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Foreword

The CPT! project of the Amsterdam Centre for Tax Law (ACTL) of the
University of Amsterdam (UvA) together with the Group for Research on
European and International Taxation (GREIT) on 7 and 8 April 2022 orga-
nized their joint two-day conference about “The Implications of Online
Platforms and Technology on Taxation and Taxpayers’ Rights”.

The papers in this book are the result of this conference.

I’m proud that that the CPT team and the GREIT were able to organize this
and that we could publish original papers that bring the taxation of online
platforms, technology and taxpayer rights together in one book.

Dennis Weber
Board Member of the GREIT and
Director of the UvA CPT project

1. CPT is a shorthand for the official name of the research project, which is “Designing
the tax system for a cashless, platform-based and technology-driven society”.
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Introduction

Reflections about the Implications of Platforms and
Technology for Taxation and Taxpayers’ Rights

Raffaele Russo

0.1. Technology and platforms over the last decades

We are living in interesting times. Technological developments are chang-
ing the way in which we interact, work, think and make our choices. It is
sometimes difficult for those who are at the centre of changes to actually
appreciate their breadth. They also shape new ways of working, together
or on our own. At the same time, changes are not happening all at once.
Today, we are probably at the height of a third wave of a process of change
that started more than 20 years ago with the spread of the World Wide Web.
In these 20 years or so, policymakers have had a terrible time catching up
with developments, while the private sector is more and more focused on
the short term. This leaves academia as, possibly, the place to start reflecting
about what could happen in the next 10-20 years and how these changes
may have an impact on the way in which tax systems are designed and
administered.

As noted by Keen and Slemrod, “[o]ver the millennia, the fundamental
challenges faced by rulers aiming to extract resources to fund the state’s
activities, or their own fancies, have remained largely unaltered. What has
changed, and is still changing, is how they address them”. It is safe to say
that every time there has been an economic and social revolution, the tax
system has changed dramatically.'

1. For instance, revenue needs were amplified by the wars of the eighteenth century
leading to Pitt the Younger’s introduction of the first genuine income tax in 1799. By the
eve of the First World War, stable and good-enough tax structures, along with decent-
enough bureaucratic tax administrations, had become established in most of the indus-
trialized countries, though even by then, surprisingly few had followed the British lead
of adopting a personal income tax. Social tensions led to the first steps, in Germany and
Great Britain, toward a welfare state, which would need to be funded, and to pressures
toward more progressive taxation, with the adoption of income taxes by the German states
between 1891 and 1912. In the United States, swelling popular support for an income
tax, in part to replace tariffs that were widely believed to unfairly burden the poor, led
first to a modest tax on corporations and then to a constitutional amendment in 1913 that
allowed a federal income tax. These pressures were as nothing, however, compared to the
massive increase in taxation in the belligerents once the First World War began. This led



Introduction - Reflections about the Implications of Platforms and Technology
for Taxation and Taxpayers’ Rights

Currently, discussions about tax and international tax policy are dominated
by narrow-scope topics like the amount of corporate tax paid by multination-
als and its allocation across borders. There is very little focus on the broader
issue of how technology, which is changing our societies, could be used to
render the tax system more equitable and user-friendly. It was also for these
reasons that, together with a number of friends from the Amsterdam Centre
for Tax Law at the University of Amsterdam, we decided to launch the
“CPT Project”, a research project on designing the tax system for a cashless,
platform-based and technology-driven society. The objective is to analyse
and discuss how technological developments can help to design tax systems
that are easy to comply with and difficult to circumvent.

For the purposes of this introduction, the author decided to look at what has
happened in the last few decades, starting with what is now called “Web
1.0” (from 1991 to 2004), passing through the current “Web 2.0 architec-
ture” (from 2004 to roughly 2022) and finishing with the current “novel
Web 3.0”, outlining the related tax discussions in each of these stages and
possibly identifying what should be the key principles of tax systems of
the future.

