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• The digital economy is growing exponentially all around the globe, transforming
and creating new markets and industries. As famous Venture Capitalist Marc
Andreesen have put it: “Software is eating the world”.

• The vast majority of digital businesses, due to their reliance on network effects
and “blitz-scaling” strategies, have a natural tendency toward monopolization
even if, theoretically, their markets can be easily contended by disruptive
newcomers.

• The tax-regulation of the digital economy poses several challenges, since this
industry presents peculiar traits such as the lack of nexus, the reliance on
intangible goods and data and user-generated content. These occur in addition to
the speed at which new business models are adopted and the booming of e-
commerce.

General Overview and introduction
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Value generation and taxation in the digital age
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• Value is created through development and exploitation of intangibles,
effective risk management and operational excellence, in addition to the
intellectual element of human being.

• Value creation in the market is mainly driven by value network, that
includes online advertising and intermediation services. In this case, it is
important to take into account the role of data and user participation.

• The European Commission has a more precise understanding of value
creation in the digital economy, as it concludes that value occurs as “a
combination of algorithms, user data, sales functions and knowledge”.



Tax developments in the EU 
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• Since 2013, the state aid instrument was used to tackle the actions taken by
multinational entities to exploit differences in national tax systems and
manipulate their tax strategies.

• In July 2013, EU ministers agreed on the need to establish a common corporate
tax base.

• The European Commission then split its previous 2011 proposal into two
directives (“Proposal for a Council Directive on a Common Corporate Tax Base,
COM(2016) 685 final (25 Oct. 2016)” accompanied by European Commission
“Impact Assessment: Proposals for a Council Directive on a Common Corporate Tax Base
and a Common Consolidated Corporate Tax Base (CCCTB), SWD(2016) 341 final”:
• a directive establishing a common corporate tax base (CCTB –

COM(2016)685 final);
• and a directive on a common consolidated corporate tax base (CCCTB

– COM(2016)682 final);
• The proposal were approved from EP in March 2018, but it is still awaiting

Council’s agreement.



Tax developments in the EU 
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• Sept. 2017, Finance Ministers of several EU Member States called on tech
companies to “pay their fair share of tax” in order to ensure economic efficiency, tax
fairness and sovereignty and asked the Commission to come up with proposals
akin to the equalisation tax.

• The European Commission acknowledged that the existing tax systems are no
longer appropriate for the digital age and falls short of ensuring fair taxation. It
emphasized the need for a new tax framework that is up-to-date with digital
business models.

• In December 2017, the European Council formally urged the OECD to find
appropriate solutions and invited the Commission to prepare proposals for action
at the EU level by early 2018.



Tax developments in the EU 
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In March 2018, the European Commission presented two distinct legislative proposals on
a fairer taxation of digital activities in the EU:

• The first proposal (long-term measure - Digital PE and Profit Allocation - Corporate
taxation of a significant digital presence), presented as the preferred solution, aims to
reform corporate tax rules, so that profits are registered and taxed where businesses
interact with users through digital channels(COM(2018)147).

• The second proposal (short-term measure - Digital Services Tax) is an interim tax
which covers the main digital activities that currently escape tax altogether in the EU
(COM(2018)148).

• The European Commission presented also a Recommendation C(2018)1650.

The European Parliament adopted both its two opinions on the proposals for Council
directives on the corporate taxation of a significant digital presence and a Digital Services
Tax (DST) by an overwhelming majority.



The Digital Services Tax (DST)

• MEPs underlined that DST is a temporary measure. Adopting the Significant Digital
Presence, the Common Corporate Consolidated Tax Base or similar rules reached at the
OECD or at UN level would be permanent solutions.

• The rapporteur on the Digital Services Tax Paul Tang (S&D, NL) said: ““Both the
European Parliament and the European people want tech giants to pay their taxes. That is why we
voted for a more ambitious digital service tax, also taxing revenues from online streaming services. We
are talking about basic fairness, where everyone pays their fair share”.

• The rapporteur on the Significant Digital Presence Dariusz Rosati (EPP, PL) said: “Taxes
have to be paid where a company creates its value - irrespective of if it is a digital or a traditional
enterprise. The quarrels and mutual vetoes in the Council lead to the EU being unable to tackle this
problem. The European Union should be a trendsetter, while also continuing to work on an
international solution at OECD level. It is high time to act!".
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Technical difficulties regarding the EU digital tax -
Divergences among Member States

• However, Member States still cannot agree on the scope and structure of
the proposal (Ecofin meeting, 6 November 2018). Most of the contentious
issues center on the short- term solution - 3% turnover tax and many tech
companies, academics and others criticised the EU’s digital services tax as
a ‘populist and flawed’ proposal.

• In conclusion the original digital tax proposals failed to reach unanimous
agreement among all 28 member states before the end of 2018, which
means any EU wide digital tax is unlikely to be implemented until 2021, as it
is customary to grant countries one year to prepare domestic legislation
after the EC adopts a unanimous proposal.



Towards a new Commission (2019-2024)

• On 16 July 2019 the European Parliament elected Ursula von der Leyen the
future President of the European Commission.

• Ursula von der Leyen selected a team of Commissioners, based on
candidates suggested by the Heads of State or Government. The new
College of Commissioners and the principles of the new main working
methods reflect the priorities set out in her political guidelines and speech.

