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Introduction

Since January 1, 2017, the Russian Federation has
introduced the so-called Google tax, which involves
the Value Added Tax (VAT) taxation of electronic
services providers to Russia. The main objective of this
legislative initiative was to involve foreign companies
providing electronic services to Russian consumers
(primarily, natural persons) in the national legal tax field
[1-3].

Currently, the tax authorities are only observing
the process of registration and payment of VAT.

According to official information of the Federal Tax
Service of the Russian Federation (RF FTS), 163 foreign
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companies from 29 countries are officially registered as
taxpayers on the FTS website in the VAT office, as of July
27,2018. Among the category under consideration, only
five taxpayers have been registered in 2018 (Table 7).

The results of the RF FTS declaration campaign for 2017
showed that the total VAT proceeds in the Federal
budget from foreign suppliers of Internet services
amounted to RUB 9.34 billion. No doubt, this is
a significant amount for the budget of the Russian
Federation, but the tax potential of this industry is
much higher [4-6].

According to economic experts, the industry is able to
bring about RUB 182 billion of VAT payment in the RF
consolidated budget [7]. The first two years of
the existence of the Google tax show significant
legislative and technical gaps that affect the quality of
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administration of this tax and revenue amount to the
budget considerably [8].

That is why the Ministry of Finance of the Russian
Federation and RF FTS published more than 45
explanatory letters in 2017. In addition, rather
significant changes are to be introduced in the tax
structural quality after January 1, 2019. This determines
the relevance of this study.

The General Rules of Electronic Service VAT
Taxation from January 1, 2019

The general concept of taxation rules (up to January 1,
2019) assumes that a foreign organization providing
electronic services to individuals, is to pay the Value
Added Tax in the Russian Federation [9]. For this
purpose, the Russian national legislation provides
aspecial procedure for registration of foreign
organizations with the Russian tax authorities'.

At present, when supplying electronic services, foreign
organizations should be registered with the tax
authorities to assess VAT, if the customer of services is
a natural person (Fig. 7).

The exception to this order is the situation when
a foreign organization renders such services through its
subdivisions opened in Russia. In such a case, there is
no need to register with the tax authority. Separate
subdivisions are already registered in tax inspections
and pay VAT to the budget independently.

However, as of January 1, 2019, the foreign organization
supplying electronic services will be vested with
the obligation to assess VAT, regardless of who is
the customer. According to the adopted law, the current
mechanism of tax agent in providing electronic services
by foreign organizations to organizations and individual
entrepreneurs, registered with the Russian tax
authorities, is excluded.

Starting from January 1, 2019, foreign providers of
electronic services, as well as foreign agencies, involved
in payments with Russian taxpayers that purchase
electronic services, will be required to register for VAT
payment in respect of such service delivery (B2B) [10].

Until February 15, 2019, foreign organizations providing
electronic services to organizations and individual
entrepreneurs registered with the Russian tax

"From January 1, 2018, Russian organizations that are subjects
of the national payment system (including telecom operators) and
performing intermediary activities on settlements (transfer of funds)
with customers of electronic services, are not recognized as tax agents.

authorities (including, for instance, branches of foreign
organizations), will have to submit an application for
the registration to pay VAT. The registration is
mandatory even if the services rendered are exempt
from VAT in Russia (for instance, granting rights to use
software under the license agreement).

From January 1, 2019, foreign organizations that are
already registered and paying VAT in relation to
electronic services rendered to Russian customers,
namely natural persons, will have to assess and pay VAT
in the same way from deliveries to Russian taxpayers,
namely organizations and individual entrepreneurs.

Peculiarities of Electronic Service VAT
Taxation

Paragraph 1 of Article 174.2 of the Tax Code of
the Russian Federation (RF Tax Code) defines 16 types

of electronic services, rendering of which through
the Internet to Russian users is subject to taxation®.

These services are conditionally divided into the

following groups.
1. Advertising and Promotion:
- advertising services;

- placement of offers on purchase of goods, works,
services;

-services to provide opportunities to
partnerships between buyers and sellers;

forge

-services on search and/or presentation of
the information on potential buyers to the customer.

2. Internet Data Processing:

- granting rights to use software, databases;

- information storage and subsequent processing;

- providing capacity to store data;

- providing access to search engines;

- services on data retrieval, selection and sorting;

- granting rights to use cultural and educational data.

3. Internet Work-Related Services:

- presence in the network, support of electronic

resources, providing access to resources;

% According to the Tax Code of the Russian Federation, any provision
of services in electronic form means rendering services in an automated
fashion, using information technologies through the information and
telecommunication network, including the Internet.
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- information systems administration;
- granting domain names, rendering hosting services;
- collecting statistics on websites.

The sale of goods, implementation of software with no
data on tangible media, and the provision of consulting
services via e-mail, and Internet access services are not
included in the previous list [11].

