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B. BACKGROUND OF THE INVESTIGATION  
 
On June 2, 2020, the U.S. Trade Representative initiated an investigation of the UK DST 
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what action, if any, to take.  If the Trade Representative determines that an act, policy or practice 
is unreasonable or discriminatory and that it burdens or restricts U.S. commerce:  
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II.  THE U
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The UK also provides for an alternative basis of charge for its DST.54  A company may 
voluntarily elect to calculate its DST liability under this method.55  Pursuant to HM Revenue & 
Customs guidance, a separate election may apply to each category of digital services activities, 
i.e., one for social media services, another for internet search engines and a third for its online 
marketplaces.56  This alternative calculation method involves seven steps: 
 

Steps 1 & 2 
The first step is therefore to divide the group’s total UK digital services revenues 
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Step 7 
The relevant person’s liability to digital services tax in respect of the accounting 
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marketplace) with, during the previous accounting period (of up to 12 months), digital services 
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models. It will be carefully designed to ensure it is established tech giants – rather than our tech 
start-ups - that shoulder the burden of this new tax.”100  As previously described in this report, 
such a 
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However, such viewers are not a party to the transaction between advertisement purchaser and 
advertiser that constitutes the transaction which generates revenue.  In order to attempt to include 
the user or viewer in the analysis of the place of destination, the location of the advertisement 
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other taxes.13722 22 Thus,axhe UK DST is likell
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Each of these model treaties defines “permanent establishment” as “a fixed place of 
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In sum, pursuant to prevailing international tax principles: (1) a company is only subject 
to a country’s corporate tax if it maintains a permanent establishment in that country; and (2) if 
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capital and discourages investment and innovation for all companies in scope[.]”168  A second 
comment stated that “[a] gross basis tax restricts commerce because companies will be forced to 
choose among unacceptable options: raise prices to cover the additional cost of the tax or cease 
to do business because the business is uneconomical.”169  Thus, the UK DST burdens 
U.S. companies. 

3. 



 

 
28 

per click or revenue per impression basis. The group may consequently have the 
data to show the proportion of the revenues generated from a campaign which 
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This means that companies were presented with two costly choices: undergoing a costly system 
re-design in advance of the DST’s adoption or incurring costly audit risk attempting to apply and 
capture data for the prior three months. 
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Another comment noted that: “[m]any affected companies were likely not tracking the revenues 
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virtually nothing[.]”197 
 

These statements confuse key issues and fundamental principles that underpin the existing 
system of international corporate taxation. 
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�x In a position paper, the United Kingdom argued that users create value through the 
generation of content, depth of engagement, network effects and externalities, and 
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across continents; financial services providers increasingly enable customers to 
manage their finances, conduct transactions and access new products on line; in 
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IV.  C




