
JURT - Vendor collection by digital platforms with reverse charge
0,
G 4/01/2022 18% No as a fallback in case of non-registration by the platform
Ghana 1/04/2021 12.5% No Yendor gollectlon by rlon-refldent suppllgrs on suppllgs of
electronic commerce” and “telecommunications services
Vendor collection by non-resident suppliers of digital
0,
Kenya 9/10/2020 16% No services™

Vendor collection by non-resident suppliers on services
and intangibles delivered through electronic or digital

Nigeria 1/01/2022 7.5% No means. Reverse-charge by the customer in Nigeria
operates as a fallback where non-resident suppliers fail to
collect the VAT

South Africa 1/06/2014 15% No Vendor collection by non-resident suppliers of electronic

services
Tanzania 1/07/2015 18% Yes Reverse charge for B2B
Uganda 1/07/2022 18% Yes Reverse charge for B2B
Zambia 1/01/2020 16% No Reverse charge or non-resident supplier registration
° through a fiscal representative
Zimbabwe 1/01/2020 14.5% No Vendor collection by non-resident suppliers of digital
services
Notes:

*For some jurisdictions in the table, the treatment of international B2B supplies of services and intangibles that it describes encompasses only
certain categories of supply within the scope of digital trade and e-commerce, such as “digital services” or “electronic services”. Under such
frameworks, different rules for VAT registration (including the absence of a requirement to register) will apply to those supplies of services and
intangibles which non-resident businesses make that are outside the scope of the specified categories.

**Cote d'lvoire has recently amended its regulation to apply a vendor collection by non-resident platforms. However, this regime has not been
implemented yet.

***Kenya has recently amended its regulation to apply a vendor collection for both B2B and B2C supplies. See Kenya Finance Act 2022 (23
June 2022) at https://kra.go.ke/images/publications/Finance--Act-2022.pdf

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

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.

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 final 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.

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
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. Nigeria’s tax authority provides a facility on its website to support
verification of counterparties’ tax identification numbers (TINs), which allows businesses to
both check the validity of TINs and the identity of the entity or person to whom a TIN belongs.?®

What if a domestic business that is subject to a reverse charge obligation is charged VAT

by a non-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

28 See Nigerian FIRS portal for verification of taxpayers’ TINs at:
https://vatcert.firs.gov.ng/vatcert/index.php?p=viewL.ist
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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 in Africa that follow such an approach are Botswana, Ghana and
South Africa. Box 2.3 below provides more detail on this approach.

Purchases of exempt and zero-rated supplies. Where a business customer makes a purchase
from a non-resident supplier, and the nature of the supply would be an exempt or zero-rated supply
in the customer’s jurisdiction, then VAT is not due and hence no obligation to perform a reverse
charge would arise.

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 calculating whether they exceed the 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.

29 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 for or
recognise a presumption that the supply is made to a hon-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.

As mentioned above, some jurisdictions around the world will require that non-resident suppliers and digital
platforms visit or link their systems through an API to the tax administration’s website to check the validity
of customers’ VAT registration or tax identification numbers.3® The South African Revenue Service
maintains a searchable web portal to allow suppliers to check the validity of a customer’s VAT registration
number, and vice versa, and to check whether a company is registered for VAT when a registration number
appears to be missing from commercial and tax documents. SARS updates the database that the web
portal obtains its results from on a weekly basis. The publicly available version of the portal permits the
searching of one VAT registration number or entity trading name at a time. Businesses can sign up to a
more sophisticated version of the portal that provides extended listings of entities registered for VAT in
South Africa. However, in South Africa, the purpose of this infrastructure for checking businesses’ VAT
registration status is to support accurate invoicing of customers in accordance with South African VAT
regulations and to safeguard against input VAT fraud. South Africa does not operate a distinct collection
mechanism for B2B supplies of “electronic services” by non-resident businesses, such as a reverse

30 Revenue Department of Thailand (2021), A Guide on VAT on Electronic Service Provided to Non-VAT Registrants
in Thailand by Non-resident Business Person, https://www.rd.go.th/fileadmin/download/eService.pdf
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charge, and so the infrastructure has no role in such a business’s determination about whether to charge
and collect VAT on supplies of electronic services to South African customers.

In the case of Kenya, the Kenya Revenue Authority requires electronic invoices to include (amongst other
things) a PIN (personal identification number) of the recipient if the recipient intends to claim input tax for
the VAT they have paid. According to the KRA website:

The PIN Checker allows you to confirm whether or not a particular PIN is genuine. A genuine PIN is
generated by the KRA - Domestic Taxes Department System and is in Active status. The Information
provided by the PIN Checker is limited to basic details of the taxpayer.

The incentive to use a correct PIN rests principally with the purchaser to get this detail correct as it is the
purchaser that would seek to claim input tax, but it is possible for the supplier to check the validity of a
customer’s PIN via the iTax online service area of the KRA’s website.

By contrast, in other jurisdictions, such as 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.

Box 2.3. Minimising administrative burdens for business customers by waiving the obligation
to perform a reverse charge

A number of jurisdictions will only require VAT-registered businesses to perform a reverse charge for
services or intangibles that they purchase from a non-resident supplier, where the registered business
customer does not have an entitlement to full input VAT deduction on the purchase.

Some VAT regimes in Africa take this approach in excluding supplies of services by non-resident
businesses from the scope of reverse charge obligations if the resident customer will use such supplies
for the making of taxable supplies in the jurisdiction. The following are examples of jurisdictions that
follow this approach:

Botswanal: VAT is payable by a resident person (e.g. business customer) purchasing a service from
a non-resident supplier only if this resident person purchases the service for use in making exempt
supplies or other non-taxable purposes, e.g. VAT would also be due upon importation of services by
private individuals and non-VAT-registered entities.

Ghanal: The reverse-charge mechanism is applicable to recipients of taxable services imported into
the country. However, a VAT-registered recipient of taxable imported services is not required to apply
the reverse charge mechanism when it is established that such imported services are for the making of
taxable supplies.

South Africal: For B2B supplies of imported services other than electronic services, a reverse charge
applies if a person resident in South Africa purchases services from a non-resident business with the
intention of using such services in the making of non-taxable supplies. This means that if the resident
person intends to utilise the services in the making of taxable supplies, then this person does not have
any obligation to account for VAT on the supply. By contrast, for B2B supplies of electronic services by
non-resident suppliers, the supplier must account for and remit VAT due.

Examples from outside Africa

Singapore?: The jurisdiction waives the obligation to perform a GST reverse charge, but with an option
to fully reverse charge all supplies received from non-resident suppliers.

Under Singapore’s GST regime, a GST-registered business that procures services from a non-resident
supplier is only designated as a “Reverse Charge Business” when it is not entitled to full input tax credit.
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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, if they were registered, would be within scope of reverse charge
and that exceed 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 approach. Non-resident suppliers are not required to charge and remit GST
on supplies to businesses registered for GST in New Zealand, 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 to allow them to claim back New
Zealand GST on the costs incurred in making these zero-rated supplies to GST-registered businesses.

Notes:

1.EY (2022), Worldwide VAT, GST and Sales Tax Guide 2022, https://www.ey.com/en_gl/tax-quides/worldwide-vat-gst-and-sales-tax-quide
2. Inland Revenue Authority of Singapore, e-Tax Guide on GST: Taxing imported services by way of reverse charge,
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. New Zealand Inland Revenue Department, Special report on GST on cross-border supplies of remote services,
https://taxpolicy.ird.govt.nz/publications/2016/2016-sr-gst-cross-border-supplies

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 consider the following:

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.
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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.