0.1.1. Web 1.0

Web 1.0 was characterized chiefly by the sound of the Internet connection
and the fact that users had to wait minutes before a page would appear on
their screen. Still, all this was revolutionary. Different sides of the world
were being connected through the Internet. From a commercial point of
view, on one side there were the producers of content; on the other side, the
consumers of such content. Then there were two key developments, cryp-
tography and cloud computing, which provided the possibility to send and
store data at a much higher rate and for relatively little cost. Coupled with

to the introduction of the income tax where it had not existed — in France days after the
outbreak, in Russia in 1916 — and to higher rates and lower exemption thresholds where
it did. The standard rate in Britain rose to an unprecedented 30%, and its coverage more
than doubled. The top rate of the US income tax rose from 7% when it was introduced in
1913 to 77% in 1918. The Second World War proved even more transformative, with the
income tax becoming for the first time something that applied to most ordinary people.
In the decades since, there has been relatively little development in the broad types of tax
instruments that governments levy, with two major exceptions. One is the emergence of
a distinct tax on corporations. The other, and more fundamental, is the rise of the value-
added tax (VAT). See M. Keen & J. Slemrod, Chapter 2: The way we were, in Rebellion,
Rascals, and Revenue: Tax Follies and Wisdom through the Ages p. 32 et seq. (Princeton
University Press 2021).



Technology and platforms over the last decades

an inpouring of venture capital, this first development lead to the explosion
of what is commonly called Web 2.0.

0.1.2. Web 2.0

Web 2.0 is essentially characterized by the fact that the dividing lines
between producers and consumers of content are blurred. Users create, post
and share their content online, and it is consumed by other users who can
do the same actions. This is made possible by large platforms that capital-
ize on network effects and economies of scale to create communities that
increasingly interact with each other. The rise of large platforms in Web 2.0
eliminated a number of old intermediaries in the value chain, with platforms
themselves becoming the single most relevant intermediary: gatekeepers in
the platform economy. Meanwhile, other key technologies are taking shape
and these include primarily artificial intelligence, quantum computing, and
last but not least, blockchain. These developments have the potential to
change once again the fundamentals of our societies and, according to many,
we are now in transition from Web 2.0 into Web 3.0.

0.1.3. Web 3.0

Web 3.0. is essentially characterized by decentralization. There will be,
say its proponents, no need for platforms or gatekeepers to intermediate
between users. It will be the “system” itself, via smart contracts sitting on
blockchains (finally united into the blockchain of blockchains), that will
regulate interactions. Following a compliance-by-design approach, legisla-
tion will be coded into the blockchains and everyone will be allowed to
see it. Users will be able to capitalize on their contribution, will be able to
value it according to market standards and monetize it on their own, via
interactions with other users, but this time in a fully disintermediated way.

The different waves of technological developments have had their own tax
momentum and, at each stage, there have been attempts to understand and
regulate the different phenomena. With hindsight, it can be said that the
results have been sub-optimal.
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0.2. Implications of technology developments for taxation
0.2.1. Web 1.0: The Ottawa principles

Tax-wise, the era of Web 1.0 was characterized by discussions on the taxa-
tion of e-commerce and how international tax principles should adapt to
it. At the June 1996 meeting of the OECD Committee on Fiscal Affairs
(CFA), Canada, Australia and the United States submitted a note on the
“Implications of the Communications Revolution for Tax Policy and
Administration”. The CFA then asked its Working Parties to identify the
implications of the communications revolution in their own fields of taxa-
tion. After a conference on electronic commerce held in Turku, Finland
in November 1997, the CFA adopted, at its January 1998 meeting, a series
of proposals for the preparation of a ministerial meeting on electronic com-
merce in Ottawa on 7-8 October 1998. Just before the ministerial meeting,
the CFA adopted the report Electronic Commerce: Taxation Framework
Conditions,* which became known as the Ottawa principles.

Until 2005 the work went on at a normal pace to ensure that tax rules would
adapt to globalization based on the Ottawa principles: technical advisory
groups were formed, reports were issued for comments and new guidance
(in the form of Commentary language) was ultimately released. Overall
the approach was always inclined to safeguard residence taxation and the
principles that were at the basis of the world economy since the beginning
of the 20th century. It was an uneven battle, with some developed coun-
tries effectively imposing these rules on the others who fundamentally saw
double tax treaties as a way to signal to the actors of globalization that they
were open for business and followed international standards. No big change
took place tax-wise.

2. In this report the CFA draws the following main conclusions: (i) the widely accepted
general tax principles that guide governments in relation to conventional commerce should
also guide them in relation to electronic commerce; (ii) the CFA believes that at the stage
of development at that time existing taxation rules can implement these principles; (iii)
this approach does not preclude new administrative or legislative measures, or changes
to existing measures, relating to e-commerce, provided that those measures are intended
to assist in the application of the existing taxation principles, and are not intended to
impose a discriminatory tax treatment of e-commerce transactions; (iv) the application
of these principles to e-commerce should be structured to maintain the fiscal sovereignty
of countries, to achieve a fair sharing of the tax base from e-commerce between countries
and to avoid double and unintentional non-taxation; and (v) the process of implement-
ing these principles should involve an intensified dialogue with business and with non-
member economies. OECD, Electronic Commerce: Taxation Framework Conditions, A
Report by the Committee on Fiscal Affairs (1998), available at https://www.oecd.org/ctp/
consumption/1923256.pdf (accessed 9 Sept. 2022).
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0.2.2. Web 2.0: The end of bank secrecy and the BEPS
Project

