European Economic and Social Committee

ECO/434
Taxation of the collabor ative economy

OPINION

European Economic and Social Committee
Taxation of the collaborative economy - analysis of possibletax policies faced with the gr owth of
the collabor ative economy

(exploratory opinion requested by the Estonianigesgy)

RapporteurGiuseppe Guerini
Co-rapporteurKrister Andersson

ECO/434 — EESC-2017-02946-00-00-AC-TRA (IT) 1/11

EN



Referral Exploratory opinion (requested by theoBEtn Presidency),

17/03/2017
Legal basis Article 304 of the Treaty on the Fumatig of the European Union
Section responsible Economic and Monetary UnionEcwhomic and Social Cohesion
Adopted in section 05/10/2017
Adopted at plenary 19/10/2017
Plenary session No 529
Outcome of vote
(for/against/abstentions) 168/0/1

ECO/434 — EESC-2017-02946-00-00-AC-TRA (IT) 2/11



11

1.2

13

1.4

15

1.6

1.7

1.8

Conclusions and recommendations

The EESC believes that the collaborative economygdnerating social value in the digital
economy environment, may offer a new opportunity gpowth and development for the
countries of the European Union, as it allows upgabresources to be mobilised and gives the
initiative to individual people. The EESC distingbes clearly between the collaborative
economy, the digital economy and the platform eoondue to the different scope and degree
of their collaborative and inclusive dimension.

While the expansion of the collaborative economfadslitated and boosted by the spread of the
new information and communication technologieshwdigital platforms and the wide use of
smartphones serving as a powerful vehicle, the EE8&GSiders it important to assess the
collaborative economy in its entirety and not toa&te it completely with the digital economy.

The EESC is of the view that the EU must not mise bpportunity provided by the
collaborative economy to bring innovation to bear the system of relations between
businesses, individuals and markets. However, gikienparticularly fluid and rapid nature of
change in this sector, it is crucial for fiscal uegory systems and tax regimes to be adapted in
an intelligent and flexible way to the new contettthe collaborative economy and, more
broadly, of the digital economy.

The EESC does not judge a new, specific tax syfteollaborative economy businesses to be
necessary. It does however consider it essentg&kmup cooperation and coordination between
the Member States and the various internal Membae Sidministrations involved, so that the
public authorities can keep up with the speed aymhihism of the digital economy and the
collaborative economy.

The EESC recommends that the tax system for thabmohtive economy comply with the
principle of neutrality (i.e. it must not interfereith market development), identifying
appropriate tax mechanisms that are fair to therdint types of business operating within the
collaborative economy or in conventional forms.

The EESC advocates the rapid construction of aotmif integrated European system that
ensures common rules for the different Member Statgarding the digital economy, in the
light of the natural tendency for digital netwoitiksoperate in a cross-border setting. It would
consequently be counterproductive for differentrferof regulation to develop in each of the
Member States: a genuinely European approach dedee

The EESC calls on the European authorities to nelery effort to establish channels of
cooperation beyond Europe in order to lay down sgnoeind rules for the digital economy,
since the power of digital networks already makegmgsible to manage services and exchange
goods anywhere in the world, via a digital platfdma single geographic location.

Rather, existing rules and principles should beustdplin line with new situations that differ
from the past due in part to the opportunities te@déy the new technologies, in order to ensure
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uniform and proportionate treatment of all econooperators carrying out certain activities in
conventional form or within the digital economy.

The EESC urges the Commission and the Member Stawesrk together to adopt an overall
legal framework for the digital economy that camrdinate and standardise the tax rules that
apply to these new forms of economic activity.

Moreover, the EESC considers that, in order to nthketax system simpler and, in particular,
to make it easier to apply VAT, it could be helpfoltest a "stable virtual organisation" in the
increasingly cross-border and ever less terriigriabund environment in which the digital

economy and the collaborative economy are devedopin

The EESC also considers it important to point bat,tin addition to an appropriate tax system,
protection and respect must be guaranteed foco(isumer rights, (ii) privacy and the rules on
processing personal data, and (iii) workers andig@mproviders involved in the new business
models and in the work of collaborative platforms.