A number of VAT regimes in Africa do not distinguish between B2B and B2C transactions, and therefore
the application of a reverse charge for B2B supplies only would not be consistent with the design of
these systems. These jurisdictions can consider applying a simplified VAT compliance regime for both
B2B and B2C supplies of services and intangibles by non-resident suppliers. This “all in” approach can
offer and effective and efficient solution for collecting the VAT from non-resident suppliers. It may,
however, cause additional VAT revenue risks notably from the deduction of input VAT that is not
remitted to the tax authorities by non-resident suppliers.

Application of a registration and collection obligation for supplies of services and intangibles by non-
resident suppliers to both B2B and B2C customers could provide a way to collect VAT without requiring
separate approaches for business use and private consumption.3! The total amount of VAT collected
through such a regime will normally be significantly higher than under a vendor collection regime that is
limited to B2C supplies. To safeguard neutrality under such a regime, VAT-registered business customers
should be granted a right to deduct the input VAT paid to non-resident suppliers, in principle under the
same rules and conditions as if they acquired the service or intangible from a resident supplier. The
implementation of an appropriate strategy management the associated VAT revenue risks will be required,
notably to identify situations where business customers claim deduction of VAT paid to non-resident
suppliers that is not remitted to the tax administration by these suppliers. For most jurisdictions that operate
a simplified compliance regime for non-resident suppliers, such risks are not significant because they
generally only apply the regime to B2C supplies and deny the ability to claim VAT refunds within the
simplified compliance regime.

Table 2.4 outlines a number of advantages and challenges that jurisdictions may wish to take into account
when considering the application of a simplified compliance regime for non-resident suppliers for B2B
supplies of services and intangibles in addition to B2C supplies.

31 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,
http://www.treasury.gov.za/publications/other/Explanatory%20Memorandum-
Requlations%20prescribing%20electronic%20services%20-%2018%20March%202019.pdf

N.B. Where a non-resident business supplies electronic services to a resident business that forms part of the same
group of companies, South Africa excludes such supplies from the scope of its VAT, provided that the non-resident
business supplies the services exclusively for the purposes of use by the resident business.
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Table 2.4. Evaluating the merits of imposing VAT collection obligations on non-resident suppliers
for B2B supplies of services and intangibles

Advantages Challenges

Reasonably straightforward policy for non-resident
suppliers to apply to all in-scope supplies of services and
intangibles that they make to customers in a jurisdiction,
irrespective of whether the customer is a business user or
private consumer.

Tax administration does not need to implement rules,
administrative capacity and infrastructure to permit non-
resident suppliers to distinguish VAT-registered business
customers.

Private consumers cannot obtain supplies free of VAT by
falsely claiming to be VAT-registered businesses.

Maintains the staged chain of collection on which VAT is
theoretically based.

In jurisdictions where there may be a widespread culture
of non-compliance among resident businesses, VAT
collection on B2B supplies by non-resident suppliers
prevents the possibility of revenue loss through failure to
comply with the reverse charge mechanism by resident
business customers that do not have a (full) right to input
VAT deduction - and/or that may wish to obscure
investments and business purchases.

Monitoring and enforcement of compliance by non-
resident suppliers may be more difficult for tax
administration than under reverse charge mechanism, for
supplies to VAT-registered, resident business customers.

B2B supplies can (are likely to) be of high value,
individually as well as on aggregate, so revenue risks are
likely to be greater than where vendor collection remains
limited to B2C supplies.

Jurisdictions will not necessarily raise much net VAT
revenue from imposing collection obligations onto non-
resident suppliers for B2B supplies, i.e. VAT-registered
business customers will often be able to fully reclaim the
VAT they have paid to the supplier.

Business customers forfeit the cash flow advantages the
reverse charge would provide them, especially for higher-
value B2B supplies.

Jurisdictions must normally require non-resident suppliers
to issue VAT invoices and fully account for the tax due on
B2B supplies, in order to support claims for input VAT
deduction by resident business customers.

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 2.5 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 2.5. Main features of a simplified registration and collection regime for non-resident suppliers

Registration procedure
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e The information can remain limited to necessary details, which could include:
o Name of business, including the trading name;
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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;

Websites” URL of non-resident suppliers through which business is conducted in
the taxing jurisdiction;
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Input tax recovery (refunds)

Return procedure

Payments

Record-keeping

o National tax identification number, if such a number is issued to the supplier in the
supplier’s jurisdiction to conduct business in that jurisdiction.

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

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
platforms without making the recovery of input tax available under the simplified regime.
Input tax recovery can remain available for non-resident suppliers and digital platforms under
the normal VAT registration and collection regime or via an independent mechanism for VAT
refunds for non-resident businesses. This would be appropriate where non-resident
businesses have significant expenditure inside the jurisdiction of consumption and input tax
credits would apply to equivalent expenditure by VAT-registered, resident businesses.
Examples might include marketing or advertising costs.
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.
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:

o Supplier's or platform’s registration identification number;
Tax period;
Currency and, where relevant, exchange rate used;
Taxable amount at the standard rate;

0O O O ©O

Taxable amount at reduced rate(s), if any;

o Total tax amount payable.
The option to file electronically in a simple and commonly used format is essential to facilitating
compliance.
Tax authorities should consider limiting the mandatory reporting period to a quarterly frequency
if this presents no significant compliance risks.
Use of electronic payment methods is recommended, allowing non-resident suppliers and
digital platforms to remit the tax due electronically from abroad.
Jurisdictions could consider accepting payments in the currencies of their main trading
partners.
Jurisdictions are encouraged to allow the use of electronic record-keeping systems and remote
storage outside the jurisdiction.
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
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activity.

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.

Taxing jurisdictions may require these records to be made available on request within a
reasonable delay.

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.

Ifinvoices are required, jurisdictions may consider allowing invoices to be issued in accordance
with the rules of the supplier's jurisdiction or accepting commercial documentation that is
issued for purposes other than VAT (e.g. electronic receipts).

It is 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 (or supplies), 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.

Jurisdictions are encouraged to make available online all information necessary to register and
comply with the simplified compliance regime, preferably in the languages of their major trading
partners.

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.

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,
such as submitting returns.

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

Source: OECD (2017), The Collection Mechanisms Report (OECD, 2017j3)).

As mentioned under “registration procedure” in Table 2.5 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. Design features of particular consideration for jurisdictions that do not permit
separate collection mechanisms for B2B supplies by non-resident businesses

Jurisdictions are advised to consider the following aspect in particular when designing a regime that
imposes VAT collection obligations on non-resident businesses for both B2B and B2C supplies:

Input VAT: In line with the International VAT/GST Guidelines and the principle of VAT neutrality
in international trade, VAT-registered businesses that must make a transfer of funds for VAT on
purchases from non-resident suppliers should be able to recover the input VAT on these purchases
where they would have the ability to recover it on the same supplies from a resident VAT -registered
supplier. This approach on VAT recovery will have the dual effect of, firstly, treating supplies by
domestic and international suppliers in the same way, removing any bias for domestic business
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customers towards the use of a domestic or non-resident supplier and, secondly, will have the
effect of consistency with the neutrality principle underlying VAT which is to confine the incidence
of the tax to the final consumer, while generally flowing through VAT-registered businesses at all
stages of production prior to final consumption. A typical example of such inputs might be VAT on
marketing or advertising in the jurisdiction where the customer is located.

e Full VAT invoices: Jurisdictions that impose a registration and collection obligation on non-
resident suppliers for both B2C and B2B supplies will usually require suppliers produce full VAT
invoices to support input VAT recovery for VAT-registered business customers and fulfilment of
obligations for reporting and record keeping. These jurisdictions will also generally make it a
requirement that a full VAT invoice takes the format that the tax administration demands for
resident VAT-registered businesses. Such invoicing rules can prove among the most burdensome
elements of VAT compliance for non-resident businesses, especially because they may face the
prospect of having to adapt their internal ERP, accounting and IT systems to administer invoices
in a different form for each of the many jurisdictions they may operate in. Where internal systems
and standard commercial software programs cannot handle production of invoices in several
formats, a significant burden of manual adaptation may arise for businesses’ tax compliance staff.

