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Annex L
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HEHOE AN 3w

TAHYL o

Item 1

A. Web site supply,
web-hosting and
distance maintenance
of programmes
and equipment

o Web-site hosting and web-page hosting

o Automated, on-line distance maintenance of
programmes

oRemote systems administration

oOn-line data warehousing (i.e., where specific
data is stored and retrieved electronically)

oOn-line supply of on-demand disc space

Item 2

A. Software and
updating thereof

oAccessing or downloading software (e.g.
procurement/accountancy programmes,
anti-virus software) plus updates

oBannerblockers  (software to block banner
adverts showing)

oDownload drivers, such as software that
interfaces PC with peripheral equipment (e.g.,
printers)

oOn-line automated installation of filters on
web-sites

0On-line automated installation of firewalls

Item 3

A. Images

B. Text and
information

C. Making databases
available

0 Accessing or downloading desktop themes
0Accessing or downloading photographic or
pictorial images or screensavers

oThe digitised content of books and other
electronic-publications

0 Subscription to on-line newspaper and journals

0 Weblogs and website statistics

oOn-line news, traffic information and weather
reports

oOn-line information generated automatically by
software from specific data input by the
customer, such as legal and financial data (e.g.,
continually updated stock market data)

o'The provision of advertising space (e.g., banner
ads on a web site/web page)

oUse of search engines and Internet directories
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Item 4

A. Music

B. Films

C. Broadcasts and
events: political,
cultural, artistic,
sporting, scientific
and entertainment

D. Games, including
games of chance
and gambling
games

0 Accessing or downloading of music onto PCs,
mobile phones, etc.

0 Accessing or downloading of jingles, excerpts,
ringtones, or other sounds

0 Accessing or downloading of films

o Web-based broadcasting that is only provided
over the Internet or similar electronic network
and is not simultaneously broadcast over a
traditional radio or television network, as
opposed to Item 4, Table <IM-2>

oDownloads of games onto PCs, mobile phones,
etc.

0 Accessing automated on-line games which are
dependent on the Internet, or other similar
electronic networks, where players are remote
from one another

Item 5

A. Distance teaching

o Teaching that is automated and dependent on
the Intermet or similar electronic network to
function, including virtual classrooms, as
opposed to Item 2(b), Table <IM-2>

o Workbooks completed by pupil on-line and
marked  automatically, without  human
intervention

Item 6
Other
services
included:

A. Those not explicitly
listed in Annex L

oOn-line auction services (to the extent that
they are not already considered to be
web-hosting services under Item 1) that are
dependent on automated databases and data
input by the customer requiring little or no
human intervention (e.g, an on-line market
place or on-line shopping portals), as opposed
to Item 3(f), Table <II-2>

oInternet Service Packages (ISPs) in which the
telecommunications component is an ancillary
and subordinate part (i.e., a package that goes
beyond mere Internet access comprising
various  elements (e, content  pages
containing news, weather, travel information;
games fora; web-hosting; access to chat-lines
etc.)

Al&: UK Customs and Excise (April 2003)
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1A supply of. . .
a) A good, where the order and processing is done electronically
b) A CD-ROM, floppy disc and similar tangible media
¢) Printed matter such as a book, newsletter, newspaper or
journal
d) A CD, audio cassette
e) A Video cassette, DVD
) Games on a CD-ROM

0These are supplies of
goods

2)A supply of . . .
a) Services of lawyers and financial consultants, etc. who advise
clients through e-mail
b) Interactive teaching services where the course content is
delivered by a teacher over the Internet or an electronic
network (e, via remote link)

o'This is a supply of
service that relies on
substantial human
intervention and the
Internet or electronic
network is only used
as a means of
communication

3)A supply of. . .

a) Physical repair services of computer equipment

b) Off-line data warehousing services

¢) Advertising services, such as in newspapers, on posters and
on television

d) Telephone helpdesk services

e) Teaching services involving correspondence courses such as
postal courses

f) Conventional auctioneers services reliant on direct human
intervention, irrespective of how bids are made (eg., in
person, Internet or telephone), as opposed to Item 6(a),
Table <II-1>

0'These are supplies of
services that are not
delivered over the
Internet and rely on
substantial human
intervention

4) A supply of a radio and television broadcasting service
provided over the Internet or similar electronic network
simultaneous to the same broadcast being provided over
traditional radio or television network, as opposed to Item
4(c), Table <II-1>

o'This is a supply of a
radio and television
broadcasting service,
which is covered by
the penultimate indent
of Article 9(2)(e)

5)A supply of . . .
a) Videophone services (ie., telephone services with a video
component)
b) Access to the Internet and World Wide Web
c) Telephony @e, telephone service provided through the
Internet)

