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Introduction to Indirect Taxes

Welcome to the latest edition of the Nexia Global Indirect Taxes newsletter. 

As the VAT/GST network continues to spread its reach to new countries around the world, this 
newsletter comes to you with articles from USA, China, Shanghai, Australia, India and Belgium. 
You cannot get much more cosmopolitan than that, demonstrating the truly global reach and 
importance of indirect taxes to all Nexia firms and their clients. 

At a time when India has at last voted on the introduction of GST, which is now expected to 
arrive in 2017, Egypt will introduce VAT from 2016, and the Gulf Cooperation Council member 
states are also readying themselves for the introduction of VAT in 2018, or possibly earlier, the 
opportunities for work referrals between the Nexia firms and their clients is greater than ever. 
Furthermore, at recent Nexia conferences we are seeing more and more interest in American 
State and Sales Taxes as clients wake up to the fact that although the USA does not have an 
indirect taxes system that most of us might be familiar with, they do have some very complex 
sales tax arrangements. While we are all busy advising US clients on how to deal with VAT/GST in 
our countries, let’s not forget that our clients that are in bound to the US also need local advice. 
With the rapid spread of VAT/GST and Sales Taxes to the global e economy, never has it been so 
important to “get it right” for your clients who may well be unaware of their obligations.

All this comes at a time when the UK has decided to vote for Brexit. It is too early to tell how this 
will play out, but it is certain that the UK will continue to operate VAT, and little is likely to change in 
the short term bearing in mind that this is a tax that generates nearly 50% of the total annual UK 
tax take for the Exchequer. The biggest changes may be around the administration of VAT, but 
we will have to see how matters develop over the next few years, and it will be interesting being a 
“third world country” in VAT terms.

I hope you enjoy the newsletter.

John Voyez
Smith & Williamson, London
Chair, Nexia Global Indirect Taxes
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“The issue is that if your company is making sales into a state but 
has no in-state physical contact, it may have a tax liability,” says 
Dustin Hubbard, a state and local tax director with CLA. 

States determine whether a company’s business activities result 
in state tax nexus within their jurisdiction in different manners. 
As demonstrated by a recent ruling, Washington’s business 
and occupation (B&O) tax is applicable when certain economic 
presence thresholds (i.e. amounts of in-state sales) are met.  
No physical presence in required for the state to assert nexus 
for certain business activities. 

“Complicating the scenario is the fact that B&O tax nexus 
circumstances and rates vary depending on your business 
activities,” says Steve Jensen, a state and local tax director with 
CLA. “Some business activities result in B&O tax nexus even 
when there is no physical presence in the state. The situation 
is complex and many foreign and out-of-state companies are 
surprised when they receive a nexus questionnaire from the 
Washington State Department of Revenue.” 

In the most recent ruling, a German pharmaceutical company 
received royalty income based on product sales to Washington 
customers. The company did not have any physical presence in 
Washington and was not registered in the state. Washington law 
imposes B&O tax on gross income received from royalties (and 
other services and wholesaling receipts) when that income is 
generated from sources within the state and when those sales 
exceed the state’s economic nexus criteria ($267,000  
– an amount that is periodically indexed for inflation). 

The German pharmaceutical company received royalties in 
excess of the economic nexus criteria, so the Washington State 
Department of Revenue (department) ruled that the taxpayer 
had nexus in the state, and was subject to B&O. The company 
countered, claiming the state’s economic nexus criteria are 
unconstitutional. The appeals division within the department 
has no authority, however, to decide on constitutionality 
matters, so the issue was not considered in its decision. 

In the ruling, the department affirmed 
the application of the state’s B&O tax. 
The department also ruled there was no 
double taxation of the German company 
because a provision of a U.S. treaty with 
Germany excludes any “income from 
sources within the United States that may 
be taxed [in the] United States.”

United States

America and Washington state sales tax ruling part of a trend 

When it comes to remote sales, courts across the country are sending a clear signal; pay state and local tax. The latest ruling  
applies to foreign and out-of-state companies that have no physical presence in Washington state, but receive royalty income  
of greater than $267,000 from sales to Washington customers. There are several nuances to how nexus is determined and  
applied in Washington. 
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What this means to you
Companies that receive income from Washington state 
customers are potentially subject to the state’s B&O tax, 
even if they do not have a physical presence in the state, and 
even if their home country has enacted a comprehensive tax 
treaty with the United States. Businesses that are most often 
impacted by Washington’s economic nexus criteria are those 
that engage in online sales and/or services, royalty income,  
and wholesaling activities with Washington customers. 
Washington’s economic nexus conditions are not limited to 
foreign (non-U.S.) entities. Any non-Washington company with 
Washington customers and receipts should consider whether  
it has a B&O tax obligation.