Jurisdictions could consider certain steps to mitigate the administrative burdens for non-resident
suppliers, while ensuring that the tax administration can straightforwardly assess and validate
invoices for the purposes of authorising input VAT recovery and performing risk management
activity. These steps include:

o Assessing how closely the jurisdiction’s rules for invoicing align with the formats that
jurisdictions most commonly employ internationally. Jurisdictions could then consider adjusting
the national VAT invoicing requirement to more closely align with international norms and
trends.

o Relaxing the range of formats in which the tax administration will accept invoices so that this
range can encompass those that the jurisdiction’s major trading partners employ.3? The
jurisdiction’s tax administration could combine this approach with a more risk-based approach
to the authorisation and auditing of input VAT recovery claims, focussing on unusual trends
and large claims that constitute the greatest risk of fraud.

e Risk management: A regime that demands non-resident businesses collect VAT on B2B supplies
creates potentially greater revenue risks because B2B supplies can be of much higher value than
B2C supplies, individually as well as on aggregate. The VAT from suppliers for B2B supplies,
including high value ones, may not be effectively remitted to the tax authorities due to insolvency
or fraudulent behaviour. Enforcement in such circumstances will typically be difficult due to the
non-resident status of the supplier. VAT-registered resident businesses that have transferred funds

32 Nigeria is a good example of a jurisdiction that allows non-resident sellers to issue tax invoices in line with the rules
of the sellers’ jurisdictions of establishment. Please see:

Nigerian FIRS (2021), Guidelines on Simplified Compliance Regime for Value Added Tax (VAT) for Non-Resident
Suppliers, No. 2021/19, https://www.firs.gov.ng/wp-content/uploads/2021/10/Guidelines-on-Simplified-Compliance-
Regime-of-VAT-for-Non-Resident-Suppliers-15102021.pdf. Refer to section 17.0, “Issuance of Tax Invoice”, of these
guidelines.

Similarly, the Kenya Revenue Authority made a public statement in August 2022 to clarify that VAT -registered non-
resident suppliers of digital services are exempt from the obligation to issue full VAT invoices, provided the invoices
or receipts they issue state the value of the supply and the VAT that the supplier has charged. Please see:

KRA (2022), Exemption of Non-Resident Suppliers of Digital Services from the VAT (Electronic Tax Invoice)
Regulations, 2020, https://www.kra.go.ke/news-center/public-notices/1797-exemption-of-non-resident-suppliers-of-
digital-services-from-the-vat-electronic-tax-invoice-regulations,-2020

In both the cases of Nigeria and of Kenya, it will be important to consult periodically with the domestic and
international business community to assess how effectively businesses consider these administrative easements to
work in practice.
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for VAT due to non-compliant, non-resident suppliers will still want to claim input VAT deduction
for these amounts, where allowable in line with standard VAT rules in the jurisdiction of taxation.
However, because the supplier is in these circumstances unwilling or unable to remit the output
VAT due to the tax administration, a real risk of revenue loss occurs to the jurisdiction owing to the
conduct of the non-resident supplier, which would not exist under the reverse charge mechanism.

Jurisdictions can address these potential sources of revenue loss through a heightened focus on
targeted risk management strategies that concentrate compliance checks and audit activity upon
the highest risk non-resident suppliers and transactions. Jurisdictions can also utilise international
administrative cooperation mechanisms in situations where they require further information to
evaluate the compliance of a supplier or to seek assistance in recovery of large VAT debts that
they have identified.

2.2.2.4. 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 by non-resident suppliers. 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 that can be made by non-resident suppliers 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.

By contrast, tax authorities may wish to choose an approach whereby a simplified compliance regime is
implemented only to cover those areas where it has identified 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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Box 2.4. Jurisdictions that take a broad approach to the scope of supplies within their
simplified VAT compliance regime

Australia defines the scope of supplies of services and intangibles, on which it would require non-
resident businesses above the registration threshold to account for GST under its simplified
compliance regime, in its legal guidance on international supplies. This guidance states that supplies
of “services, rights or digital products to an Australian consumer” are in principle subject to Australian
GST.! 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.?

Egypt3takes a broad approach in determining the scope of its simplified compliance regime for non-
resident businesses. Accordingly, Egypt defines “remote services” as being any services where, at the
time of the performance of those services, there is no necessary connection between the physical
location of the recipient and the place of physical performance. Examples of such services include
supplies of digital content (e-books, movies, TV shows, music and online newspaper subscriptions),
online supplies of games, apps, software and software maintenance, website design and publishing
services, as well as legal, accounting and consultancy services.

New Zealand?, in accord with its broad-based GST system, applies its simplified compliance regime
to a wide range of remote international supplies of services. New Zealand defines a “remote” service
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. This 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.

Singapore® originally limited its “overseas vendor registration” regime to “digital services” only.
However, with effect from 2023, Singapore will extend the regime to supplies of non-digital services by
non-resident suppliers and for which it is the jurisdiction of taxation. This will render the Singaporean
simplified compliance regime as one that overall aligns with the broad approach that Australia and New
Zealand take.

Notes:

1. Australian Taxation Office (2017), Goods and Services Tax Ruling— GSTR 2017/1 Goods and services tax: making cross-border supplies
to Australian consumers, https://lwww.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. Egyptian Tax Authority, VAT Executive Regulation (January 2023), https://www.eta.gov.eg/sites/default/files/2023-01/VAT-LAW-24-
2023.pdf

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

5. Inland Revenue Authority of Singapore, e-Tax Guide on GST: Taxing imported services by way of reverse charge,
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.

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.
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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. Jurisdictions that take a targeted approach to the scope of supplies within their
simplified VAT compliance regime

Kenyal: The Kenyan VAT Act asserts that Kenya is the place of taxation for supplies of “electronic
services” that a non-resident business delivers to a person in Kenya at the time of supply. The VAT Act
treats the majority of other supplies of services by non-resident businesses as “taxable imported
services” that are subject to a reverse charge by the recipient of the services. The VAT Act defines
“electronic services” as “any of the following services, when provided or delivered on or through a
telecommunications network”:

e Websites, web-hosting, or remote maintenance of programs and equipment
e Software and the updating of software

e Images, text, and information

e Access to databases

e Self-education packages

e Music, films, and games, including games of chance

e Political, cultural, artistic, sporting, scientific and other broadcasts and events including
broadcast television

Ghana?: Non-resident businesses that make supplies that sit within the definition of taxable
telecommunication services and electronic commerce have an obligation to register for and collect VAT
on such supplies where their aggregate value is above the registration threshold in any 12-month
period.

