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DEFINITIONS

• Digitalization - Incorporation of digital technologies into business/social

processes, with the goal of improving them.

• Digital Transformation - integration of digital technology into all areas of a

business, fundamentally changing how you operate and deliver value to

customers.

• The revolution of ICT has made technologies cheaper, more powerful, and

widely standardized, improving business processes and bolstering innovation

across all sectors of the economy.

▪ Digital Economy/Digital Business.





CURRENT TRENDS

❑Movement from physical services to digital services. 

❑ Increased use of  Financial Technology (FinTech).

❑Value is created by charging usage or commission fees to service providers , users and 
advertisers.

❑Tax authorities administering tax  through digital instruments

❑Tax policy makers playing catch up 

❑Tom Godwin; 

“In 2015 Uber , the world’s largest taxi Company owns no vehicles , face book the world’s most 
popular media owner creates no content, Alibaba, the most valuable retailer has no inventory and 
Airbnb the world’s largest accommodation provider owns no real estate”.



CURRENT TREND CONT..

Retail Business

►customers place online orders and 
retailers are able to gather and analyse
customer data to provide personalised
service and advertising; 

Logistics

►track of vehicles and cargo across 
continents;

Financial Services

►customers are able to manage their 
finances, conduct transactions and access 
new products on line

Manufacturing 

• remotely monitor production processes 
and to control and use robots; 

Education

• universities, tutoring services and other 
education service providers are able to 
provide courses remotely, which enables 
them to tap into global demand

Health 

• remote diagnosis and the use of health 
records to enhance system efficiencies and 
patient experience. 

Broadcasting & Media

►expanding the role in news media of non-
traditional news sources, and expanding 
user participation in media through user-
generated content and social networking.



WHY DIGITALIZATION WORRIES TAX 

AUTHORITIES

❑Unlike businesses in the traditional economy, companies that operate in

the digital economy are able to generate significant revenues in foreign

countries without any physical presence – no office or employees.

❑Regulating business without control (physical or otherwise) poses a new

challenge to tax authorities not least in their capacity or lack of capacity

to enforce collection of revenue.



TAX CHALLENGES

❑Nexus

❑Data

❑Characterization

❑VAT Collection

❑Identification

❑Determining the extent of activities

❑Identification of customers

❑Loss of revenue



MULTILATERAL APPROACHES TO 

TAXING THE DIGITAL ECONOMY 



OECD

❑The OECD/G20 Inclusive Framework on Base Erosion and Profit Shifting (IF) 

agreed on a two-pillar solution to address the tax challenges arising from the 

digitalisation of  the economy.

▪ The Two-Pillar Solution targets multinational enterprises (MNEs) to be 

subject to a minimum tax rate of  15%, and re-allocate profit of  the largest 

and most profitable MNEs to countries worldwide

▪ A Detailed Implementation Plan in place – to take effect by 2023. 

▪ As of 8 October 2021, 136 member countries and jurisdictions (out of 140)

joined the Two Pillar Solution



OECD CONT..

❑As of November 2021, several countries in Sub-Saharan Africa

including Angola, Mauritius, Namibia, Benin, Senegal, Kenya, Nigeria,

Togo, South Africa and Sierra Leone are members of the

OECD/G20 Inclusive Framework on BEPS that has contributed to

developing the new rules.

▪ Kenya and Nigeria are yet to sign the agreement over concerns on

the removal of DSTs (Kenya introduced a DST in January 2021)

and the dispute resolution mechanism.



PILLAR ONE

❑Aims to ensure a fairer distribution of profits and taxing rights among countries

with respect to the largest MNEs, which are the winners of globalisation.

❑Tax certainty is a key aspect of the new rules, which include a mandatory and

binding dispute resolution process for Pillar One but with the caveat that

developing countries will be able to benefit from an elective mechanism in certain

cases, ensuring that the rules are not too onerous for low-capacity countries.

❑The agreement to re-allocate profit under Pillar One includes the removal and

standstill of Digital Services Taxes (DST) and other relevant, similar measures,

bringing an end to trade tensions resulting from the instability of the international

tax system.

❑Will provide a simplified and streamlined approach to the application of the arm’s

length principle in specific circumstances, with a particular focus on the needs of

low capacity countries.