While not at issue in the above case, 
Washington’s economic nexus rules 
became applicable to wholesalers starting 
on September 1, 2015, and to companies 
who earn service and/or royalty income 
starting on June 1, 2010.

How we can help 
If your company has income resulting from Washington business 
activities, you may be affected by Washington’s economic nexus 
rules. Any business that operates in multiple states – particularly 
if selling online – should be aware of the evolving nexus laws in 
the states in which they operate. Our tax professionals can help 
you determine your state nexus situation based on your unique 
circumstances. 

Contributed by
Steve Jensen
Director, State and Local Tax
E steven.jensen@CLAconnect.com 
T 425-250-6055

Dustin Hubbard
Director, State and Local Tax
E dustin.hubbard@CLAconnect.com 
T 303-793-1425



In 2012 China initiated trial reforms of its indirect tax framework, 
beginning only in Shanghai. The ultimate goal was to include 
the entirety of the country’s services sector in the VAT system. 
Within the next few years, the reforms successfully spread 
countrywide and ultimately included telecommunications, 
postal, transportation and certain modern services like logistics, 
R&D, design, and consulting. As of 1 May 2016, the last of the 
service industries have been transitioning into the VAT program.

Notably, the construction industry, which 
includes all engineering, installation, repair, 
decoration and renovation services, is now 
subject to a VAT rate of 11%.

This is also true for most of the real estate industry, 
which includes both commercial and residential property 
development, investment, and sales by both companies and 
individuals. However, simplified and/or grandfathered tax 
methods are in place to aid a smooth transition. Through the 
transition period, overall tax burden is expected to be neutral. 
Long-term effects will likely depend on the commercial 
particulars of a given operation or project.

The financial services industry is subject to a VAT rate of 6% and 
includes loan and credit services (including interest), all direct 
charge financial services, fund and asset management, financial 
product transfer (such as securities), and all insurance services. 
It is notable here that VAT paid on interest is not eligible for input 
VAT credit. In general, VAT participation is expected to have a 
neutral tax burden effect for financial service businesses, yet 
in some cases where VAT input tax credits are now possible, 
there may be an overall decline in tax burden. No transition or 
grandfathering rules are available for this industry.

Also taxed at 6%, “life services” are those that provide for 
people’s day-to-day needs, including food & beverage 
services, education services, medical services, tourism, and 
entertainment. Again, VAT participation is expected to have 
a neutral effect, though some businesses may see an overall 
decline in tax burden due to ability to claim input VAT credit. 
Again, no transition or grandfathering rules are available for  
this industry.

With implementation of the latest service industries coming 
under the VAT umbrella, China is considered to have the world’s 
most comprehensive and unique VAT system. First of all, no 
other country is known to tax all financial services (including 
interest) and all forms of real estate transactions. Secondly, 
the country utilizes five different VAT rates. Third, foreign 
businesses are not able to register for VAT or claim input VAT 
credit for their transactions into China. Rather, the China service 
recipient must act as VAT “withholding agent” to ensure tax is 
paid and may later claim the input VAT credit. It is thus important 
that foreign businesses include service contract terms through 
which the China service recipient absorbs the VAT cost. 

Finally, although these latest changes essentially complete 
the VAT reform process, we can expect to see ongoing 
modifications. We can also expect that during the transition, 
Business Tax rules may continue to linger in some cases, 
especially where a lack of clarity exists in the updated 
regulations. 

For more information please contact
Scott Heidecke
Senior Consultant 
Nexia TS Shanghai Co. Ltd.
E scottscott@nexiats.com.cn

Flora Luo
Associate Director of International Business 
Nexia TS Shanghai Co. Ltd.
E floraluo@nexiats.com.cn

China
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Expansion of GST to almost all 
consumption in Australia

Recent changes to the GST mean that soon nearly all goods and 
services consumed in Australia will become subject to the tax. 

We have previously written about the expansion of the tax to 
cover intangibles supplied from outside Australia to Australian 
consumers (dubbed the “Netflix tax”). Since then, similar 
principles have been applied to extend the tax to tangibles 
supplied into Australia.

Previously, goods only included GST in the 
price if they were supplied by a business 
with a connection to Australia. Goods 
imported into Australia only had GST 
applied by customs when their value was 
greater than $1,000.