The Ghanaian VAT Act asserts that the place of taxation for “electronic commerce” is the place in which
“effective use and enjoyment occurs”, except for those supplies that the Act defines as “digital services”.
For such digital services, the place of taxation is where these supplies are “supplied, used or enjoyed”,
which the Act defines as being Ghana where the customer satisfies two out of four potential indicia. For
“telecommunication services”, the place of taxation “is the place where the facility or instrument for the
emission, transmission or reception of the service... is ordinarily situated”. In the case of all other
supplies of services by non-resident suppliers, the VAT Act treats these as “imports of services” for
which the recipient of the service has the obligation to perform a reverse charge.
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The Act defines “electronic commerce” to include “a business transaction, including a digital service,
that takes place through the electronic transmission of data over a communication network such as the
internet”. The Act distinguishes the subset of electronic commerce that it defines as “digital services”
through the following list of categories of supply:

e Social networking

e Online gaming

e Cloud services

e Video or audio streaming

e Digital marketplace operations
e Online advertisement services

South Africa3: The jurisdiction takes an approach to supplier registration and collection of VAT on
international supplies that is targeted at “electronic services”. The definition of electronic services
originally meant those types of supply which South African VAT regulations specified in a list as being
such electronic services when the regime for non-resident suppliers came into force in June 2014.
However, South Africa subsequently determined this basis for a definition did not provide sufficient
certainty to ensure that all supplies of electronic services would face similar VAT treatment irrespective
of whether the supplier was a resident of South Africa or a non-resident business. South Africa therefore
amended its VAT laws accordingly to adopt a more principles-based definition of electronic services as
of April 2019 (Government Notice 429 of 18 March 2019 (Updated Regulations)).

Under the amendments to the VAT Act following the 2019 regulations, South Africa defines electronic
services as the following:

any services supplied by a non-resident for a consideration by means of —

e an electronic agent;
e an electronic communication; or
e the internet

as defined in the Electronic Communications and Transactions Act 25 of 2002 (the ECT Act).
Electronic services are therefore services, the supply of which —

e is dependent on information technology;
e |s automated; and
e involves minimal human intervention.

Notes:

1. Kenya (2013), Value Added Tax Act, 2013, The National Council for Law Reporting, Nairobi,
http:/kenyalaw.org:8181/exist/kenyalex/actview.xql?actid=No.%2035%200f%202013.

See in particular Sections 2(1), 5, 8(2) and 8(3).

2. Ghana (2013), Value Added Tax Act 2013, Act 870, https://gra.gov.gh/wp-content/uploads/2020/09/vat act 870.pdf.

See Sections, 2, 5, 16 and 42.

At the time of drafting this publication, it was necessary to read the Ghanaian VAT Act available on the Ghana Revenue Authority’s
website in combination with:

Ghana (2022), Value Added Tax (Amendment) Act, 2022, Act 1082, https://gra.gov.gh/wp-content/uploads/2022/10/Value-Added-Tax-
Amendment-Act-2022-Act-1082.pdf. See Section 2 (amending Section 16 of Act 870) and Section 4 (amending Section 42 of Act 870).
Please note also that, at the time of drafting, GRA was still in the process of passing regulations defining exclusions to the categories of
supply that it considers within the scope of “electronic commerce”. The extensiveness of these exclusions will determine how targeted
Ghana's regime for VAT collection by non-resident suppliers remains following the passing of the amendments to the VAT Act in Act
1082.

3. South African Revenue Service (SARS) Legal Counsel (2019), Value-Added Tax: Frequently Asked Questions: Supplies of Electronic
Services [3 issue], https://www.sars.gov.za/wp-content/uploads/Ops/Guides/LAPD-VAT-G16-VAT-FAQs-Supplies-of-electronic-

services.pdf
Source: OECD analysis.
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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.

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 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.

e Regularly review the efficiency and the effectiveness of the regime, including assessment of
whether its scope remains fit for purpose.
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2.2.2.5. 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-sized enterprises and for tax
authorities.33

Approaches taken under simplified compliance regimes for non-resident suppliers of services and
intangibles in Africa vary significantly. For illustrative purposes, they include:

e The absence of a registration threshold for non-resident suppliers; for example, in Cote d'lvoire
and Kenya. This can be the case even where the jurisdiction applies a registration threshold for
resident suppliers, such as in Kenya where the domestic registration threshold is KES 5 million per
year (nearly USD 42 000);

e The application of a lower threshold for non-resident suppliers than for domestic businesses. This
is the case, for example, in Nigeria, where the domestic threshold is NGN 25 million per year
(nearly USD 70 000) and the threshold for non-resident businesses amounts to USD 25 000 or its
equivalent in other currencies;

e The application of a threshold for non-resident suppliers that aligns with the registration threshold
for domestic businesses. This the case, for example, in South Africa (ZAR 1 million per year /
nearly USD 61 000). Such a universal registration threshold can greatly relieve tax authorities of
the costs of administering smaller non-resident suppliers that would provide minimal net revenue.

Jurisdictions can 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, 2017s2).

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.

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

OECD (2022), Consumption Tax Trends 2022: VAT/GST and Excise, Core Design Features and Trends,
https://doi.org/10.1787/6525a942-en

Refer to “Annex Table 2.A.5. Annual turnover concessions for VAT registration and collection”, in Chapter 2: “Value-
added taxes - Main design features and trends”, pages 102 to 103.
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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: the potential impact of a threshold on the competitive position of domestic and non-
resident suppliers.

e Simplification: 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, intangibles and low-value goods), including where jurisdictions operate a simplified
compliance regime that mandates that non-resident suppliers must account for VAT on all
taxable supplies that they make into a jurisdiction.

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)).

2.2.2.6. Role for intermediaries and agents?

Parties other than the supplier and customer, such as intermediaries and agents, may take part in some
way in the supply chain. Their enlistment in the VAT compliance process can greatly facilitate the collection
of VAT on international supplies of services and intangibles, particularly when they are part of a digital
supply chain.

Digital platforms, including online marketplaces, are well 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 on certain procedures, such as registration
and submitting returns. See subsection 5.2.8 for further guidance.

In the past, when international transactions were relatively few and individual transactions relatively high
value, jurisdictions often required the appointment of local fiscal representatives to collect and remit VAT
on behalf of non-resident suppliers. Despite the potential benefits of this approach, the complexity of such
an appointment has been found to result in unintended consequences, such as the decision of non-resident
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suppliers (particularly those with few sales or small profit margins) to limit their trade with jurisdictions that
mandate fiscal representatives or, in certain cases, not to comply with VAT obligations in jurisdictions.

It has become increasingly difficult in many jurisdictions 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. Research suggests that inadequate controls over the actions of such tax agents
may lead to practical problems in certain cases in African jurisdictions.3* These consequences merit careful
consideration when designing a simplified compliance regime for non-resident suppliers. See subsection
5.2.8.3 for more details.

That said, representatives of the international business community have been positive about the approach
of African jurisdictions towards the utilisation of fiscal representatives. This is because many jurisdictions
on the continent do not make the appointment of a fiscal representative mandatory, but rather leave the
decision to make such an appointment optional.

2.2.2.7. 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 existing infrastructure and 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.

Suggestions 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.