0These are supplies of
telecommunication
services and are
covered by the place
of supply rules for
such services under
the ninth indent of
Article 9Q2)(e)

A& UK Customs and Excise (April 2003)
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3. FFoRrlof FyHEF U] WL QIEU|AJoL o)A} Hej, 4
ZhE2, "=, gk, WEY, Rl 37, i), T 23
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A8 OECD, OECD Statistics on International Trade in Services, 2003.
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< IV-6> OECD 3|2l= & FZo| MH|A W H2

AH] 2 $2(2001) AH) 2 $=91(2001)
T;L(‘)ll‘ = '—;LQB' =
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ZAMA FH 1,4938 | 1000 | AAA & 15175 | 100.0
OECD ¥ 1,165.1 780 | OECD ¥4 L1185 | 737
)= 2193 187 | A= 2104 139
e 1119 75 | =9 1458 96
=9 914 61 | gE 1082 71
AN 802 54 | 9= %6 63
eI 645 43 | =~ 623 41
2591 533 39 | olggoe} 57.2 38
o|ekgjo} 515 39 | vgs= 549 36
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7)o -24R e 503 34 | At £20 28
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Fle 201 19 | 3= 329 22
ENSEN %07 19 | 9xEgo} 316 2.1
EEE] %9 18 | 9= 235 16
z9]d 20 15 | 29 29 15
oldA= 213 14 | 9A= 172 11
REIEN 194 13 | 2% 167 11
w29o] 179 12 | =299l 151 10
3F 163 Ll | 292 134 09
B 152 10 | 282 116 08
N 127 09 | == 90 06
B 93 07 | A= 81 05
=gz 33 06 | ¥257 6.2 04
71 7 05 | 7] 6.1 04
A2 8)= 71 05 | @7 55 04
ElAS] 53 04 | M2ZI= 55 04
FANS 43 03 | FAA= 42 03
Z2nly|olgslat 28 02 | &=lolesl= 23 02
ofo|E= 11 01 |olol&d= L1 0.1
EU &4 6332 | 424 |EU A 6289 | 414
EU 9] A 2874 192 | EU 99 A 2773 183
EU 9u A 3458 231 | EU 9 A 3516 232
H] OECD 39 1] OECD 39
o] ~Ejo}? 17 01 | olz=EYep 11 01
33 418 28 | &2 A7 16
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g Fopof 12 01 | FopoF 07 00
Z2 o] 20 01 | &zdyop 15 01
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Zt7: OECD, OECD Statistics on International Trade in Services, 2003.
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<¥E IV-7> OECD 3|21=229| 20034 1& &X| VAT/GST SE 2! oiZtfEHo| 28t ofM|=| x| &t

= Suset 24 52 AW L
bl Az A e A7 d v 3] 9 ARkl thi AAE (6% A e B
B AUD 50,000 (34,439,000) AUD 100000 (68878,000)
o ~Ego} EURO 22,000 (27,363,660)
7)o e
ek CAD 30,000 (23,075,400) CAD 50,000 (33459,000)
A5 CZK 3000000 (120432,320)
EET DKK 50,000 (8,522,500)
Ak EURO 8500 (10,765,506)
ETEN EURO 76,300 (96,636,239) EURO 27,000 (34,196310)
= EURO 16620 (21,049,729)
ETEN EURO 9,000 (11,398,770) EURO 4000  (5066,120)
7t HUF 2,000,000 (10,377,400)
otelEg= ISK 220,000 (3,352,050)
EURO 51,000 (64,593,030) EURO 25500 (32296515)
e
JPY 30,000,000 (295,752,000)
e
EURO 10,000 (12,665,300)
e
ik EURO 1,833 (2,334,876)
NZD 40,000 (25,622,800)
NOK 30,000 (5,099,400) NOK 140,000 (23,797,200)
EURO 10,000 (12,665,300)
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1. Vertfication of Customer Status and

Jurisdiction Guidance

(1) Recommended approaches to overall verification issues.

* Revenue authorities should provide guidance to business on the

nature and type of verification that is required to determine the

status and jurisdiction of a customer.

* Revenue authorities should consider the nature, type, scale and

quantum of revenue applicable to each transaction when
developing guidance, to ensure that the administrative response
1s weighed against the costs of compliance for business and the

revenue at risk.

(2) Recommended approaches to establishing and verifying the

status and jurisdiction of the business.

Where a vendor and customer do not have an established
trading relationship, a customer declaration, supported by
criteria such as on-line verification of registration numbers,
computation systems, payment system data, nature of the
supply, and digital certificates may be used to confirm that the

customer 1s registered for consumption tax in their country of
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origin.