When globalization exploded and web 2.0 was becoming dominant, with a
number of newcomers edging out incumbents, the world economy under-
went a number of crises. This triggered a substantial change in approach
when addressing tax issues at a global level. After centuries of tolerance,
bank secrecy was abolished for tax purposes and a decision was taken to
amend international tax rules and do so in a way that would allocate more
taxing rights to market countries, whether to curb the aggressive planning
that had become widespread (the BEPS Project) or just to rebalance a sys-
tem that was not tenable anymore from a geopolitical point of view (the
two-pillar approach). Important developments, although largely unnoticed
by the wider public, were made in the area of VAT, which itself had to adapt
to the increasingly intangible nature of the economy.

Interestingly, the 2015 BEPS Report on Action 1 (Addressing the Tax
Challenges of the Digital Economy) identified certain trends that, in addi-
tion to the lively discussions about the taxation of digital economy giants,
could have an impact on international tax policy. Among these were the
sharing economy and virtual currencies. Fast-forward 7 years, and coun-
tries have adopted several measures to engage online platforms in the col-
lection of VAT from cross-border transactions, while the Model Rules for
Reporting by Platform Operators with respect to Sellers in the Sharing and
Gig Economy (the so-called DAC7 in the European Union) are being imple-
mented in a number of jurisdictions.?

0.2.3. Web 3.0: A crypto tax system?

When they first appeared on the scene, Web 2.0 platforms were origi-
nally thought of as “saviours of the world” and as players championing
the notion of “making the world a better place”, facilitating interactions,
providing additional business opportunities and offering their services for
free. A decade later, these same players have been accused of all sorts of
wrongdoings in terms of their medium-term social consequences, tax and
labour law violations, privacy issues and ultimately political interference.
Interestingly, the position of the key players in the crypto industry is the

3. For more details, see in this book, J.M. Vazquez & N. Ci¢in-Sain, Chapter 1: Tax
Reporting by Online Platforms: Operational and Fundamental Implications of DAC7 and
the OECD Model Rules and M. Lamensch, S. Jafari & M. Papis-Almansa, Chapter 2:
Secure Digital Reporting Requirements to Tackle EU VAT Fraud.
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exact opposite: they were originally considered as anarchist, anti-system
crypto punks and now many are realizing the potential that the blockchain
can bring to the world. What will happen with Web 3.0 is extremely unclear
at this stage. Even though seminars and workshops about taxation in the
metaverse abound, it is not clear, at least to this author, where the dis-
cussions are going and what their underlying goal is. Another example is
the current discussions on how to extend the rules regarding the Common
Reporting Standard for banking information to cryptoassets and crypto
intermediaries.*

0.3. Non-conclusions

The ambition of the CPT Project is to provide an in-depth analysis of how
tax systems could be designed and structured for a digital society in which
cash will disappear and technologies such as artificial intelligence (AI) and
blockchain will be at the core of almost everything.’

This means, for example, that tax rules should be drafted in such a way that
they can be easily coded and that tax operations can be tokenized. It also
implies a broad reflection on the tax mix and in particular on the role of
direct taxes. In that context, it is likely that a debate about flat versus pro-
gressive taxation will emerge, as will one about the taxation of capital, with
aresurgence of wealth taxes. New ways to collect consumption taxes could
be conceived, particularly via Central Bank Digital Currencies. At the same
time, the protection of taxpayers’ rights will become key. This likely means
that there will always have to be human intervention and explicability in the
case of Al, and that a new balance needs to be found to ensure taxpayers’
privacy while avoiding it becoming the new banking secrecy.®

4. For more details, see G. Beretta, Chapter 6: Beyond Hedqvist (C-264/14): The
Characterization of Cryptoassets under European VAT and L. Scarcella, Chapter 7: Direct
Taxation Aspects of Cryptoassets.

5. For more details, see the ground-breaking D. Post & C. Cipollini, Chapter 5:
Blockchain Technology and the Opportunities for Taxation.