I ntroduction

The collaborative economy is increasing in volunmal growing rapidly, as evidenced by
various data. In 2015, income related to the collative economy in the European Union was
estimated at some EUR 28 billion (as recently asprevious year it stood at only half that
amount).

From 2015 onwards, significant investment by majatforms has further boosted the sector's
development: it is estimated that in the future, tbllaborative economy could entail turnover
of between EUR 160 and 572 billion across the EU.

As shown by the figures, the collaborative econdsngpreading to more and more sectors, and
has the potential to generate added value, create gt different levels and ensure efficient
services at competitive prices for European conssime

At the same time however the collaborative econeagtor raises a series of challenges for the
European legislator, who is required to ensurecjplas and rules designed to establish a clear
and predictable legal framewdrKts regulatory action must however not undernihme great
potential for innovation the sector has displayedes.

The term "collaborative economy" is often used ricttangeably with "sharing economy": in
2015 the Oxford English Dictionary included "shgrieconomy” among its new entries,
defining it as "an economic system in which assgtservices are shared between private
individuals, either free or for a fee, typically means of the Internet".

The present opinion will use the term "collaborateconomy" as adopted by the European
Commission in its Communication of 2 June 201éh® European Parliament, the Council, the

0OJ C 303, 19.8.2016, p. 36oint 8.2.4.
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European Economic and Social Committee and the Gtiesrof the Regions A European
agenda for the collaborative economy.

More specifically, "collaborative economy" refers business models where activities are
facilitated by collaborative platforms that enatite temporary use of goods or services often
provided by private individuals.

2.6.1 The collaborative economy involves three categarsfeactors: (i) service providers who share

2.7
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assets, resources, time and/or skills — these mgyitate individuals or professionals; (ii) users
of such services; (iii) intermediaries that, via anline platform (collaborative platforms),
connect service providers with final users. Collaliwe economy transactions generally do not
involve a change of ownership and can be carri¢dooyrofit or not for profit.

More specifically, the collaborative economy opéms way to easier and more efficient access
to goods and services through connecting and cabperplatforms than was the case in the
past, making it easier to match consumer demartdsupply of the goods and services that can
be provided by either professionals or non-protesss.

The use of efficient technologies and connectirajfptms have transformed various sectors,
such as short and long distance transport, togetitarthe hotel sector and house or room
rentals management, enabling services matching ritraad supply to be organised very
efficiently and rapidly.

2.8.1 A number of large operators, mostly domiciled aldsihe European Union, have established

29

3.1

themselves and are clear examples of the growingatiolation of the collaborative economy.
Such examples have demonstrated the sector's greath potential, but they have also
revealed the problems that it poses for legislatians a legal point of view, in relation to the
tax system and in terms of labour regulation antkers' welfare and insurance.

In addition to these sectors, others such as oefiteancial services, personal care and health
services are also increasingly falling within thghere of the collaborative economy. More

sectors will join them in the coming years, givitige collaborative economy an even more

prominent place: it is consequently clear thatlbdebate on the regulatory and fiscal aspects of
the matter is now not only useful but necessary.

The collabor ative economy and new business models

The spread of information and communication teabgiels and of the "Internet of Things" has

brought forward many new technology companies. Nooe new business models are

emerging within the digital and collaborative ecayosector. These models differ in their

structures and the size of the businesses, asthveetixtent of the reference markets, the ways
technologies are used, and the organisational mddeke main groups may however be

identified with regard to fiscal treatment:
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» the model of very large companies performing vasidigital functions via the web, where
most revenue is yielded by selling and managinglecd data and advertising
(e.g. Google);

» the model of supply and demand matching and managtepfatforms, based on connecting
consumers and suppliers using digital platformsasecting facilities, where transactions
generate income both for the connecting platforrd #me final service providers (e.g.
Airbnb, Uber);

» the model of peer-to-peer platforms where in thebgre are no monetary transactions but
one-to-one exchanges of goods and services caerggaied between users and providers.