* The jurisdiction of the business customer should be ascertained
in the same way, at the same time as its status. When the
customer 1s proved to be an entity with a valid foreign VAT
number, this should be accepted as verification of jurisdiction.

* It is suggested that revenue authorities consider providing
additional domestic guidance as to how to tax a transaction
where a customer’s self-declaration of jurisdiction does not
match the jurisdiction indicated by other indicia.

* Where the vendor cannot regard the customer as a business
customer, for reasons such as the customer not providing a
valid VAT number or digital certificate, or absence of other
supporting indicia, this might lead to the presumption that is a

private customer.

(3) Recommended approaches to establishing the jurisdiction of a

private customer

 Information provided by the customer (jurisdiction and detailed
address) may be regarded as an important element to
determine jurisdiction in association with a range of other
criteria.

 Other criteria that may be used by a vendor to substantiate the
declaration of the customer include payment information,
tracking/geolocation software, nature of the supply, and digital
certificates.

o It is suggested that revenue authorities consider providing

additional domestic guidance as to how to tax a transaction
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where a customer’s self-declaration of jurisdiction does not

match the jurisdiction indicated by other indicia.

(4) Periodic Review

* Revenue authorities are encouraged to continue to monitor
technology and business developments that may assist in the

determination of customer jurisdiction.

2. Simplified Registration Guidance

(1) Registration procedures for Simplified Registration System

e Tax administrations are encouraged to provide access to
registration applications on their respective Web sites.

e Tax administrations are encouraged to develop standardised
registration applications requiring minimum details.

e Tax administrations are encouraged to confirm the receipt of a
registration and provide the registrant’s identification number

by electronic means.

(2) Declaration procedures for non-residents registered under a

Simplified Registration System.

e Tax administrations are encouraged to make available an
electronic return template on their respective web sites.
e Tax administrations are encouraged to develop simplified tax

return.
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* Government are encouraged to standardise filing requirements.

(3) Record keeping for non-residents registered under a Simplified
Registration System.

» Tax administrations are encouraged to review the legal basis for
the storage of records and where necessary to develop a legal
basis to allow for the use of electronic record keeping systems.

e Tax administrations are encouraged to base the standards for
the retention of records on what is generally accepted

commercial practice.

3. Business Identification Guidance

(1) Revenue authorities are encouraged to derive and promulgate
a common position on the issue of Business Identification in an

electronic commerce environment.

(2) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organisations to ensure that businesses engaged in eCommerce
provide, and accurately maintain, the following contact information
on their web site:

* The business’s legal name and the jurisdiction in which it is
registered together with any applicable business and tax
registration numbers.

* The trading name under which it conducts business.

e The principal physical addresses of the business, including
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jurisdiction, sufficient to ensure the Revenue authority can
locate the business offline.

* An online method of contact such as e-mail

* The name of a point of contact within the business, and

* The telephone number of that point of contact.

(3) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organisations to ensure businesses engaged in eCommerce provide
and maintain complete and accurate information to the Internet

registrar with which they register.

(4) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organisations to ensure that country code Top Level Domain
registries for their geographic jurisdictions abide by relevant national
legislation and, to the extent they exist, internationally recognised
requirements in respect to the collection, verification and global

availability of WHOIS data for business registrations.

(B) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organisations to periodically consider whether regular pre or post
verification of WHOIS data by registrars and registries is warranted

In certain circumstances.

(6) Revenue authorities should closely monitor developments in

business identification.
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4. Transaction Information Guidance

(1) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organizations, such as developers of accounting software and private
auditors, to promulgate the common position, set out in ammex 2 of
this guidance paper, as a basis for:

* Ensuring that businesses engaged in e-commerce create, record

and maintain appropriate transaction information,

* Developing specifications for a standard audit file that meets

the requirements of all parties in an electronic commerce

environment40),

(2) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other
organizations, such as developers of accounting software and private
auditors, to develop common specifications for technology based and
non-technology based techniques providing sufficient assurance for
all parties with respect to the authenticity and integrity of
transaction information.

(3) Revenue authorities should closely monitor development in

exchanging transaction information.

5. Record Keeping Guidance

(1) Revenue authorities are encouraged to work with relevant

40) Including where records are created, recorded and/or maintained
electronically.
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government regulatory agencies, business associations and other
organisations, such as accountancy bodies, developers of accounting
software and private auditors, to develop:

* Record keeping requirements in support of the OECD Taxation
Framework conditions to facilitate the creation and
maintenance of reliable and verifiable records that can be
trusted to contain a full and accurate representation of
electronic commerce transactions.

* Record keeping requirement that allow, to the fullest extent
possible, the use of commercial records to meet statutory
requirements.