The change means that businesses that sell to Australian 
customers will need to register for GST if they exceed the 
turnover threshold. Currently businesses in Australia are 
required to register for GST if their (Australian) sales exceed 
$75,000. This same turnover will apply to foreign sellers. They will 
then need to collect GST from Australian customers and then 
remit the tax collected to the Australian Taxation Office.

Sales to GST registered businesses 
will not count towards this registration 
threshold (as they would be entitled to 
claim credit for the GST charged and no 
additional revenue would be raised).

The government has also announced there will be a simplified 
registration process for these newly captured businesses 
where they will only be charging GST (and not claiming input tax 
credits). This will be a welcome change as we have previously 
experienced significant difficulties in registering overseas based 
businesses for tax in Australia – particularly when documents 
needed to be translated to English. However, we are yet to see 
details of the new registration process.
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These new changes will take effect from 
1 July 2017. Affected businesses should 
understand their new obligations and 
register if necessary before then.

If you have clients selling goods or services into Australia, we 
would be happy to discuss how these changes will apply in their 
particular circumstances. 

Contributed by
Murray Howlett
Partner
Pilot Chartered Accountants, Australia
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India GST – At the cusp of 
implementation

In recent times India has been keen to accelerate its economic 
growth. From committing to the ambitious ‘Make in India’ 
campaign to substantially relaxing its FDI requirements for 
foreign investment, India is now making an active effort to 
ensure that the world looks at India as a place where business 
can be transacted with ease. One such effort in the direction of 
improving the ‘Ease of doing business in India’ is the proposed 
revamp of the indirect tax structure.

Currently there are more than 50 indirect taxes in India. On an 
administrative front, indirect taxes are governed either by the 
State or the Central governments. In order to understand this 
at a macro level, the provision of services and manufacturing 
related indirect taxes are administered and levied by the Central 
Government, whereas tax on the sale/purchase of goods is 
administered and levied by various State governments. At a 
micro level, there are other taxes levied on entry into States, 
research and development, entertainment tax, tax on mining 
etc. Furthermore every indirect tax has a separate taxable 
event, which often leads to the problem of dual taxation with 
more than one authority levying tax on a single transaction. 
This dual administrative control over indirect taxes increases 
the compliance burden on businesses and leads to a variety of 
problems. Thus, in order to overcome these shortcomings, India 
is slowly moving towards a reform in its indirect tax structure.

India is now gearing up to replace its 
current multi-layered indirect tax structure 
with a common indirect tax system across 
the whole of the country. GST proposes 
to subsume almost all the major indirect 
taxes (except customs) in India, and will be 
instrumental in decluttering the country’s 
indirect tax structure.

GST has been proposed as a tax on supply of both goods and 
services and will be applicable across all of India. This proposed 
tax structure will turn India into ‘One Common Market’ providing 
for a seamless flow of tax credits by allowing cross utilization 
of credits between goods and services (which is not the case 
currently). GST will not only streamline businesses, but will also 
optimize tax cost by negating increasing levels of tax cascading 
down the business supply chains.

As other taxes will be subsumed within GST, it will also result in a 
consolidation of the administration of indirect taxes. Currently 
businesses have to engage with authorities at both State and 
Central level for their respective indirect taxes. Under the 
proposed GST regime, organizations will only have to deal with 
one GST administrative authority which will govern GST across 
India. This will drastically reduce the levels of bureaucracy, 
and will also reduce the compliance burden on business. 
Globally GST has been extremely influential in ushering in new 
opportunities and growth in business. Accordingly it is expected 
that GST synergy will also spur positive growth in India.

India
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India has been trying to adopt GST for 
the past couple of years now, but its 
progress has always been stalled by a 
political roadblock in the parliament until 
now. At present, the Modi Government 
has covered an enormous gap already 
by passing the GST Bill through the lower 
House of Parliament (Lok Sabha) with a 
thumping majority.

The Bill is now up for a vote in the Upper House (Rajya Sabha) 
in the monsoon parliamentary session 2016. Understanding 
the urgent need, the government has made GST its primary 
agenda item, and has deliberated well to garner considerable 
support among the opposition and its coalition partners to 
ensure that GST sails through in this parliamentary session. 

Although, at present most of the political parties in India have 
in-principle given their support to GST, there are a few clauses 
in the GST Bill (relating to GST rate), which still need to be ironed 
out before the GST bill is finally ready and presented in the 
Upper House (Rajya Sabha) in July or August 2016 for a vote. 
Leveraging off the positive signals, government has already 
released the draft GST Law in India for public consultation, and 
is extremely optimistic that the start date of April 2017 for GST 
implementation will be met.