PILLAR ONE CONT..

❑ Taxing rights on more than USD 125 billion of  profit are expected to be reallocated to market jurisdictions. 



PILLAR TWO

❑Puts a floor on tax competition on corporate income tax through the introduction of a

global minimum corporate tax at a rate of 15% that countries can use to protect their tax

bases (the Globe rules).

❑Does not eliminate tax competition, but sets multilaterally agreed limitations on it.

❑Tax incentives provided to spur substantial economic activity will be accommodated

through a carve-out.

❑Protects the right of developing countries to tax certain base-eroding payments (like

interest and royalties) when they are not taxed up to the minimum rate of 9%, through a

“Subject to tax rule” (STTR).



PILLAR TWO CONT..

❑The global minimum tax, with a rate of  15%, is expected to generate around USD 150 billion in 

new tax revenues globally.



AFRICAN  TAX ADMINISTRATIVE FORUM (ATAF)

❑ In 2019 issued its first technical note on digitalization and taxation - the outcomes of  the OECD/G20 BEPS 

project were inadequate.

❑ Held discussions with OECD in July 2019 seeking a consensus-based proposal that meets the needs of  African 

Countries. Dealt with the new nexus rules; new profit allocation rules , new global anti-base erosion rule.

➢ tax treaty changes should be through a new stand alone provision and not through revisions to the existing

PE provisions due to the technical complexities of such revisions and the need for consequential revisions.

➢ Nexus rule; adoption of country-specific thresholds adjusted to the relative size of the economy to ensure

that smaller economies are not excluded

➢ Profit allocation – considers a fixed minimum return rule a high priority for African countries

➢ For the Global proposal to be effective, the minimum tax rate must be high enough to remove incentives for

profit shifting.

➢ Pillar One; supported the proposal to allocate a fixed remuneration for tax purposes to routine marketing and

distribution activities in a market jurisdiction reflecting an assumed baseline activity. This would address many

pressing transfer pricing disputes in Africa and increase tax certainty for both tax administrations and

taxpayers.



ATAF CONT..

❑ Cross – border Taxation Technical Committee 

➢ Played a key role in voicing Africa’s interests in the negotiation process of  the agreement establishing a new set 

of  international tax rules to address the tax challenges arising from the digitalization of  the economy.

➢ Provided a series of  commentaries to the various OECD proposals, several of  which have been incorporated 

into the final deal.

➢ Developed and published several technical notes aimed at unpacking the issues at stake and providing key 

considerations to be taken on board by African policymakers in the development of  the adoption of  new tax 

rules and the amendment of  existing ones.

➢ Key results by the Committee include;

▪ Broadening of the scope of Pillar One to include all sectors of economic activities

▪ Exclusion of the extractives from Pillar one as this group of products form the backbone of many African

economies and derives its values from inherent characteristics rather than from marketing intangibles.

▪ Reduction of the so-called “nexus threshold” from 5 million Euros originally to 250 000 Euros for smaller

jurisdictions. This therefore ensures that no member of the Inclusive Framework loses out on the re-

allocation of profits under the so-called Amount A.

•



UNILATERAL APPROACHES TO TAXING 

THE DIGITAL ECONOMY



WITHHOLDING TAX ON DIGITAL GOODS AND 

SERVICES

❑Withholding by businesses

▪ India introduced an equalisation levy that applies to digital transactions. 6% levy on online

advertisement valued at more than 100,000 Indian Rupees (INR) (USD 1500) in a year supplied

by MNEs without PEs in India, deducted by a recipient of the service resident in India.

▪ Only applies to cross-border business-to-business (B2B) transactions.

❑Withholding by third parties

▪ city of Buenos Aires in Argentina in 2014 introduced a 3 per cent withholding tax, popularly

dubbed the ‘Netflix tax’ because it targets online content suppliers like Netflix. Resolution No.

593/2014, which created the tax, requires issuers of the credit and debit cards involved in

processing payments to the MNEs to act as withholding agents.



DIGITAL SERVICE TAX (DST)

❑ Kenya – Effective 1st January 2021 – payable on income derived or accrued in Kenya from 

services offered through the digital market place.