6. For more details, see B. Kuzniacki et al., Requirements for Tax XAI Under Constitutional
Principles and Human Rights, in Explainable and Transparent Al and Multi-Agent Systems
(D. Calvaresi et al. eds., EXTRAAMAS 2022, Lecture Notes in Computer Science, vol.
13283, Springer 2022), https://link.springer.com/chapter/10.1007/978-3-031-15565-9_14;
and B. Alarie & A. Niblett, Chapter 8: Explainable Al and Taxation: A Real-Life Application.
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Chapter 1

Tax Reporting by Online Platforms: Operational
and Fundamental Implications of DAC7
and the OECD Model Rules

Juan Manuel Vazquez and Nevia Cigin-Sain

1.1. Introduction'

Many of the biggest companies in the world, including Amazon, Uber and
Airbnb, as well as an increasing proportion of small and medium-sized
enterprises (SMEs), operate via digital platforms. What these businesses
have in common is that they all use information and communication tech-
nologies to (i) facilitate interactions between different sets of users; (ii)
collect and exploit their data; and (iii) enhance and benefit from direct and
indirect network effects.? Because of their ability to connect members of one
group (e.g. people looking for a ride or accommodation) with those of an-
other group (e.g. drivers looking for passengers or hosts looking for guests),
businesses using this model are often called “matchmakers”, “multisided
platforms™ or the “new intermediaries”. In addition, because of providing
access to the digital market and acting as the main gateway between busi-

nesses and customers, they are also referred to as “gatekeepers”.*

1. This work has been developed in the context of the conference on *“The Implications
of Online Platforms and Technology on Taxation and Taxpayers’ Rights”, co-organized
by the CPT project of the Amsterdam Centre for Tax Law (ACTL) of the University of
Amsterdam (UvA), together with the Group for Research on European and International
Taxation (GREIT) on 7 and 8 April 2022. The authors would like to thank Jasper van
Schijndel for his valuable input on the operational challenges addressed in section 1.3.1.
of this chapter, as well as Prof. Pasquale Pistone, Willem-Jan van Veen and Raffaele Russo
for kindly commenting on this work.

2. Direct network effects occur when the value of a product, service or platform in-
creases simply because the number of users increases, causing the network itself to grow.
Indirect network effects, on the other hand, occur when a platform or service depends on
two or more user groups, such as producers and consumers, buyers and sellers or users and
developers. As more people from one group join the platform, the other group receives a
greater value amount. See T. Stobierski, What Are Network Effects?, HBS Business Insights
Blog (12 Nov. 2020), available at https://online.hbs.edu/blog/post/what-are-network-effects
(accessed 3 June 2022).

3. D.S. Evans & R. Schmalensee, Matchmakers: The New Economics of Multisided
Platforms (Harvard Business Review Press 2016).

4. The term “gatekeeper” is frequently used within both the regulatory and academic
fields. See Regulation (EU) 2022/1925 of the European Parliament and of the Council



Chapter 1 - Tax Reporting by Online Platforms: Operational and Fundamental
Implications of DAC7 and the OECD Model Rules

Enterprises that leverage the power of platform business models have grown
dramatically in size and scale over the last 2 decades. This growth has led
platforms to become important players in various sectors of the economy.
While it is difficult to give a precise estimation of the size of the platform
economy, the total size of transactions occurring on platforms is significant
and likely to grow. The European Commission estimated that, in 2018, the
total value of services transacted on digital platforms in the EU 27 was EUR
34.3 billion, while the total value of goods transacted on online peer-to-peer
platforms was EUR 20.7 billion. In turn, the largest service sectors in this
industry are short-term accommodation, transportation/personal services
and collaborative finance, and they are expected to continue growing over
the next years.’

Platforms have brought a range of important benefits to society® which, in
the early days, spurred quite an interest in these businesses. However, like
every other innovation, platforms rapidly proved that they can also pro-
duce negative effects. While some complaints about platforms reflect their
disruptive impact on traditional industries (e.g. it is not hard to understand
why hotel chains might dislike Airbnb or why taxi companies might have
very strong feelings against Uber),” others refer to the so-called “unintended

of 14 September 2022 on contestable and fair markets in the digital sector and amend-
ing Directives (EU) 2019/1937 and (EU) 2020/1828 (Digital Markets Act), OJ L 265/1
(2022) [hereinafter Digital Markets Act]; M. Cian, Online Platforms as Gatekeepers to the
Digital World — A Preliminary Issue on Business Freedom, Competition and the Need for
a Special Market Regulation, 7 Journal of European Consumer and Market Law (2018);
D. Geradin, What Is a Digital Gatekeeper? Which Platforms Should Be Captured by the
EC Proposal for a Digital Market Act? (18 Feb. 2021), available at https://www.ssrn.com/
abstract=3788152 (accessed 22 June 2022).

