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Preface 

With the current tax rules, it is not possible for Member States to collect tax in a digital economy 

with the old rules because digital companies are very different from traditional companies. In other 

words the digital business model is very different from a traditional business one. In a traditional 

business model there is  a physical presence, in a digital business model there are users and data, 

and the value is created with users and data, and profit must be taxed where the value is created. 

In this context, the European Commission decided to lay down a proposal for a Council Directive 

with regard to taxation in the digital economy where there are intangible assets like users and data, 

and this puts the European Commission in a primary position at the international level to contrast 

the “Google gap” (“Google gap” means the tax that the “internet big companies” must pay but they 

don’t) and introduce a “GAFA tax” (Google, Amazon, Facebook, Apple) or if you prefer a web 

tax. 

We have two different proposals for a Council Directive: 

• A long-term solution (Communication n. 147), that proposes a corporate taxation of a 

significant digital presence; 

• An interim solution (Communication n. 148), that proposes a tax on the revenue of specific 

digital services. 

 

► Long-term solution, that proposes a corporate taxation of a 

significant digital presence 

Introduction 

With regard to the long term solution (Proposal for a Directive to the corporate taxation of a 

significant digital presence), a few things must be pointed out: 

1-In a digital economy, profit must be taxed where the value is created, and then where users 

are located when they use a device. When a user (for example Mr Rossi) is located in Germany 

and he chats with a friend and produces data, the provider who manages the platform must pay the 

tax in Germany; 

2-The proposal extends the concept of a “permanent establishment” and introduces the new 

concept of “Significant Digital Presence”, so there is a “permanent establishment” when there is 

“Significant Digital Presence”; 



3- The proposal explains principles and rules for attributing profit in respect of a “Significant 

Digital Presence”; 

4- There is a “Significant Digital Presence” when one or more of the following conditions are met: 

 

-if the total revenue resulting in that tax period from the supply of digital services to users who are 

located in that MS exceeds € 7 million; 

-if the number of users of digital services located in that MS in that tax period exceeds 100.000; 

-if the number of business contracts of digital services that are concluded in that tax period by 

users located in that MS exceeds 3.000; 

 

5- When there are double taxation treaties between Member States, the rules of the applicable 

double taxation treaty may override the proposed provisions coming from the “significant digital 

presence”. 

 

6-Transposition: 

-Member States will adopt and publish by 31
st
 December 2019 at the latest, the rules and 

regulations necessary to comply with this Directive; 

-Member States will apply this Directive from 1
st
  January 2020. 

 

 

Problems and critical aspects 

With regard to the long term solution (Proposal for a Directive n.147 to the corporate taxation of a 

significant digital presence), I found a few critical aspects: 

 

Definitions  

● In the Proposal for a Council Directive (n. 147),  there is no definition of “Data” and  there is no 

concept of information, and so there is no distinction between data and information. 

Data means any character, numbers, text, words, etc, that can be read by a computer, information 

means data that can be read by a human being and can create information for the reader.  

Data is an input for the computer, information is the output from the computer. 

Information is created from data.  

Only when data become information they create value, for example 4 5 4 5 are data, but it’s 

information when I use them as a password, 9 1 1 are data, 9
th

  November is information because it 

is my birthday.  

Data create information, and information creates value. 

You can have data without value, but you cannot have information without value. 

I think it is necessary to introduce two different concepts: data and information. 

 

● According to the Proposal for a Council Directive (n. 147),  “user” means any individual or 

business”. What exactly does “user” mean? I can be a user of a platform without using it.  I can 

be registered in a platform as different “users” (i.e. “fake users”). I think it is important to explain 

exactly what “user” means. 

 



● In the Proposal for a Council Directive (n. 147),  there is no definition of “Business contract”. 

What exactly does “Business contract” mean? I can have one Business contract and provide 1 or 

2 or 10 or 20 different services. I think it is important to explain exactly what “Business contract” 

means. 

 

● In the Proposal for a Council Directive (n. 147),  there is no definition of “Device”. 

What exactly does “Device” mean? A device can be a server, computer, tablet, smartphone, 

watch, glasses, rings, etc (and so on) I think it is important to explain exactly what “device” means 

 

 

Other aspects  

● According to article 4 of the Proposal for a Council Directive (n. 147),  “The Member State where 

a user's device is used shall be determined by reference to the Internet Protocol (IP) address of the 

device or, if more accurately, any other method of geolocation”.  

What exactly does “any other method of geolocation” mean?  

I think the Directive can suggest a few examples, like embedded software number or MAC 

address (media access control address) , etc 

 

● According to article 4 of the Proposal for a Council Directive (n. 147),  the splitting factors  

(splitting factors are factors that I can use to split profit among different Member States) may 

include expenses like “research, development and marketing, as well as the number of users and 

data collected per Member States”.  