Regarding the model of large platforms for genamb search engines, such platforms enable
data processing and creation of value added, wihieh can be adjusted to specific consumer
demand and sold.

In this context the EESC would point to the specifalue of the data, which has even been
classified as "the new currenéy‘"l’he value added is subject to VAT and the destina
principle is applied. However, it may be difficutt assess the volume of value creation in
various stages and therefore to allocate tax ditigs.

The rapid growth of new business models requiresvamnall assessment of value creation and
tax obligations.

Regarding platforms that match demand and suppé/{ber model), an important preliminary
guestion concerns the possibility of laying dowrrke&access rules and requirements to apply
to digital platforms operating in the collaboratigeonomy sector and, above all, to service
providers using such platforms.

3.5.1 Market access requirements may include the needbffiigial authorisation to operate an

3.6

3.7

undertaking, a licence or minimum quality obligaso(e.g. size of premises or type of vehicle,
insurance or deposit requirements, etc.). Inconmegeed is often assessed and allocated to an
individual or to a business entity, liable to caigie profit tax.

The Services Directive stipulates that the markeess requirements laid down in the different
Member States must be justified and proportiontteing account of the particular business
model and innovative services involved, withoutf@rence for any one business or service
management model over others (principle of nedyali

The EESC agrees with the Commission's comment snAitnual Growth Survey 2016,

according to which more flexible regulation of teervices markets, including those in the
collaborative economy, would lead to higher proolityt easing the market entry of new
players, reducing the price for services and engusiider choices for consumers.

For more information please see the World EcopoRarum articlehttps://www.weforum.org/agenda/2015/08/is-datafibe~
currency/
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It is therefore hoped that market access requireragplying to the collaborative economy, as
and when they exist in the various national legestesms, will be in line with the Services
Directive and will ensure: (i) a level playing fiebetween the various economic operators in
sectors where conventional and collaborative ecgnaperators co-exist; (ii) regulatory
requirements that are clear, straightforward ampélske of fostering the potential for innovation
and opportunities that the collaborative economyaféer to increasing numbers of people.

I nstitutional framewor k

Since it consists of on-line services provided Iyjitdl platforms, the collaborative economy
sector transcends, at least in part, the concefgriforiality that marks conventional economic
activity. It is therefore important that an appliapg and clear regulatory framework is
developed also for the collaborative economy, otifhg the European Commission's overall
objective of taxing profits where they are made.

The EESC believes that legal certainty would besteoéd by rules under which businesses
providing or promoting collaborative economy seegcwould be considered to have a tax
nexus in Europe. With regard to the particular deeg of digital businesses, discussions are
under way on formulating a new type of virtual éfishment for companies, defined as a
"stable virtual organisation". This is a helpfulpapach, avoiding the problems of determining
where this type of business is established, buequires in-depth discussion and thorough
research over the coming years. This would enablelalocation to be established for business
carried out through the digital market, ensuringt tine economic value of transactions is taxed
in Europe or, more broadly, in the place whereviddeae is created.

The collaborative economy could make some of tiemal tax authorities' work easier, as a
result of the digitalisation of payments made tigtogollaborative platforms and the complete
traceability of such payments. The design of paymeystems could make it easier for
operators in the sector to fulfil their tax obligais, as is the case in Estonia, where the
procedure for drivers and some service providedetdare their income has been simplified in
cooperation with digital platforms.

Overall, the EESC hopes that the exchange of aiecarad traceable information between tax
authorities, operators and collaborative platformiis help to reduce the administrative burden

regarding payment of taxes in the collaborativenecay sector and the enforcement burden on
the financial authorities, with cooperation madaer and more certain by the technological

setting in which transactions take place.

Taxation of the collabor ative economy

With regard to the taxation of the collaborativemamy, it should be pointed out that in its
report of 28 May 2014, the Expert Group on Taxatdrthe Digital Economy set up by the
European Commission concluded that there shoulched special tax regime for the digital
economy or companies: it is considered more ap@atepto bring existing tax rules and models
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into line with the new situation, making use of thigh level of traceability of transactions
carried out on collaborative economy platforms #mage tax compliance.