Once cleared from Parliament, GST law will require every 
business entity to re-engineer supply chain decisions, and 
also undertake a GST Impact assessment to obtain maximum 
benefit from the upcoming indirect tax legislation. 

Contributed by
Pratik Shah
Partner, Indirect Tax
SKP Business Consulting LLP

Please note that at the time of going to press, it has been 
announced that the GST bill has been passed in the Indian 
parliament and as at 1 September over 50% of the Indian 
States have approved the implementation of the GST Bill.
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The common VAT system is a core element of the operation of 
Europe’s single market today. However, the current VAT system, 
which was intended only to be a transitional regime, is too 
fragmented, too burdensome, and too complex for the growing 
number of businesses operating across borders. Due to a 
different treatment of domestic and cross-border transactions, 
and the fact that goods and services can be bought free of VAT 
within the single market, it also leaves the door open for fraud.

The current level of the so called VAT gap, i.e. the gap between 
expected VAT revenues and VAT revenues actually collected, is 
estimated around 170 billion euro, and it simply calls for action. 
The growing risk of fraud must be contained, and the current 
rules need to be modernised, simplified, and adapted to the 
technical developments and challenges of today’s global digital 
and mobile economy.

In order to reach this goal, the European 
Commission has announced its VAT 
action plan. A legislative proposal will 
be presented in order to put in place 
a definitive VAT system based on the 
principle that taxation will take place in the 
country of destination of the goods.

As preparing and implementing these major changes in the 
current VAT system requires major changes, and will take some 
time, some parallel initiatives will also be taken as an answer to 
the immediate challenges of today.

In order to remove VAT obstacles to e-commerce in the single 
market, the One Stop Shop system will be extended to online 
sales of tangible goods to final consumers, a simplification 
measure for small start-up e-commerce businesses will be 
implemented, and the VAT exemption for imports of small 
consignments from non EU-suppliers will be abolished. More 
generally, in order to simplify VAT for small businesses, the 
special scheme for small enterprises will be reviewed.

To combat the current level of the VAT gap, improved 
administrative corporation should be achieved. The tools for 
administrative corporation between tax administrations should 
be used more widely, and the performance of the European tax 
administrations should also improve. In addition, a new approach 
to tax collection and the improvement of voluntary compliance 
between businesses and tax authorities is required.

The current system, which analyses every cross border-
transaction into an exempt cross-border supply and a taxable 
cross-border acquisition, is not only complex, but also lacks 
controls and leaves the door open to fraud. A robust single 
European market would combat this fraud by shifting the point 
of taxation to the destination of the goods, and treating local 
and cross-border transactions the same way.

Europe

A view from Europe on the VAT Action Plan

A couple of months ago the European Commission announced its VAT Action Plan, a Pathway Towards a Single EU VAT area. 
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As the system will change from one 
based on the origin principle towards 
a destination principle, also the policy 
related to VAT rates needs to be 
modernised and adapted.

In order to do so, two main options have been outlined. Either 
the list of goods and services eligible for reduced VAT rates will 
be extended and reviewed on a regular basis, or the member 
states will be allowed a greater freedom on the number of VAT 
rates and the level by simply abolishing the list.

The announcement of the VAT action plan is just the start of 
the reform, and it is to be continued over the next few years in 
order to reach the goal of a single robust European VAT area. 
Decisions on all these actions are needed together with political 
leadership and support for reform.

Contributed by
Katrien Huysse
VGD Belgium
E katrien.huysse@vgd.eu
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Contact us

For further information on any of the matters 
discussed in this Newsletter, please contact:

Mike Adams

E mike.adams@nexia.com
T +44 (0)20 7436 1114

Nexia International is a leading worldwide network of independent accounting and consulting firms, providing a comprehensive portfolio of audit, accountancy, tax and advisory services.

Nexia International does not deliver services in its own name or otherwise. Nexia International and its member firms are not part of a worldwide partnership. Nexia International does not 

accept any responsibility for the commission of any act, or omission to act by, or the liabilities of, any of its members. Each member firm within Nexia International is a separate legal entity.

Nexia International does not accept liability for any loss arising from any action taken, or omission, on the basis of the content in this publication. Professional advice should be obtained 

before acting or refraining from acting on the contents of this publication.

Any and all intellectual property rights subsisting in this document are, and shall continue to be, owned by (or licensed to) Nexia International Limited.

References to Nexia or Nexia International are to Nexia International Limited.
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