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1. Introduction

In the 2018 UK Budget, the UK Government
announced the intended introduction of a Digital
Services Tax “DST". The 2020 UK Budget reconfirmed
this intention and despite continued pressure from
the US, the law to introduce this tax was included in
the Finance Act 2020. Consequently, with effect from
1 April 2020 this new tax will apply.

Furthermore, despite the UK Government applying a
raft of tax fiscal measures to combat the Covid-19
outbreak there has been no announcement of any
delay to this tax.

The UK Government has calculated that DST could
raise approximately £1.5bn over the four years
following its introduction.

2. Taxrate

The DST tax rate of 2% will apply to revenues from a
"digital services activity" derived from UK users by
taxable persons.

3. Taxable persons

Companies that carry on a “digital services activity” and
provide those services to UK users where:

e Worldwide "digital services revenues” exceeds
£500 million; and

e More than £25 million of those revenues are
derived from UK users;

are taxable persons for the purposes of DST.

Digital services revenues are those revenues that arise
in connection with a digital services activity.

In order to determine the figures above and, therefore,
the liability to the UK DST, the thresholds must be
calculated at a group level. The group consists of all
entities that are included in the group consolidated
accounts. Therefore, digital services revenue of all
group entities counts towards the DST thresholds even
where they do not have a UK taxable presence for
corporation tax purposes.

4. Scope

The scope of UK DST is limited to revenues from the
following "digital services activities":

1) Providing a social media platform - this is an
online platform where the main purpose, or
one of the main purposes of which is to
promote interaction between users and
enables content to be shared with other groups
of users;

2) Providing an internet search engine; and

3) Providing an online marketplace - this is an
online platform where the main purpose, or
one of the main purposes of which is to
facilitate the sale of goods or services by users,
or to advertise or otherwise offer to other users
particular goods or services for sale.

Digital services revenues will include all revenues
earned by the group and connected with the above
digital service activities regardless of how the business
or group monetises the service.

Regulated financial and payments service providers are
exempt from DST and DST is not accountable on the
underlying value of the goods and services provided
between users selling though an online marketplace.

5. Nexus rule & taxable basis

The DST is charged on UK digital services revenue
obtained by taxable persons. The first £25m of a
group's revenues derived from UK users will not be
subject to DST.

Revenues are usually derived from UK users where a UK
user uses the services. However, the following special
rules apply:

1) In relation to a transaction on an online
marketplace, where one party to that transaction is
a UK user or the advertising is paid for by a UK user,
all of the revenues from that transaction will be
treated as derived from UK users;

2) Advertising revenues will be deemed UK derived
when the advertising is intended to be viewed by a
UK user;
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3) Revenues arising from an on-line platform in
connection with the sale or provision of UK
accommodation/real estate is also expected to be
UK revenue. Otherwise, for land or buildings not in
the UK, the revenue will only come within the
scope of DST where the recipient of the service is a
UK user.

Where the revenue is deemed to be UK revenue, but
the useris normally located in a country outside the UK,
the guidance indicates that the revenue charged will
be reduced by 50% if the userisin a country operating a
similar tax to DST.

While the administrative aspects of DST will be dealt
with by the “responsible member” of the group, the
DST liability will be allocated based on each entities UK
digital services.

In order to calculate the charge, first the "group
amount” is determined by totaling the UK digital
services revenues for each member of the group,
deducting £25million from this amount and then
applying 2% to the remainder. The relevant entity’s
liability is the appropriate proportion of the group
amount.

However, groups will be able to opt for an alternative
method of calculating the DST liability. This different
calculation should be beneficial for businesses with
low profit margins and should ensure that DST cannot
create a loss for the business.

6. Formalities

The DST in respect of an accounting period is payable
nine months following the end of the accounting
period. In addition, the following must be complied
with:

e A "responsible member” of the group must be
appointed. This is the person who is nominated
to fulfill the reporting obligations on behalf of
the group. At this moment no general
requirement to appoint a fiscal representative
in the UK for non-UK resident taxpayers is
installed.

e The responsible member must notify the tax
authority where the threshold conditions were
met in an accounting period. That notification
must be made within 90 days of the end of the
accounting period;

e The responsible member must submit a DST
return for the relevant accounting period. The
return is due within one year of the end of the
accounting period.

e The responsible member must keep all records
in relation to the DST return.

7. Penalties

Taxable persons who fail to submit their DST returns
are subject to the following penalties:

e £100 if the return is filed within 3 months of
the deadline or £200 in any other case;

e Where the failure to submit is a third successive
failure or more, the penalties above are
increased to £500 and £1,000 respectively;

e Where a person fails to submit a DST return
within 18 months of the deadline, then a
further penalty of 10% of the unpaid tax if the
return is filed within 2 years or 20% of the
unpaid tax in any other case, is due;

e Interestisdue on DST which remains unpaid.

8.WTS Global: Next Steps

Even though the thresholds have been set such that
only the largest businesses should either fall within the
scope of the tax or have an actual tax liability, many
businesses operating in the digital arena will need to
consider the application of DST.

While for some businesses, it may be easy to identify
revenue that is within the scope of the tax, for others
this will represent a challenge. Therefore, changes to
systems and processes may be necessary.

As with all DSTs either implemented or proposed, the
intention is for it to be a temporary measure to address
issues the OECD has been considering with regards to
the digital economy. In fact, the UK is legislating that
before the end of 2025, the UK Government must
conduct a review of DST. Therefore, once a global
agreement is reached on the taxation in the digital
arena, the expectation is that DST will be revoked.
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About WTS Global

With representation in over 100 countries, WTS
Global has already grown to a leadership position as
a global tax practice offering the full range of tax
services and aspires to become the preeminent non-
audit tax practice worldwide. WTS Global deliberately
refrains from conducting annual audits in order to
avoid any conflicts of interest and to be the long-term
trusted advisor for its international clients. Clients of
WTS Global include multinational companies,
international mid-size companies as well as private
clients and family offices.

The member firms of WTS Global are carefully
selected through stringent quality reviews. They
are strong local playersin their home market who are
united by the ambition of building a truly global
practice that develops the tax leaders of the future
and anticipates the new digital tax world.

WTS Global effectively combines senior tax
expertise from different cultures and backgrounds
and offers world-class skills in advisory, in-house,
regulatory and digital, coupled with the ability to
think like experienced business people in a
constantly changing world.

For more information please see: wts.com

WTS Global

P.0.B0ox19201| 3001 BE Rotterdam
Netherlands

T+31(10) 217 91 71 | F +31 (10) 217 91 70
wts.com | info@wts.de

The above informationisintendedto providegeneralguidance with
respect to the subject matter. This general guidance should not be
relied on as a basis for undertaking any transaction or business
decision, but rather the advice of a qualified tax consultant should
be obtained based on a taxpayer's individual circumstances.
Although our articles are carefully reviewed, we accept no
responsibility in the event of any inaccuracy or omission. For further
informationplease refer to the authors.
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