The rule to determine the place of rendering of services
is described in Subparagraph 4 of Paragraph 1 of Article
148 of the RF Tax Code. At the same time, Paragraph 3
of Article 148 of the RF Tax Code notes that the place of
implementation of related services (works) is
determined at the place of realization of basic services
(works). The place of implementation of electronic services
through the Internet is defined in a special way (Fig. 2).

In the case of such a category of electronic service
purchasers, as individuals who are not individual
entrepreneurs, a special procedure for determining
the location is established.

For instance, when a non-individual entrepreneur's
purchasing digital services via the Internet, the Russian
Federation shall be the place of services delivery if:

- the natural person resides in the Russian Federation;

-the bank that opens the account for the services
payment or the e-money service business are located
in the Russian Federation;

-the IP address of the customer purchasing
the services is registered in the Russian Federation;

- the International dialing code belongs to the Russian
Federation (if services are paid via phone).

There are serious problems in this area that hinder
effective VAT administration. For instance, at
the moment, it is not clear how the online store can
determine the location of the e-service purchaser [12].

The IP address of the individual purchasing the service
will fail to answer this question unambiguously, even.
The point is that the proxy server is able to transmit
traffic absolutely through any country (even through
a chain of countries) at the choice of the service
purchaser. The service supplier will also locate
the specified country as the source of the service request.

In addition, a great number of goods and services via
the Internet is currently purchased using electronic
wallets. As a result, the bank or e-money service

operator's location is sometimes impossible to identify,
especially if there is no customer's telephone number.

Thus, certain technical aspects do not allow
the customer to qualitatively perform VAT payment
duties, even if there is a due and right wish
of the taxpayer, foreign service provider, to do so.

To pay VAT, it is not necessary to open a current
account in a Russian bank. This tax can be paid from
any other account opened in a commercial bank
located outside the Russian Federation.

If a tax agent participates in the sales chain, he/she
performs the duties of assessing and paying VAT to the
budget. In such a situation, the tax agent may claim
a VAT credit, provided that:

- the tax agent is the VAT payer. Hence the conclusion is
that taxpayers applying special tax regimes cannot claim
a VAT credit for the VAT paid on electronic services;

- goods, works, services are purchased for VAT taxable
operations;

- the VAT amount is deducted from the money paid to
the foreign company and transferred to the budget.

From January 1, 2019, documentary confirmation of
the service implementation place will also be changed
for organizations and individual entrepreneurs. In
accordance with the current edition of the RF Tax Code,
such documents are as follows:

 Contracts concluded with foreign or Russian entities;

» Documents confirming the fact of performance of
works (rendering of services).

According to the new rules, the service implementation
place concerning individuals, organizations and
individual entrepreneurs will be confirmed in the same
way, i.e. on the basis of transaction registers indicating
information on fulfilment of the conditions stipulated in
the second and fourteenth to seventeenth passages of
Subparagraph 4 of Paragraph 1 of Article 148 of the RF
Tax Code.

The Current State and Issues of Electronic
Service VAT Operations

As it was noted, starting from January 1, 2019,
regardless of the organizational and legal form, any
foreign organization shall be obliged to register with
the tax authorities if implementing electronic services to
economic entities in the territory of the Russian
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Federation. For this purpose, a new scheme of
simplified registration as a VAT payer has been
introduced into the tax legislation.

The scheme of registration is quite simple: a foreign
organization must submit the relevant application and
other documents?® within 30 calendar days starting from
January 1 and no later than 30 calendar days from
the date of commencement of electronic services
supply to the Russian customers.

Documents may be submitted in common ways. This
can be done personally, through a representative, or by
registered mail. However, the most convenient option is
an electronic registration via the RF FTS website, with no
enhanced encrypted and certified digital signature
required. After that within 30 calendar days, the tax
authority registers the foreign organization and notifies
it about this.

To simplify the procedure of VAT operations and ensure
the transparency treatment of VAT assessment, the RF
FTS has developed and offers a taxpayer profile account
option for foreign organizations that supply electronic
services in the Russian Federation®.

It is important to note that the documents submitted to
the tax authority through the taxpayer profile account
and enhanced encrypted and non-certified digital signature
signed, are recognized as electronic documents
equivalent to hard copies signed by a representative of
such an organization with his/her own hand.

The VAT special tax return is the main document
administered by the RF FTS for this category of
taxpayers. In fact, it consists of two sections: VATable
transactions and non-VATable transactions®. In this
case, the purchase and sales ledgers, as well as
the journals of VAT invoices received and issued for
electronic services implementation are not assembled
by foreign suppliers®.

The legislation also defines some peculiarities concerning
the procedure of in-house tax control (Table 2).

It should be noted that the possibility of requesting
information on money transfers to the accounts of
foreign organizations within the national payment

3The list of documents is subject to approval by the Ministry
of Finance of the Russian Federation.

“The RF Tax Code, Para. 3, Art. 11.2.