❑ Uganda - Effective 1 July 2022, VAT of  18% will be charged on electronic services like web 

hosting, software and streaming services. 

▪ when a customer in Uganda purchases any of  these services from a company like Amazon or 

Meta, the company must charge VAT of  18% and submit this charge to the Ugandan 

Revenue Authority.



SOCIAL MEDIA AND MOBILE APPLICATION TAXES

❑Taxes targeting users of social media and mobile applications have

been introduced in some African countries.

▪ primary rationale offered for these taxes is that revenue from

taxes on traditional voice and messaging services offered by

telecoms has reduced as more people switch to mobile

applications.



VALUE ADDED TAX

➢Supplier collection; The digital MNE is required to register for, charge, remit 

VAT and comply with reporting obligations. A number of  African countries have 

attempted to apply this tax to the supply of  electronic services by digital MNEs. 

▪ South Africa, - non-resident entities which supply electronic services to a 

recipient in South Africa required to register for VAT and account for it if  

their supply to South Africa exceeds 50,000 South African Rand (ZAR) (USD 

4000) in a month.

▪ Kenya - provision of  online platforms for use by third parties is a taxable 

supply under the VAT Act. 

▪ Uganda - non-resident suppliers of  electronic services of  their obligation to 

register for and remit VAT.



VAT CONT..

• Nigeria;

- non-resident digital service companies must register and collect VAT from their 

Nigerian customers and remit to the Nigerian Federal Inland Revenue Service.

- non-resident businesses that make taxable supplies of  goods and services to 

Nigerian customers must register for, charge, collect and remit VAT. 

- The obligation to non-resident suppliers of  digital services took effect from 1st

January 2022 and for non-resident suppliers of  goods it will take effect from 1st

January 2024. 



MEASURES BY SELECT AFRICAN COUNTRIES

Source : https://qz.com/africa

Digital Services Type of  Tax Rate Status

Zimbabwe Electronic & e-commerce services Foreign firm appointed to collect 4.5% 

VAT

2022

Nigeria Digital and e-commerce services Proposed 6% tax on turnover 2022

Kenya Digital Services 1.50% on gross transaction value

Operational

South Africa Digital services Proposed

no date yet

Cameroon E-commerce and digital services 19.25% VAT 2020

Uganda On internet bundles 30% VAT plus ta 2021

Algeria On E-services 9% VAT 2020



TAX CHALLENGES

• . 

➢ The BEPS issues and challenges faced by African countries differ from those faced by

developed countries.

➢ The OECD’s BEPS debates have primarily focused on the use of complex and sophisticated

legal structures to avoid tax classification as a PE. For African countries, the digitalization of

the tax base is itself the challenge.

▪ The challenge posed by digitalization is not artificial legal structures created by use of the

existing rules but rather that the income generated is not captured by these rules.

➢ Many tax payers especially small and medium will struggle to cope with digitalization in terms 

of;

▪ Information Technology Skills

▪ Access to IT

▪ Informal trade



POSSIBLE SOLUTIONS

➢ African countries need to take on the challenge of  taxation of  the digital economy in their own 

unique way as their challenges differ from those of  the more developed OECD countries.

➢ African governments and tax administrators must work diligently towards providing policy 

direction and political support to ensure that the new rules under Pillar One and Pillar Two 

promote Africa’s interests and ensure equitable taxing rights for the continent.

➢ African countries have to go beyond BEPS and take advantage of  the international 

community’s concerns with this issue to change international tax rules rather than attempting to 

fit the digital economy into these rules.

➢ UN Model Double Taxation Convention between Developed and Developing Countries which 

is said to address the challenges faced by developing countries where the OECD cannot help to 

fill in the gap

▪ UN Model favors retention of  greater taxing rights under a tax treaty for the host country 

of  investment (source country) as opposed to those of  the investor (residence country). 



POSSIBLE SOLUTIONS CONT..

➢Consideration should be made of practical administrative measures to ensure

compliance with any digital tax regime adopted. e.g simplified registration

procedures.

➢African countries should ensure that the tax measures adopted do not hinder the

growth of the digital economy or expansion of home-grown MNEs and local

MSMEs.

➢At national level, the policy makers need to invest more into the global trends

➢African Union goals on BEPS to be monitored
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