In practical terms, new business models need péatiattention from the EU Commission and
national tax authorities, especially when the plaitis are domiciled outside the EU, with a
view to a fair and proportionate distribution oéttax burden on the economic value generated
by the various players: suppliers, beneficiaries iatermediary platforms.

The EESC considers that a reasonable and propatgticepproach needs to be taken when
adapting the general rules and principles govertdéixgmatters in the collaborative economy
sector. This approach should provide clear andigtedale rules for the sector's operators, so as
not to generate excessive compliance costs thdd geapardise the growth of a recently-
developed sector with future prospects that arenskte, but not yet entirely predictable or
measurable.

Any future European initiative on taxation of dajiteconomy business models should take
account of the various anti-avoidance initiativasinched in recent years by the European
Commission in the tax field, to ensure that allulagpry steps taken are closely coordinated as
part of a comprehensive, consistent framework ¢tioa.

A concerted initiative on taxing the digital econois needed in order to strengthen Europe's
internal market and boost its growth, as this seetor which already forms a significant part of
the European economy and is set to play an evextegnele in the coming years.

In this regard, Articles 113 and 115 of the Treattier a solid legal basis for drawing up both
direct and indirect tax rules for the collaborate@nomy, geared to consolidating the internal
market and improving the way it functions.

Some Member States have decided to take actioaximgtthe digital economy sector through
new, binding legislation, while other have approvgaidelines addressed to the sector's
operators. As pointed out previously, a Europeasti@itiative on the taxation of the digital
economy would however be needed.

The EESC therefore hopes that legislative actionlmataken at European level on taxing the
digital economy, with arrangements for appropriaterdination with and involvement of the
Member States in order to strengthen the internatket and take full advantage of the
opportunities arising from the digital economy.

Service providers in the collaborative economyadreourse subject to tax obligations. but there
are difficulties in identifying taxpayers, not leéalie to the fact that they may be operating in a
professional capacity (e.g. offering service primvison a continuing basis) or in an occasional
capacity (as a means of supplementing income withaking it up as an occupation). In
addition to this difficulty in identifying taxpayerit is often a difficult task to precisely measur
the taxable income.
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In this respect, the EESC sees the fixing of mimimincome thresholds as a useful way of
deciding if a particular activity is to be considéras professional or otherwise. It hopes
however that the choice of such thresholds isfjadtby proper evidence or reasons.

Regarding the new business models there is a me&lFwide coordination in order to prevent
double taxation or tax abuse. Best practices raggrthxation models, in particular for
businesses that bring demand and supply togethreugh digital platforms, should be
introduced and applied by the Member States. Thregaan Commission must coordinate the
legislation, identifying a set of common, sharel@éswby means of a directive.

At the same time, the EESC urges national finaretahinistrations to publish guidelines in
order to provide clear indications for service pdevs operating within the collaborative
economy. As service providers are often privatéviddals, there is indeed a need to provide
information about taxation obligations, since tlaeg often not aware that they are liable to pay
tax.

The EESC hopes that European and national rulesblesst mechanisms to facilitate

cooperation between collaborative economy operadoid the tax authorities. Due to the
widespread use of accurate and traceable data, sooperation could foster fiscal

simplification and transparency, with digital platins perhaps even acting as tax withholding
agents in cooperation with the tax authorities.

5.12.1 In this respect, the EESC underlines that tax regytaneeds particular attention during the

5.13

6.1

rapid evolution and growth of new business modelich heightens concern about uncertainty
in tax matters and its impact on cross-border taautk investment, especially in the context of
international taxatioh

The EESC points out that the collaborative econaowyld potentially expand the national tax
base by bringing jobs and new resources to theomepnWith a view to tapping into this new
base, competent national authorities should develope efficient intra-authority information
exchange systems. These data, combined with ndwdbagical opportunities, could create
greater tax certainty at lower cost for both serpeoviders and the tax authorities. Since the
digital platform, the service provider and the wtienay be in different Member States, this
guestion should be subsequently examined at EU ssvé¢hat proper attention is focused on
protection of cross-border data.