34 For example, a study on one east African jurisdiction detected that tax agents may often register their own contact
details as if they are themselves the taxpayer, in order to control future communications between the tax administration
and the taxpayer. This is one among other examples of where inadequate controls have permitted inaccuracies and
allowed duplicate information to remain undetected, although in this case an example that is not unique to African
jurisdictions. See for example:

Mick Moore (2020), ICTD Working Paper 111: What is Wrong with African Tax Administration?, Institute of
Development Studies, Brighton, https://www.ictd.ac/publication/wrong-african-tax-administration/
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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
2.31. Overview 93
232 The role of digital platforms in the digital economy and their potential to 94

- support VAT collection
2.3.3. The full VAT liability regime for digital platforms 95

2.3.3.1. Overview of the full VAT liability regime 95

2332 Scope of a full VAT liability regime: Functional criteria to determine the eligible digital 99
e platforms

2.333. Scope of a full VAT liability regime: Factors other than functional criteria 100

2.3.34. Information needs for digital platforms under a full VAT liability regime 102
2335 VAT collection and payment processes under a full VAT liability regime 102

2.3.3.6. Overarching design considerations of a full VAT liability regime 103

Extending the simplified registration and collection regime to platforms that are subject
2.337. S . 103
to a full VAT liability regime
2.34. Additional roles for digital platforms to support VAT collection 104

2.3.4.1. Data sharing obligations for platforms 105

2.34.2. Education of suppliers operating on digital platforms 107

2343 Formal co-operation agreements 108

2.344. Digital platforms as voluntary intermediaries 108

2.3.1. Overview

Digital platforms facilitate a significant share of digital trade transactions globally and in Africa. 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
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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.

“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.3®> 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.

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, their first choice of method for shopping 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, 2021s3)). The information in Figure 2.5 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.

351t 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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Figure 2.5. Australia GST reform on services and intangibles by non-resident suppliers — Revenue
collected from 1 July 2017 to 30 June 2021

AUD 1 755m

42% of revenue collected by
the top 5 platform entities
including fees to use the
platform and sales by third
parties.

81% of revenue collected by
the top 30 entities (top 11
platforms and 19 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
facilitate because of their close connection with the supplier and the supply as well as their access to the
VAT-relevant information. 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. Moreover, 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.
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Figure 2.6. Basic operation of the full VAT liability regime for digital platform

3. Normal input VAT
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1. Sale

Tax authority
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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 2.6, 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:

The digital platform assumes VAT liability for the underlying sale as if it had made the sale itself (2).

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

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.

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.

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
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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.

In Africa, Kenya, Nigeria and South Africa have in some form imposed full VAT liability regimes on digital
platforms. Globally, many jurisdictions, such as Australia, the European Union, the Republic of Korea,
Norway, New Zealand and the United Kingdom and several others have adopted a similar approach 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

The provisions included as examples in this box are presented here only for illustrative purposes. Their
inclusion 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.

South Africal: In South Africa, the Value-Added Tax Act 89 of 1991 provides the legal basis for the full
VAT liability of digital platforms on supplies of electronic services by underlying non-resident suppliers
through these platforms. The relevant South African provisions are situated primarily within Section 1(1)
Definitions, Section 7(1)(a) and Section 54(2B) of the Act.

Section 1(1) of the Act defines an “enterprise” as including the “activities of an intermediary”. The same
section of the VAT Act defines an "intermediary" as a person “who facilitates the supply of electronic
services supplied by the electronic services supplier and who is responsible for issuing the invoices and
collecting payment for the supply.”

The South African Revenue Service (SARS) has issued guidance to clarify that facilitation of a supply
includes a range of services. For example, facilitation could include advertising or listing electronic
services for sale on the platform or electronic marketplace, with or without declaring that such
advertising or listing is on behalf of an underlying principal. However, a person cannot qualify as an
intermediary if that person is not also responsible for the issuing of invoices and the collection of
payment.

Section 7(1)(a) states that, subject to certain exceptions, vendors must account for and remit VAT on
all goods and services that they supply “in the course or furtherance of any enterprise”. Section 1(1)
defines a vendor as any person that has registered or should have registered for VAT in South Africa.

Section 54(2B) of the Act states when a supply is deemed to be made by an intermediary:

For the purposes of this Act, where electronic services are supplied by an intermediary, who is acting
on behalf of another person who is the principal for the purposes of that supply, and —

(i) the intermediary is a vendor*;
(i) the principal is not a resident of the Republic and is not a registered vendor; and

(iii) the electronic services are supplied or to be supplied by the principal to a person in the Republic,
that supply shall be deemed to be made by such intermediary and not by that principal.

[*N.B. A vendor is any person that has registered or should have registered for VAT in South Africa.]

Example from outside Africa:

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.

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:
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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.

Notes:

1. Republic of South Africa (n.d.), Value-Added Tax Act 89 of 1991 [as amended and in force as of 1 April 2019],
https://www.Iph.co.za/dev/wp-content/uploads/2019/09/Value-Added-Tax-Act-89-0f-1991.pdf and; South African Revenue Service (2019),
Legal Counsel: Value-Added Tax — Frequently Asked Questions: Supplies of Electronic Services [3 issue], https://www.sars.gov.za/wp-
content/uploads/Ops/Guides/LAPD-VAT-G16-VAT-FAQs-Supplies-of-electronic-services.pdf

2. Australian  Government  (2022), A New Tax System (Goods and  Services Tax) Act 1999,
https://www.legislation.gov.au/Details/C2022C00193

Source: OECD research.

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.

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.
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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:3®

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.

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.

36 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:

European Commission (2020), Explanatory Notes on VAT e-commerce rules,
https://ec.europa.eu/taxation_customs/system/files/2020-12/vatecommerceexplanatory 28102020 en.pdf, pages 17
to 21.
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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 non-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. 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.

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
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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 a digital platform can reasonably be assumed to know
the status of the underlying suppliers selling through its platform, 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).3” 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.

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

37 Presumptions of this kind are, for instance, contained in EU legislation. See for example Articles 5d and 18(2) of
Council Implementing Regulation (EU) No 282/2011, https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX%3A02011R0282-20220701
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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.

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

o 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).

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
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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. For example, the South African
Revenue Service first issued its “Frequently Asked Questions” document for non-resident suppliers of
electronic services and digital platforms facilitating such supplies in 2019.%° Representatives of the
international business community that sell into African markets have remarked upon the great utility they
have derived from this document, which comprehensively addresses the main questions that such sellers
and platforms have about the VAT registration and collection obligations they may have in South Africa.
The document also provides numerous case studies and examples to illustrate the SARS guidance about
how to interpret and comply with South African VAT laws and regulations, including potentially more
complex cases and matters that would demand careful judgement about the facts of a particular case. The
Kenyan Revenue Authority has also produced an instructive list of frequently asked questions and
associated responses for non-resident suppliers and digital platforms that are within scope of its “Digital
Marketplace Supply” regulations for VAT.4°

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.

%8 see, for example:

e Australian Taxation Office (2018), Law Companion Ruling — LCR 2018/2: GST on supplies made through
electronic distribution platforms,
https://www.ato.gov.au/law/view/document?docid=COG/LCR20182/NAT/ATO/00001

e Chilean Tax Administration (2020), Circular N°42,
https://www.sii.cl//normativa_legislacion/circulares/2020/circu4?2.pdf

¢ Norwegian Tax Administration, Guidelines — VAT on e-Commerce,
https://www.skatteetaten.no/globalassets/bedrift-og-organisasjon/voec/quidelines---sell-charge-and-ship-goods-

to-norway.pdf
39 South African Revenue Service (2019), Legal Counsel — Value-Added Tax: Frequently Asked Questions: Supplies

of Electronic Services [3 issue], https://www.sars.gov.za/wp-content/uploads/Ops/Guides/LAPD-VAT-G16-VAT-
FAQs-Supplies-of-electronic-services.pdf

40 Kenya Revenue Authority, webpage on “VAT on Digital Marketplace Supply”, in Helping Tax Payers / FAQs,
https://kra.go.ke/helping-tax-payers/fags

Note that KRA may wish to reflect feedback from stakeholders in future editions of these FAQs, by integrating more
explicit guidance on the responsibilities of digital platforms for supplies that they facilitate in their capacity as an
“intermediary”.
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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
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

4 As way of illustration, Articles 283 bis and 293 A ter of the French Tax Code (Code Général des Impdts) provide for
a joint and several liability mechanism for online platform operators and the underlying suppliers that carry out a
business activity through these platforms. Under the French joint-and-several liability measures, the tax administration
will notify a digital platform that it has identified a potentially non-compliant underlying supplier operating through the
platform. The digital platform has one month to take measures to encourage compliance by the underlying supplier.
Failure to take action leads to a formal notice from the tax administration to the platform that demands the adoption of
certain measures towards the underlying supplier or the exclusion of that supplier from selling through the platform.
The formal notice contains a hard deadline of one month, following the expiry of which the tax administration will hold
the platform responsible for settlement of any VAT for which the underlying supplier has liability.
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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.