®In accordance with the RF Tax Code, Subpara. 26, Para. 2,
Art. 149.

®The RF Tax Code, Para. 3.2, Art. 169.

systems is an important tool of tax management. It
contributes to the determination of the real amount of
revenues from the provision of electronic services in
the territory of the Russian Federation, especially if
there are technical deficiencies in determining the place
of implementation of services (as noted before).

However, this approach can be applied only to
the digital market majors, while the issue of effective
administration of small foreign companies is still
a pending one. Therefore, tax management comes
down to the analysis of the information submitted by
taxpayers, and it is not always true and reliable [13].

In addition, it was previously noted that the availability
of a bank account in the Russian Federation is not
mandatory for registration with the tax authorities. In
this regard, it is not clear how to prosecute a foreign
taxpayer in case of detecting the fact of committing
an offence, if the majority of foreign taxpayers does not
have any property in Russia.

And finally, one of the most significant problems in
the e-services VAT tax management is a new transition
to tax payment by foreign suppliers in the B2B
segment. The matter is that the approach like this will
cause anunbalance in foreign companies' VAT
payments on electronic and other services rendered in
the territory of the Russian Federation. In fact, this
creates additional administrative barriers and hinders
the development of foreign digital markets in Russia.

Conclusions

The analysis shows that significant legislative and
technical problems hinder the successful development
of a mechanism of e-services VAT tax implementation.
However, the tax changes in this area expected from
January 1, 2019, in our opinion, will further aggravate
the unregulated nature of tax management.

We believe that the improvement of taxation and tax
management of foreign suppliers of electronic services
is possible only under appropriate reference to
the most advanced international practices, first of all,
the ones of the EU countries [14-16]. For instance,
the B2B segment uses the Reverse Charge VAT
mechanism, which involves the transfer of the seller's
tax payment to the purchaser, with the simultaneous
acceptance of VAT to be paid by the latter.

This mechanism is not just taxpayer convenient, but it
also helps reduce the risk of fraud in the field of
Internet service trade, making it a minor one.
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Table 1
Number of foreign e-service supply VAT payers
Country Number of Taxpayers Overall
45 Number
Ratio
(Percentage)
United Kingdom 28 17.2
Ireland 21 129
Germany 17 10.4
Netherlands 11 6.7
Luxembourg 6 3.7
Switzerland 5 3.1
Cyprus 4 25
France 3 1.8

Source: Authoring based on the Federal Tax Service of the Russian Federation data. URL: https://lkioreg.nalog.ru/ru/registry

Table 2
Peculiarities of office tax audit of foreign e-service suppliers

Audit Criterion Standard Inspection Procedure

When E-Services Providing by Foreign Suppliers

Auditing all-in term Three months maximum

Six months maximum

Failure to file a tax return -

The tax authority shall send a notice within 30 calendar
days from the date of expiry of the deadline
for submission

Deadline for submission of documents Ten days
from the date of requirements receipt

Thirty days

Request for information -

The tax authority, subject to the consent of the FTS Head
(Deputy head), may request information on remittances
to the accounts of a foreign organization

Source: Authoring based on the Tax Code of the Russian Federation
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Figure 1
A general procedure of VAT computation and payment when supplying e-services till January 1,2019

i . Russian legal entity or Russian
Russ!an legal entity, tax agent deducts and transfers
Russian tax agent VAT to the Federal budget

E-services

Foreign e-service S -
supplier - \'S‘"JT January 1, 2019

Foreign e-service supplier

or Foreign tax agent gets registered
. with the Russian tax authorities
Foreign tax agent on VAT and pays VAT

to the Federal budget

E-services Russian natural entity,

Source:Authoring
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Figure 2
Service location for VAT computation

"

‘
- Services related to inmovable or movable property (including rent and lease)

According to the property location - Services related to movable property, vehicles

- Consulting, legal, accounting, auditing, engineering, advertising, marketing
services, and information processing and R&D services

- Personnel services (the staff works at the customer's place of business)

- Services for transfer, granting of patents, licenses, trademarks, copyrights
or other similar rights, development of computer programs and databases

- Lease of mavable property

According to the customer's occupation - Services rendered electronically to the subjects of the Russian economy
location/jurisdiction (on the basis - Transportation services

of State registration or other fact reflected - If the activity of an organization or individual entrepreneur providing

in the founding documents) ) services is carried out in the territory of the Russian Federation

-/
_———————————_

~\ - Works (services) in the field of culture, art, education (training), physical
culture, tourism, recreation, and sports

According to the de facto service rendering - Services in the field of geological exploration and production of raw
and work performance hydrocarbon materials on subsurface sites, located in whole or in part
on the continental shelf and/or in the exclusive economic zone of the Russian
A Federation

7
~\

According to the supplier's occupation Services for which there are no specific rules for determining

location/jurisdiction the place of services supply
y,

Source: Authoring based on the Tax Code of the Russian Federation
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