VAT

Regarding collaborative economy activities and Wwhetthey are subject to VAT, an initial

distinction must be made between activities coretldty different new business models, e.g.
directly by collaborative platforms and those ofliinidual service providers registered with
such platforms, and models that use platforms toy @ut different activities, such as selling

user spaces or data to place advertisements.

For further information, seEax Certainty - IMF/OECD Report for the G20 Finamhdmisters
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Regarding the latter examples, companies are airealdject to corporate income tax. They
gather information from users - every time a usgers a search, companies collect information
which they can then sell to advertisers and othierésted parties and if value is created, VAT
should be levied on the exchange of the data (thection and selling of the information).

Regarding models that work on matching supply amchahd, it can be considered that they
create "added value" by providing a service andwailg a transaction/exchange between
customers and drivers; this added value shouletbes be liable for VAT.

In general terms, for VAT purposes, a distinctionsimbe made between different situations
concerning payment methods for services renderéleircollaborative economy: (i) situations
where services are rendered against payment ofrma acumoney; (ii) situations in which
remuneration for the service is made not in mongyitb the form of another service or non-
monetary remuneration; and (iii) situations in whithe service is rendered freely with no
return.

The VAT rules applicable to situation (i) above ¢@ndeduced from the rules and principles of
existing law as set out by the Court of JusticéhefEU, while situation (i) may not fall within
the scope of the current VAT rules.

6.5.1 With respect to practical circumstances possiblyiog under point (ii), the EESC calls for

6.6
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close examination of whether or not the activibésollaborative platforms are subject to VAT
obligations. The legal framework in this area iddad at present unclear, especially concerning
services that, as has been mentioned before deeqoire monetary payment, but use data on
consumers, their preferences and habits for coniatgnarposes.

In the EESC's view, it is important for the Comrnossto address and regulate the issue of VAT
in the collaborative economy as part of its Act®lan, possibly by applying simplified rules
and principles below certain turnover thresholdsis-has already been done in some countries
— in order to limit compliance costs, especially ®MEs and occasional service providers.

The European Commission and the national tax aitifershould promote cooperation and
coordination in the application of VAT rules to tballaborative economy sector.

Final comments

The EESC backs the opinion of the European Parliimeoncerning the European Agenda for
the collaborative economy, where the EP notes 'tBatopean entrepreneurs show a strong
propensity for creating collaborative platforms $ocial purposes, and acknowledges a growing
interest in the collaborative economy based on exjve business modéls

The specific features of the collaborative econaitsyinnovative potential and the need to bring
tax rules into line with the sector's exponentiadvgh argue in favour of including organised
civil society in the consultations and analysestgdhe European Commission, the purpose of

Report on a European Agenda for the collaboratbememy 11 May 2017 (2017/2003(INI)).

ECO/434 — EESC-2017-02946-00-00-AC-TRA (IT) 10/11



7.3

7.4

7.4.1

which is to bring together the sector's stakehsldepresentatives of the EU institutions and
national financial administrations, together witademic specialists, to launch a joint debate on
issues relating to taxation of the collaborativeremmy.

The EESC calls on the European Commission to peofurdher recommendations for better
information exchange between national taxation @itihs and for equal tax treatment of
service providers. The Committee considers thabllavi-up opinion would be necessary in
order to further assess tax policy requirementsyelsas the impact and outcomes of taxation
of the digital economy.

With regard to the rights of workers and consunmevslved in the collaborative economy, the
EESC would refer to the opinion on tBharing economy and self-regulation5. It is however
important in this context to point out that the aapof the collaborative economy on the labour
market is so powerful as to require a special famusvorker protection, particularly regarding
social security, health and welfare contributions.

In this respect, the EESC underlines once againndéexd to consider the impact of the
collaborative economy on the labour market and tpobuit that the full protection of workers
and service suppliers is an objective that shoalddnstantly borne in mind by EU and national
legislators.

Brussels, 19 October 2017

Georges Dassis
The president of the European Economic and Soadair@ittee

0OJ C 303, 19.8.2016, p. 36oint 8.2.4.
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