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Digital Tax 
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No. 2019-07 

Companies that conduct business internationally may want to follow the ongoing global 
debate on the digital economy and taxation. KPMG recently submitted its views on 
potential multilateral tax measures to address the international tax challenges of 
digitalization to the Organisation for Economic Cooperation and Development (OECD) in 
response to a public consultation. Specifically, the KPMG submission offers views on the 
four proposals that the OECD is reviewing concerning revised profit allocation and nexus 
rules. The KPMG submission identifies design considerations for each tax proposal, along 
with certain recommendations. 

Once the OECD concludes its consultations, it is expected to report on its progress to the 
G20 Finance Ministers in June 2019, with a view to deliver a multilateral, consensus-based 
long-term solution in 2020. 

Background 
The OECD released details of the proposals under review to address challenges of tax 
and the digital economy in a consultation report in February 2019, following an earlier 
2018 OECD interim report based on its base erosion and profit shifting (BEPS) project. 
The interim report presented an in-depth analysis of the different digitalized business 
models and described a number of their common characteristics such as a wide digital 
footprint with no or only a limited physical presence, heavy reliance on intangible assets 
and the importance of data and user participation. 

Generally, the OECD is looking at new digital tax proposals under two sections called 
“pillars”. The proposals in the first pillar focus on the allocation of taxing rights, including 
nexus issues. The proposals typically allocate more taxing rights to market or user 
jurisdictions where value is created through businesses’ participation in the user or 



TaxNewsFlash – Canada      March 18, 2019 
KPMG Weighs in on Future of Digital Tax     No. 2019-07 
 
 

Page 2 of 3 
 

market jurisdiction that is not recognized in the current framework for allocating profits. 
Three of these proposals consider allocating tax rights based on either:  

• User participation 

• Marketing intangibles, or  

• Significant economic presence (in certain instances). 

The second pillar addresses remaining BEPS issues. The global anti-base erosion 
proposal under this pillar addresses the continued risk of profit shifting to entities subject 
to no or very low taxation through the development of two inter-related rules: an income 
inclusion rule and a tax on base eroding payments. 

 
KPMG submission 

In addressing the proposals, the KPMG submission recommends that, among other 
considerations, the OECD should: 

• Reach a consensus-based solution that can be administrated, provide for certainty, 
eliminate double taxation, and reduce and effectively resolve controversy, and that 
includes: 

o A high-level political commitment to repeal unilateral measures in favor of 
the global solution  

o A reasonable approach and timeline for transition that acknowledges 
jurisdictional differences  

o A firm commitment to improve dispute resolution, including committing to 
adopt a multilateral approach to mandatory binding arbitration of 
unresolved disputes 

o Preservation of the arm’s-length standard to the greatest extent possible, 
and is sustainable over time given changing business models. 

• Consider the risk of arbitrary or distortive results under the user participation 
proposal and the risk it will become quickly outdated by focusing on specific 
business models  

• Clarify which business models are covered under the user participation proposal, 
the amount of profit to be attributed and provide clear and easily determinable 
factors for allocating that profit among jurisdictions 

• Consider that, while the marketing intangibles proposal includes features that 
appear helpful in reaching consensus, there may be implementation issues 
affecting this proposal that could cause unintended consequences  
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• Establish simple and clear rules for determining aspects of the marketing 
intangibles proposal, including: 

o Which MNEs are covered 

o The quantum of global profit to be attributed 

o Allocation of that quantum across taxing jurisdictions 

o Interaction with existing nexus and legal entity accounting principles  

o Appropriate allocation rules for start-up costs and losses. 

• Consider the practical impact of separating marketing intangibles income from 
other income of the enterprise and on the application of existing transfer pricing 
rules to that other income under the marketing intangibles proposal 

• Establish clear rules that can be administrated for defining scope on the basis of 
economic nexus or otherwise under the significant economic presence proposal 

• Consider design challenges related to aspects of the global anti-base erosion 
proposal, including ways that these challenges may be mitigated, such as not 
applying them to payments to entities whose ultimate parent entity was subject to a 
regime that includes a sufficiently robust income inclusion rule. 

For details, see the full KPMG proposal. 

We can help 
 
Your KPMG adviser can help you assess the effect of the OECD’s digital tax proposals on 
your business. For more details, contact your KPMG adviser. 
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