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 Aninvoice or other document issued to the customer.

Plus, 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.*? Most jurisdictions in Africa that have
implemented measures for full VAT liability for digital platforms appear to have taken the approach of
placing an obligation on such suppliers to provide information upon request. For example, this applies to

42 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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the regimes in Ghana, Kenya, Nigeria and South Africa. In each case, digital platforms with full VAT liability
on certain supplies by non-resident suppliers will in general be subject to the same record-keeping
obligations for these supplies under the jurisdiction’s VAT regulations as if they had made them. For
example, South Africa requires that all VAT-registered businesses maintain the following records*®:

A record of all the goods and services supplied by or to you in sufficient detail to determine the rate of tax
applicable to the supply, and the supplier or agents must be kept. This includes, for example, all invoices,
tax invoices, credit and debit notes, bank statements, deposit slips etc. Records must generally be kept for
five years. The records may be kept in electronic form.

By contrast, 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:

e |dentifying 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.

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.

43 South African Revenue Service (2019), Legal Counsel — Value-Added Tax: Frequently Asked Questions: Supplies
of Electronic Services [3rd issue], https://www.sars.gov.za/wp-content/uploads/Ops/Guides/LAPD-VAT-G16-VAT-
FAQs-Supplies-of-electronic-services.pdf. See page 22.
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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. It is 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.

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
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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 can 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 |tis 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
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
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. 44

4 Outside the African continent, this is the case, for example, in Australia. Please see:

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

Section 3 of the VAT Digital Toolkit for Africa 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

Section 3 sets out how jurisdictions can extend the recommended policy framework for the
collection of VAT on 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
provides guidance on how to extend the vendor collection regime for international B2C supplies
of services and intangibles presented in Section 2 to the collection of VAT on 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 and digital platforms that sell these
goods to customers in that jurisdiction, 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
supplies of low-value imported goods. This can be done by extending the operation of a
simplified compliance regime for international 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.

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:
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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 VAT withholding mechanism through financial intermediaries, such as payment
service providers, 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. It is 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. The use of the vendor collection regime is recommended in particular for B2C
supplies of low-value imported goods by non-resident suppliers. Jurisdictions should decide on
the treatment of low-value imported goods supplied to business customers in this context.
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.
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low-value imported goods that have already been implemented

Customs authorities traditionally 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 require them to perform. Imposing the
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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, 2022s4)). 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
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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 (2022), Parcel shipping index 2021 (Pitney Bowes, 2022;54).

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 not 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 seaports. 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 consider reassigning 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 supplies of services and intangibles by non-resident suppliers, to 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

45 Clause 4.13 [Transitional Standard] of Chapter 4 of the “General Annex” to the Revised Kyoto Convention (17
April 2008) states: 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.

Please refer to: World Customs Organization (2008), International Convention on the Simplification and
Harmonization of Customs Procedures, WCO, Brussels, https://www.wcoomd.org/en/topics/facilitation/instrument-
and-tools/conventions/pf revised kyoto conv/kyoto new.aspx
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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.

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 low-value imported goods — Summary of options

The rise of the digital economy has created significant challenges for jurisdictions to collect VAT on the
importation of low-value goods under their traditional collection regimes, as a consequence of the rising
volumes of goods purchased online by private consumers from suppliers abroad (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 is generally not an efficient model for the collection of VAT on
imports of low-value goods, particularly as importation volumes of these goods increase (see subsection
1.3.2 for further detailed discussion). The efficiency of the traditional collection model is likely to 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.(ss).
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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
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. 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.

Enhancements in the use of electronic processes and systems by transporters are unlikely to fully address
the principal challenges of the traditional collection framework, as it will normally continue to rely on
customs authorities to police compliance at an individual consignment level. It is likely that this customs-
based system will continue to face the important challenges of labour intensiveness and vulnerability to
fraud, at least in the short to medium term, in light of the continuously rising volumes of low-value imports.

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.
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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.

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, fulfilment 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.

o 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 likely to be 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.
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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 under-declared) 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
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. Reassigning responsibility for VAT collection on imports of low-value goods to non-
resident suppliers and digital platforms

3.2.2.1. Overview

African 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 advised to consider reassigning 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. If implemented properly, such
a vendor collection regime 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 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).
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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.

Under the 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 relief threshold for low-value goods, where
one exists), the traditional VAT collection system upon importation continues to apply.

This builds on the same foundations as the recommended approach for the collection of 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 Africa, a gradually increasing number of jurisdictions have carried out reform to implement a 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. Jurisdictions around the
world, such as Australia, the 27 Member States of the European Union, Norway, New Zealand and the
United Kingdom have already extended their regimes for services and intangibles to cover low-value
imported goods, with Singapore soon to join them in 2023.4’ Jurisdictions that have implemented the

46 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 “Glossary of terms” in Collection Mechanisms Report.

4" 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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recommended vendor collection regime for supplies of low-value imported goods report notable early
revenue results and revenue estimates as shown in Figure 3.3 below.

Figure 3.3. Overview of revenue results for supplies of low-value imported goods

> — y
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- *..+«*  [Union . Zealand

AUD 1.2 billion EUR 3.8 billion NZD 391.3 million
(nearly USD 833 million) (nearly USD 4 billion) (nearly USD 248 million)
in the first three years in the first year since implementation

(2019-Q3 2022)

22 NS Kingdom

NOK 1.5 billion GBP 1.4 billion
(nearly USD 154 million) (nearly USD 1.7 billion)
since implementation in the first fiscal year

(2020-Q3 2022)

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 to cover low-value imported
goods

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
Africa, 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 Africa that have low-value relief
thresholds other than zero.
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Table 3.1. Low-value consignment relief thresholds (de minimis) in Africa

. Customs duty de C [Js!oms duty_de . VAT d? L
Jurisdiction minimis minimis (approximate VAT de minimis (approximate USD
Algeria DZD 50 000 USD 352 DZD 50 000 USD 352
Angola USD 100 USD 100 uSD 100 uSD 100
Cape Verde USD 100 uSD 100 usD 100 USD 100
Chad EUR 50 USD 53 EUR 50 USD 53
Central African Republic USD 50 USD 50 USD 50 USD 50
Cote d'lvoire USD 93 uSD 93 USD 348 USD 93
Democratic Republic of USD 100 USD 100 USD 100 USD 100
the Congo
Gabon EUR 38 USD 40 EUR 38 USD 40
Ghana USD 100 uSD 100 uSD 100 uSD 100
Guinea USD 80 USD 80 uSD 80 USD 80
Lesotho ZAR 249 USD 15 ZAR 499 USD 31
Malawi USD 50 USD 50 uSD 50 USD 50
Mauritius MUR 500 USD 11 MUR 500 USD 11
Morocco MAD 1213 usSD 119 MAD 1213 usD 119
Mozambique USD 12 USD 12 usD 12 USD 12
Rwanda USD 120 USD 120 uSD 120 USD 120
Seychelles SCR 3000 USD 210 - -
South Africa ZAR 100 usD 6 ZAR 100 usD 6
Sudan USD 100 uSD 100 usD 100 USD 100
Tanzania usb 3 uSD 3 usb 3 uSD 3
Zambia USD 2 000 USD 2 000 USD 50 USD 50
Zimbabwe USD 10 uSD 10 usD 10 usb 10

Note: The above table does not include those African jurisdictions with zero duty and VAT de minimis thresholds.
Source: OECD research based on Global Express Association (GEA)'s Overview of de minimis value regimes worldwide (Global Express
Association, 2021se)).