» Common specifications for technology based and non technology
based techniques providing sufficient assurance for all parties
with respect to the authenticity and integrity of transaction
information that is created, transmitted, recorded and
maintained.

A specification for a standard audit file that meets the
requirements of all parties operating e-businesses or using a
computerized accounting system.

* More consistent approaches to access and retention periods for
electronic that take account of technological developments,
commercial practice, and the minimum requirements
commensurate with good governance of the tax system in such

an environment.

(2) Revenue authorities are encouraged to work with relevant
government regulatory agencies, business associations and other

organisations, such as accountancy bodies, developers of accounting
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software and private auditors, to ensure that:

* An appropriate regulatory framework exists to allow the
creation, transmission, retention and access to electronic records
and for their use for evidentiary purposes.

* An appropriate level of access is available to revenue authorities
and private auditors that includes:

o A range of access options to computer systems and
supporting documentation for revenue auditors

o Timely access to electronic records in a readable format

o Access to electronic records held in other jurisdictions. These
records should be maintained to the same standard as in the
jurisdiction where the business is located.

o Access to electronic records held by 3rd parties.

* Appropriate assistance from anyone concerned with the
operation of the system is available to auditors.

* Records should be produced for examination within a reasonable
time, and in a readable format.

e Adequate storage and procedures for retrieval of electronic
records exits. In particular they should ensure that:

o All material data is stored including (where held) electronic
signatures and certificated and related keys for signature
verifications. If data 1s encrypted, keys and recovery
procedures should also be appropriately maintained to ensure
revenue authorities are provided with decrypted data in a
readable format.

o ‘Transaction data received in electronic format should be
stored as received; or if converted to another format then

documentation relating to the conversion process should be
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maintained. The authenticity and integrity of the content of
source documents must be preserved throughout the required
period of storage through the use of electronic or other
controls.

o The usability and readability of data must be preserved
through the required retention period, in particular when
data 1s transferred from one storage system to another.

o An audit trail for tax relevant electronic records is maintained
throughout the required period of storage.

* The burdens, including those related to retention periods, placed

on business storing data are reasonable.

(3) Revenue authorities should closely monitor developments in

record keeping methods and technologies.

6. Electronic Payment Systems  —Accountability
Guidance

(1) Revenue authorities should derive and promulgate a common

position on the issue of electronic payment system accountability.

(2) Revenue authorities are encouraged to raise the issue of
electronic payment system accountability with relevant government

regulatory agencies.

(3) Revenue authorities may consider suggesting to relevant
government regulatory agencies that electronic payment systems
should be at least semi—accounted in nature and/or that load limits
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for unaccounted systems should be adopted.

(4) Revenue authorities should closely monitor developments in

new electronic payment systems.
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<Abstract>

Taxation on B2C E-commerce
under International Harmonization

Beom-Gyo Hong

E-commerce is growing rapidly worldwide. This online transaction
poses a good deal of problems to the traditional tax system and
administration. Especially retail transactions across borders are hardly
being traced, hence, hardly being taxed.

The OECD 1is the leading international organization where the issue
of e-commerce taxation has been actively discussed. As a result,
many principles of e-commerce taxation have been derived.
Remaining issues are mainly how to implement those principles in
the real world. Imposing consumption taxes on B2C transactions in
practice is one of the most important remaining issues.

The EU began to impose VAT on the inbound B2C transactions
in July 2003. Before that time, while EU suppliers had to collect
VAT on their online supplies, outside suppliers who provided online
services to EU residents did not have to collect VAT. To correct this
inequality using technological development that enabled to collect
taxes in a remote way, the EU introduced the registration system.

On the other hand, many US State governments have reached an
agreement in November 2002 to simplify and harmonize their tax
systems under the Streamlined Sales Tax Project. With that

movement big retail chains began to collect sales taxes on interstate



sales, even though they do not have to do that according to the Quill
vs North Dakota case.

These changes in the EU and US are indications that the tax
authorities are moving toward taxing on B2C transactions. This
movement is also in line with the 1998 Ottawa Taxation Framework
Conditions that stand against any discrimination in taxation on
e-commerce.

Currently, the Korean VAT law does not have a basis for taxation
on international B2C transactions that are considered to be services.
Considering the tax revenue loss and the inequality between
domestic suppliers and foreign suppliers when international
transactions are not taxed, the Korean Tax Authority needs to
amend the current law. New articles of taxable transactions have to
be added and new provisions of the registration system for foreign
suppliers have to be written. A simplified registration process for the
convenience of foreign e-commerce suppliers shall reduce tax
compliance costs. It 1s not necessary to set a collection threshold level
for e-commerce following the example of the EU system. With those
preparations the Korean government can stop the loophole in the

taxation on international e—-commerce.
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