• The European Parliament has to give its consent to the new European
Commission as a whole before the latter takes office.

• “We need to do it the European way”. U. von der Leyen



Commissioners-designate

The public hearing of the commissioners designates for the new European
commission guided by Ursula von der Leyen started in October 2019.

The new European commission (based on the results of 2019 election) that
should have taken charge on Nov 1st has two designated commissioners that
will play a key role in the decisional process related to the digital tax, these are:
• Paolo Gentiloni (Economy): he is the designated Commissioner for

Economy; he was Italian Prime Minister from 2016 to 2018.

• and Margrethe Vestager (Europe Fit for Digital Age): she has been
nominated to take up the role of Executive Vice-President for a Europe fit
for the digital age; she is currently European Commissioner for Competition
in the Juncker Commission, and has presided over a mandate marked by
many high-profile antitrust and merger cases, not least in the digital, energy,
telecom and transport sectors.



Paolo Gentiloni

• During his introductory speech, Mr Gentiloni emphasised that economic growth and
the transformation of economies must not go counter to pressing environmental and
social priorities. He pledged to focus on reducing public debt, while also encouraging
the use of any available fiscal space to invest. Overhauling the taxation framework at
EU level would also top the agenda, he added.

• He said that one of his objectives is the European contribution to the reform of the
international corporate tax system to make it fit for the 21st century. “It is clear to
everyone that the current system is out of date. The transition to a digital economy has led to a
growing disconnection between where value is created and where tax is paid. Moreover, tax competition
distorts business decisions and leads to policies aimed at short-term revenue collection…By the end of
next year we will need to take stock of the international discussions. If no consensus emerges, I am
tasked to lead efforts for a fair European digital tax and for a common corporate tax base”.



Paolo Gentiloni

• MEPs raised the need for the Commission to tackle tax evasion and tax havens more
appropriately, namely by introducing a minimal corporate tax rate in the EU, widening
the list of countries considered as tax havens, and dealing with EU member states that
behave like tax havens.

• https://www.europarl.europa.eu/news/en/press-room/20190926IPR62246/hearing-
of-commissioner-designate-paolo-gentiloni



Margrethe Vestager

• Currently European Commissioner for Competition, has been nominated to take
up the role of Executive Vice-President for a “Europe fit for the digital age”.

• “Climate change and the digital transformation will affect every aspect of our daily lives”, she
pledged “not to make Europe more like China or the US, but more like itself, with strong
values and where markets work for people. Some say China has all the data, and the U.S. has
all the money. But in Europe, we have purpose”.

• Much of her emphasis was on the need to revamp global taxation rules and rein
in dominant tech companies - though Vestager stopped short of endorsing calls
to break up digital giants.

• Vestager also pushed Europe’s claim to set the rules of the road for the global
digital economy, namely as regards artificial intelligence and online taxation.



Margrethe Vestager

• The Danish politician said digital taxation rules need to be revamped for the 21st

century, and backed current efforts by the Organization for Economic Cooperation
and Development to find a global consensus, which are expected to lead to tentative
proposals in the coming weeks.

• “Europe would go it alone in imposing its own online tax rules on firms like Google and Facebook if
a global agreement could not be reached”, adding that she admires “member states that have
moved ahead with their own unilateral laws”.

• “I hope we will find a global agreement on digital taxation. If that doesn’t happen, we will table and
push for a European solution”.

• https://www.ted.com/talks/margrethe_vestager_the_new_age_of_corporate_monop
olies?language=it

• https://www.europarl.europa.eu/news/en/hearings2019/commission-hearings-
2019/20190910STO60707/margrethe-vestager-denmark



Italian Web Tax and the new definition of 
permanent establishment 

• The 2018 Budget Law (L. n. 205/2017) introduced the so called “Web
Tax” on digital services which, however, did not become applicable.

• Anyway the Financial Law 2018 also amended art. 162 of the TUIR giving
a new definition of “Permanent Establishment” In Italian Domestic
Income Tax Law as a “significant and continuous economic presence” in
Italian territory may entail the existence of a PE, even if the business
model has been structured in such a way that does not give rise to a
physical presence in Italy;



Italian Web Tax

• The 2018 “Web Tax” was repealed by the 2019 Budget Law (n.145/2018)
that, in turn, introduced another tax on the digital services (“the digital
services tax”).

• With the decree approved on 15th October 2019 the digital services tax is to
be imposed at a rate of 3% on revenues generated from certain business-to-
business and business-to-consumer digital services that are provided to Italian
customers by companies or groups of companies that satisfy certain criteria



Italian Web Tax

• The criteria are the following:

• Total worldwide revenue of not less than €750 million,
• and Revenue of not less than €5 million generated in Italy from the digital services

• The entities subject to the digital services tax (whether separately or on a group
basis) must satisfy both of the following requirements

• The placing on a digital interface of advertising targeted at users of that interface
• The making available to users of a multi-sided digital interface that allows the users to be in

contact and to interact with each other, and that may also facilitate the provision of underlying
supplies of goods or services directly between users

• The transmission of data collected from users and generated from the use of digital interfaces
• The taxable revenue will include total gross revenues (net of VAT and other indirect taxes). The

digital services tax will be effective 1 January 2020. It can be repealed when (and if)
internationally agreed provisions on digital economy taxation become applicable (this is referred
to as a "sunset clause").
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