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

VAT DIGITAL TOOLKIT FOR AFRICA © OECD/WBG/ATAF 2023



124 |

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, 2018s7)).

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.

The vendor collection regime for non-resident suppliers and digital platforms presented 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. It moves the collection of the VAT on imports of low-value goods
away from the customs process at the border and 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. This approach helps 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). Asummary of the perceived advantages of the vendor collection regime for non-resident suppliers
and digital platforms is set out in Box 3.1.

Box 3.1. Advantages of the vendor collection regime for low-value imported goods

The vendor collection regime 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

48 Universal Postal Union (2019), Convention Manual — Update 1, International Bureau of the UPU, Berne,
https://www.upu.int/UPU/media/upu/files/UPU/aboutUpu/acts/manualsinThreeVolumes/actInThreeVolumesManualOf
ConventionMaj1En.pdf. See Article 20 “Customs control. Customs duty and other fees”, pages 80 to 87.
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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.

e Potential for a faster customs clearance and shorter delivery times.

Source: OECD analysis.

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).

Jurisdictions that have implemented regimes that impose VAT collection obligations on non-resident
businesses and digital platforms report that such businesses have readily complied, including for online
sales of low-value imported goods. 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 vendor collection regime 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 vendor collection framework for imports of low-value goods:
Transferring responsibility for VAT collection to non-resident suppliers and digital platforms

Under the vendor collection regime for low-value imported goods purchased from suppliers abroad, a
jurisdiction assigns the responsibility for collecting and remitting the VAT on these goods to the non-
resident suppliers that sell them or to the digital platforms that facilitate these sales.

49 By way of example, successful implementation will simultaneously demand that jurisdictions carefully calibrate the
optimal utilisation of human resources going forward to avoid inefficient deployment. This situation could arise from
staff in customs authorities having greater capacity to take on new work due to a large reduction in the time they must
spend assessing goods for VAT and customs duty purposes. Related obstacles could also include political challenges
to reorganising the structure and staffing of public authorities.
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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 customer 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.

As with international 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 vendor collection regime for imports of low-value goods:
Extending the simplified registration and collection regime to imports of low-value goods

It is recommended that jurisdictions complement their vendor collection regime for 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 2.5 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
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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);

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 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.
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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).

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.

1. USD used for indicative purposes only.
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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.

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

Jurisdiction 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 1 000
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
d) ‘ Yes
(propase Full customs declaration above SGD 400 above SGD 400

Notes:

1. Generally, there is no threshold but imports of a value up to EUR 150 are exempt from input 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.

The table includes the level at which importers must provide full customs reporting.>° As the table shows,
these jurisdictions generally require full customs declarations only for goods of a value either at or above

50 Full 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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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.

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 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 634) (“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, GST on low-value imported goods: A special report,
https://taxpolicy.ird.govt.nz/publications/2019/2019-sr-gst-low-value-imported-goods

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
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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
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.

(ii) 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
guantitative 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

The vendor collection regime is recommended in particular as a solution for addressing the challenge of
collecting the VAT on the increasingly considerable volumes of online purchases of low-value imported
goods by private consumers from suppliers abroad, i.e. on B2C 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
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tend to be of higher value and that customs authorities require them to make full customs declarations,
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 of goods they make for business purposes, exactly as they can in most jurisdictions
for international purchases of services and intangibles (see subsection 2.2.1). It is recognised, however,
that a jurisdiction may wish to consider imposing registration and collection obligations on non-resident
businesses for both B2B and B2C supplies of low-value imported goods, notably where, as is commonly
the case in Africa, its VAT framework does not facilitate or permit distinction between B2C and B2B
supplies. Research suggests that simplifications for commercial imports, such as deferral of import VAT or
reduced/simplified invoicing requirements, are uncommon in Africa. Accordingly, African jurisdictions may
find it more efficient to include both B2C and B2B imports within the scope of VAT regimes they implement
for non-resident businesses for low-value imported goods.

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 offshore goods and services purchases,
https://www.ato.gov.au/Business/GST/In-detail/Rules-for-specific-transactions/International-transactions/Reverse-charge-GST-on-
offshore-goods-and-services-purchases/;

New Zealand Inland Revenue Department, A special report on GST on low-value imported goods,
https://taxpolicy.ird.govt.nz/publications/2019/2019-sr-gst-low-value-imported-goods

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
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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.

(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.

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 3.5.51

51 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, OECD
Publishing, Paris, https://doi.org/10.1787/152def2d-en. Refer to “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 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 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 52 000) and New Zealand (NZD 60 000/nearly USD 38 000) 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 694) in Australia and NZD 1 000 (nearly USD 634) 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.

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 in such cases. This
approach is typically aimed at maximising VAT revenues by trying to assure that VAT is levied on all low-
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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®2 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 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 158) 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 36) to NOK 3 000 (USD 312) for goods that are subject to this

52 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 (N.D.),
Value Added tax on low value imported goods, https://www.skatteetaten.no/en/business-and-organisation/vat-and-
duties/vat/foreign/e-commerce-voec/low-value/
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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
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,
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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(sg)).

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 VAT collection obligations they must comply with under these jurisdictions’ vendor
collection regimes, will normally ensure that the share of low-value goods that can be imported in these
jurisdictions free of VAT will remain relatively limited.

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.

VAT DIGITAL TOOLKIT FOR AFRICA © OECD/WBG/ATAF 2023



138 |

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 694), 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 52 000).

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.

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 254) to NZD 1 000 (USD 634). Like
Australia, it also applies a revenue-based registration threshold to non-resident suppliers and
digital platforms of NZD 60 000 (nearly USD 38 000). 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 166). There is no registration threshold for non-
resident suppliers or digital platforms. Thus, all non-resident suppliers of low-value 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.
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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, 2017;sg)).>2 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, 2018sg)).

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.

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 ascertain 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

53 please refer in particular to the table on page 99 of this Australian Productivity Commission report comparing the
administrative and compliance costs of different models for the collection of VAT on low-value imported goods.

54 See Canada Border Services Agency (2016), Courier Low Value Shipment Program — Memorandum D17-4-0,
https://www.cbsa-asfc.gc.ca/publications/dm-md/d17/d17-4-0-eng.html
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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 reduce the effectiveness or benefits gained from implementing the
recommended approach of reassigning the responsibility for the collection of VAT on 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 a vendor collection
regime for low-value imported goods (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.

VAT DIGITAL TOOLKIT FOR AFRICA © OECD/WBG/ATAF 2023



| 141

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. 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 number of non-
resident suppliers and digital platforms that have been largely found to comply with their VAT collection
obligations.

Jurisdictions with no relief threshold for customs duty on low-value goods. 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.