There are no definitions of “research, development and marketing”, and there is no concept of 

the amount of time that a user spends in a platform. A user who spends 10 hours in a 

platform, creates more value than a user who spends 10 minutes. 

 

● There is no notion of Distributed Ledger Technology, or if you prefer blockchain technology. 

The DLT is a new kind of technology that introduces new concepts: immutability (it isn’t 

impossible to modify the data), transparency (everyone can see the data), and decentralization 

(there is not a central system that stores the data, but a decentralized system). 

With smart contracts (smart contracts are computer codes that are placed into a blockchain and can 

be executed  by a decentralized network when specific events take place, and so can move value 

through a decentralized network), it is possible to create a new kind of entity, the DAO 

(Decentralized Autonomous Organizations), that can move value and create profits through a 

decentralized network when specific events take place without a central entity.  

At this moment in time (now) there are a  lot of projects and start-ups that use a DLT technology, 

and according to a lot of  Institutions, that technology will have an impact on the economy and 

society in the next few years. 

In the blockchain ecosystem we don’t have a central entity, and we think it should be necessary to 

introduce a new method of taxation, but it is not easy to find which is the best. 

 

 

 

 



Suggestions 

● I think the proposals (long-term solution and interim solution) puts European Commission in a 

primary position at the international level to contrast the “GAFA gap”, but I think the proposals 

could be improved; 

● I suggest reviewing the proposals and taking into consideration my advice in terms of definitions, 

distributed ledger technology, and other aspects;  

● I suggest writing an efficient and clear Guideline supporting companies and Revenue Agencies.  

The Guideline should explain how companies can demonstrate and how revenue Agencies can 

check the numbers of users in a specific period of time, the numbers of Business contracts in a 

specific period of time, the Internet Protocol (IP) address of the device in a specific period of 

time, etc.  

The main problem is what kind of technology the companies and the Revenue Agencies can use in 

this context. And there is more than just a software to solve this problem: companies (who can view 

everything), Revenue Agencies (who can view specific aspects of the output), and Tax Auditors 

(who can view other specific aspects of the output). 

 

  

► Interim solution, that proposes a tax on revenue of specific digital 

services 

Introduction 

With regard to the interim solution (Proposal for a Directive that proposes a tax on revenue of 

specific digital services), a few things must be pointed out: 

1- Digital Service Tax (DST) is a common system of taxation of the revenues resulting from 

certain digital services; 

2-The taxable revenues are: 

-digital interface of advertising targeted at users; 

-multi-sided digital interface which allows users to find other users and to interact with them, 

and facilitates the provisions of goods or services directly between users;  

-transmission of data collected from users; 

The taxable revenues will not include: 

-the supply of services by trading venue and systematic internaliser; 

-the supply of services by a regulated crowdfunding service provider 

 

3-A taxable person is an entity that meets both of the following conditions: 

-the total amount of worldwide revenues exceeds € 750 million; 

-the total amount of taxable revenues obtained by the entity within the European Union exceeds € 

50 million; 

 



4-The DST rate will be 3% 

 

5-In order to reduce possible cases of double taxation where the same revenues are subject to the 

corporate income tax and DST, it is expected that Member States will allow businesses to deduct 

the DST paid as a cost from the corporate income tax base in their territory, irrespective of whether 

both taxes are paid in the same Member State or in different ones. 

 

6-Transposition: 

-Member States will adopt and publish, by [31
st
 December 2019] at the latest, the rules and 

regulations necessary to comply with this Directive; 

-Member States will apply this Directive from [1
st
 January 2020]. 

 

 

Problems and critical aspects 

With regard to the interim term solution (Proposal for a Directive n.147 that proposes a tax on 

revenue of specific digital services), I found a few critical aspects: 

 

• How long is the interim time?  

- The Interim solution (Communication n. 148) proposes a tax on revenue of specific digital 

services, but it is not clear how long is the “interim time”.  

 

• We have the same critical aspects as per the long-term solution already found 

before in terms of: data, users, device, other methods of geolocation, amount of time that a user 

spends in a platform. 

 

► Conclusions  

A few weeks ago, a Minister of Finance of a Member State said ”According to the European 

Commission, with the Directives 147 and 148 the total revenue in Europe will be 5 billion every 

year, but the VAT gap is more or less 150 billion every year. Probably it is better to contrast the 

VAT gap”. 

I think it is better for European Countries to contrast both: the VAT gap, and the GAFA gap.  

In Italy, for example, from January 2019, the electronic invoice will be mandatory, and the Italian 

companies will send electronic invoices in XML format only through an Exchange System 

managed by the Italian Revenue Agency. With this method, Italy will be the first Member State 

to adopt information technology on a vast scale to contrast the VAT gap. 

I think it is possible for European Countries to contrast the VAT gap with electronic invoicing, and 

to contrast  the GAFA gap with  the corporate taxation of a significant digital presence. 

 