S. European Commission, Commission Staff Working Document — Impact Assessment:
Tax fraud and evasion — better cooperation between national tax authorities on exchanging
information, SWD(2020) 131 final, p. 11 (15 July 2020), available at https://eur-lex.europa.
ew/legal-content/EN/TXT/?uri=SWD%3A2020%3A131%3AFIN (accessed 29 Nov. 2022).
6. These benefits include, inter alia, fostering digital value creation and economic
growth, facilitating efficiency gains, promoting data-driven innovation, increasing consumer
choice, facilitating access to information and offering the potential to enhance citizens’
participation in society and democracy. See Communication from the Commission to the
European Parliament, the Council, the European Economic and Social Committee and the
Committee of the Regions, Online Platforms and the Digital Single Market: Opportunities
and Challenges for Europe, COM(2016) 288 final, p. 3 (25 May 2016), available at https://
eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52016DC0288&from=EN
(accessed 15 June 2021).

7. G.G. Parker, M.W. Van Alstyne & S.P. Choudary, Platform Revolution: How Networked
Markets Are Transforming the Economy — and How to Make Them Work for You p. 231
(W.W. Norton & Company 2018).
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side effects” of online platforms.® In addition, sharing and gig economy
platforms have created completely new business models that have radically
changed the traditional equilibrium of supply and demand, blurred the lines
between owners and users, producers and consumers, workers and contrac-
tors, and transcended the spatial divides of personal and professional, busi-
ness and home, public and private, etc.’

The unintended side effects and socio-economic changes brought by plat-
forms have not only reversed the public perception of these businesses
(which is now much more negative than 20 years ago), but have also raised
policymakers’ awareness about the different policy and regulatory chal-
lenges they cause. In this regard, observers have recognized that there is
significant tension between the social goals of promoting digital innova-
tion and economic development (which argue for a relatively laissez-faire
approach to regulating platforms) and the social goals of preventing harm
(e.g. tax fraud by platform sellers), encouraging fair competition and main-
taining respect for the rule of law."

The significant tensions brought up by the rapid growth of the platform
economy have raised a common and very important challenge: the need
to design balanced (external)!' regulatory regimes to ensure that platforms
operate fairly.”> As a consequence of this challenge, a significant degree
of reflection and activities within policy institutions has arisen not only in
Europe, but worldwide.'* The essential questions to be answered in this
regard are, inter alia: What should platforms do to keep their services safe
and lawful, and to what extent are they responsible when they fail to do so?™*

8. These could be, for instance, the facilitation of exchanges of illegal goods, services
and content online, the misuse of services by manipulative algorithmic systems to amplify
the spread of disinformation, the vulnerability of platform workers and the emergence of
new economic activities of which the performers do not pay their fair share of taxes.

9. Unsurprisingly, then, sharing and gig economy platforms have defied conventional
regulatory theory. See O. Lobel, The Law of the Platform, San Diego Legal Studies Paper
No. 16-212 (2016), available at https://ssrn.com/abstract=2742380 (accessed 28 Nov. 2022).
10.  Parker, Alstyne & Choudary, supra n. 7, at ch. 11.

11.  Incontrast to the internal governance of platform ecosystems (i.e. the management
of platforms and their stakeholders using appropriate policies and mechanisms to govern
the operations of all sides of the platform and maintain its ecosystem), the term “external”
used herein refers to government-imposed legislation regulating platform businesses.
12.  Parker, Alstyne & Choudary, supra n. 7, at ch. 11.

13.  European Parliamentary Research Service, Online platforms: Economic and soci-
etal effects, p. 62 (2021), available at https://www.europarl.europa.eu/RegData/etudes/
STUD/2021/656336/EPRS_STU(2021)656336_EN.pdf (accessed 15 Mar. 2021).

14.  R.Chavannes, Regulation of Online Platforms in the European Union — The State of
Play, Fair Balance (17 May 2019), available at https://blog.chavannes.net/2019/05/regulation-
of-online-platforms-in-the-european-union-the-state-of-play/ (accessed 16 Sept. 2021).

11






Contact

IBFD Head Office
Tel.: +31-20-554 0100 (GMT+2)
Email: info@ibfd.org

Visitors’ Address:
Rietlandpark 301
1019 DW, Amsterdam
The Netherlands

Postal Address:

P.0. Box 20237

1000 HE Amsterdam
The Netherlands

The Home of International Taxation

Order online at www.ibfd.org/Shop/Book