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 for VAT collection.
Jurisdictions that rely exclusively on a requirement for financial intermediaries to withhold VAT on
payments to non-resident suppliers for the collection of VAT on international supplies of services and
intangibles 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 recognising 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 2.2.2.6 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 process.
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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 142

Full VAT liability for digital platforms facilitating supplies of low-value imported

332 goods by non-resident suppliers 144
3.3.2.1. Extending the scope from services and intangibles to low-value imported goods 144
3322 Situations in which more than one digital platform facilitates a supply 146
Scope of the full VAT liability regime for digital platforms — The “Fulfilment House”

3323 147
model

3.3.24. Extending full VAT liability to ‘redeliverers” 150

The introduction to this Toolkit noted that Africa is among the fast-growing e-commerce markets in the
world with a huge potential ahead. Sales involving digital platforms increasingly account for a significant
share of the region’s e-commerce activity. In particular, most of these sales is attributable to online sales
of goods, including continuously rising volume of low-value goods sales. This central role of digital
platforms in digital trade, particularly in online shopping by private consumers, creates significant
opportunities to 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, 2021s0)). Digital platforms also
play a central role in e-commerce growth on the African continent. For instance, research by International
Trade Centre illustrates that in 2019, the top ten Africa-based online marketplaces for goods generated
64% of all online traffic on the continent (International Trade Centre, 20201)). A small number of popular
Africa-based platforms dominate the e-commerce market in some of the largest jurisdictions in the region
and their activity is heavily concentrated in Africa (e.g. 58% of URLSs belong to national and intracontinental
marketplaces, while 42% to global marketplaces) (International Trade Centre, 2020(61;).

These digital platforms are 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
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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

Direct sellers
33%

13%

Note: The total of the percentages for the component channels in the pie chart exceed 100% due to rounding.
Source: OECD analysis based on the Cross-Border E-Commerce Shopper Survey 2021 by International Post Corporation (IPC) (International
Post Corporation, 20210).

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 this Toolkit. These roles can apply equally
to the collection of VAT on low-value imported goods. They encompass:

e Full VAT liability;

e Joint and several liability for digital platforms and other key intermediaries such as fulfiiment
houses;

e Digital platforms acting as a voluntary intermediary for VAT collection;

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
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.
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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

Jurisdictions that implement a vendor collection regime to collect the VAT on supplies of low-value
imported goods by non-resident suppliers are recommended to complement such measures with a full
VAT liability regime for the digital platforms that facilitate the supplies of these goods.

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 fulfiilment 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 158). 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, 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
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—— 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, 2019s)).

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.

e 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.

e 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.56

3.3.2.3. Scope of the full VAT liability regime for digital platforms — The “Fulfiiment 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 fulfiiment house to carry
out its supplies in that jurisdiction.

Historically, the principal model that non-resident online suppliers followed in making supplies into a
jurisdiction was direct shipment of goods from an offshore location to the customer. 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

%5 See for instance Australian Taxation Office (2018), Law Companion Ruling - LCR 2018/2: GST on supplies made
through electronic distribution platforms,
https://www.ato.gov.au/law/view/document?docid=COG/LCR20182/NAT/ATO/00001

56 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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accounting for the VAT. Non-resident suppliers that make sales through fulfilment houses often meet the
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, these suppliers may 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.%°

57 See the UK National Audit Office’s 2017 report Investigation into overseas sellers failing to charge VAT on online
sales, https://www.nao.org.uk/report/investigation-into-overseas-sellers-failing-to-charge-vat-on-online-sales/

58 HM Revenue & Customs (2017), Apply for the Fulfilment House Due Diligence Scheme,
https://www.gov.uk/guidance/fulfilment-house-due-diligence-scheme

59 HM Revenue & Customs (2018), Tackling online VAT fraud and error — the role of online marketplaces in co-
operating with HMRC (The agreement), 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

60 HM Revenue & Customs (2020), Changes to VAT treatment of overseas goods sold to customers from 1 January
2021, 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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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, 2020z2).

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 634) 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.

61 See HM Revenue & Customs (2016), Policy paper: Fulfiment House Due Diligence Scheme,
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”.

e 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.

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.

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 jurisdictions have extended the application of the simplified compliance infrastructure, which
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.

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.

62 It should be pointed out that while this applies to the calculation of the VAT due, it need not necessarily apply to
the determination of 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, https://ec.europa.eu/taxation customs/system/files/2020-
12/vatecommerceexplanatory 28102020 en.pdf, pages 68 to 71.
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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 Africa 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.

Similar to other regions in the world, Africa has experienced significant sharing and gig economy
development and growth. Africa’s context is distinct in the sense that, even before global sharing and gig
economy platforms appeared, local initiatives and ventures have existed through which people shared a
wide range of resources from food, accommodation, transportation to more sophisticated forms of sharing
such as financial pooling. With a large informal economy - approximately 86% of the region’s employment
is informal - people in Africa have long relied on collaborative social networks to meet their needs (United
Nations Economic Commission for Africa, 202122;). What has recently changed is the entry of digital
platforms, which presents opportunities to formalise the sector.

Available data are limited to measure the exact size of the sharing and gig economy on the continent, but
some studies have sought to make estimates. In Kenya, for example, the sharing and gig economy (both
online and offline activities) is estimated to have accounted for approximately 26.3% of the country’s GDP
in 2019 (Wasilwa, S. and G. Maangi, 2020s3)). In terms of main service categories, the majority of digital
platforms are reported to operate in the areas of transport, accommodation, food delivery,
professional/artisanal and general work and agriculture (Wasilwa, S. and G. Maangi, 2020(s3)). Tapping
into the billion-person opportunity in the region, large global sharing and gig economy platforms have
entered the market while locally dominant Africa-based platforms have also emerged offering innovative
solutions to meet regional needs such as education services connecting students with tutors and
healthcare services connecting people in rural areas to remote access medical consultations (Groux,
2017647). In fact, research indicates that across eight African countries that include Ghana, Kenya, Nigeria,
Rwanda, South Africa, Tanzania, Uganda and Zambia, approximately 81% of digital platforms that
operated in these markets in 2018 were Africa-based platforms while 8.8% were from the United States
and 6% from Europe (Wasilwa, S. and G. Maangi, 2020is3]). African-origin platforms utilise their local

63 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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knowledge and expertise to provide more regionally tailored services such as a Kenya-based
transportation platform partnering with one of the region’s dominant mobile money service providers and
a South Africa-based accommodation platform providing more diverse and cheaper options for local
listings benefitting from local contacts (Global Risk Insights, 2017ss7). As digitalisation accelerates on the
continent, particularly through the continuously improving digital access via mobile devices (see subsection
1.2.2.1), and as the region’s young and urbanised population quickly adopts digital technologies, the
sharing and gig economy in Africa 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.
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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 Impact of the Growth of the Sharing and Gig Economy on VAT/GST Policy and Administration (OECD, 2021)).

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.

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
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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

Key Policy
Considerations

Step 2

Key Policy
Considerations

Step 3

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.

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
chain, notably the sharing and gig economy platforms, can allow jurisdictions to make quick progress in
improving the measurement of the sharing and gig economy and therefore to acquire a better understanding
of its size and growth.

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.

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)
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e 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.

e  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 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.

e 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

Key Policy (e.g. flat rate schemes) for determining the VAT liability of sharing and gig economy providers; accounting
Considerations 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.

e 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,
thus providing significant opportunities for the formalisation of previously informal economic activity (see
further discussion in subsection 4.3 below). Jurisdict